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Foreword
Since its establishment immediately after Papua New Guinea gained Independence in
1975, the Institute of National Affairs (INA) has undertaken, or commissioned,
extensive research into the country’s labour market. Much of this research has been
carried out over the decades by Dr. Paul McGavin, and since the late 1990s, together
with Dr Luke Jones. This highly focused team of labour economists has accumulated
a strong insight into Papua New Guinea’s labour market, its evolution and the needs
of both employers (public and private sector), but especially the workforce itself,
whether as employees or participants in the informal economy (largely microentrepreneurs or employees/co-owners in family micro-enterprises). The informal
sector, including small agricultural producers/traders, providing a combination of
subsistence and traded produce, continue to make up the largest slice of the
workforce, and will continue to do so for the medium term, generating an important
source of food security and welfare, as well as economic opportunities and provide the
backdrop to PNG’s still relatively small formal sector.
Why the emphasis on the labour market? Labour is one of the critical factors of
production and a well-skilled and productive labour force is a key determinant of the
success and sustainability of the economy. There is too often an assumption that
natural resource wealth will determine economic performance. It certainly can provide
some years of strong economic growth, but these resources may be short-lived and
their extraction may trigger counter-productive impacts, which in the medium-longer
term may undermine sustainable economic (and associated social) performance. This
certainly proved to be the case with PNG’s so-called ‘minerals boom’ of the 1990s,
and, unless care is taken, could be repeated with the boom in extractive industries,
notably LNG, during the current decade, when facets of the ‘resource curse’ have
again been prevalent, and prioritisation and control over public expenditure has been
allowed to weaken.
Labour, or human resources, are, of course, not simply means of production, they are
also the, or one of the, principal objectives for development. The men, women and
children of Papua New Guinea need access to land and natural resources, incomes
and economic opportunities, together with reliable services, to ensure they secure their
food and nutrition and healthy and meaningful lifestyles. So labour is both an input, but
at the end of the day, people and their best interests are also the objective and desired
outcome.
With the successive budgetary crises of the 1990s, by the end of the decade most
government agencies had little or no operating funds, beyond personnel emoluments
for their current staff. Education and training facilities were allowed to rundown or
close, and new public sector recruitment, including for critical service roles, was frozen,
in many cases for the best part of a decade. Investment in human capital development,
which is so crucial for the country’s sustainable performance, not only in economic
terms but also for a vibrant and well informed democracy, was left on the back burner.
So, when major projects materialised, notably PNGLNG, the majority of the temporary
workforce was made up of overseas contracted staff and employment opportunities for
Papua New Guineans slipped by. The lack of commitment over the years to

institutional integrity and development and investment in human resources has meant
that, when government and private sector have additional resources for major
programs, such as in education or building up district infrastructure and services (under
DDAs etc), there is limited capacity to plan, implement or oversee these activities.
Likewise, the population, despite its energy and potential talent, has been given few
opportunities to access prospective markets or acquire the skills needed to step
beyond traditional agricultural production, and develop viable and sustainable microsmall to medium enterprises.
This study was initiated at a time when strong commodity prices and major prospective
resource projects were providing a major boost to economic growth, but, as with the
‘paradox of plenty’, generating limited apparent improvement in social indicators,
including employment stimulus. It was also prior to the next round of Minimum Wages
Hearings by the Minimum Wages Board, when some broader focus on opportunities
and constraints for employment generation and productivity, and related factors,
needed to be considered, not simply the issue of ‘a living wage’ for employees, or
employee costs and returns for employers.
Drs Jones and McGavin, working with INA staff led by Steven Goie during the
fieldwork, went well beyond the call of duty in performing this study. Ironically, by 2014
relevant demographic and economic data on Papua New Guinea, which had been
available until the late 1990s, were no longer readily accessible, or routinely updated.
However, the team undertook its own very extensive data collection to determine the
status and factors influencing the current labour market. Many of the considerations
covered in the survey go far beyond the specifics of employment growth and numbers,
or forecasts of potential trends in demand for specific skills into the future, to cover the
broader factors of education and skills development for Papua New Guineans to
empower them to be able access a broad range of opportunities which may arise.
The study also emphasises the different roles of the public and private sectors and
particularly the need to establish suitable conditions for investment by businesses in a
wider range of viable activities, which can provide sustainable economic and
employment growth. PNG suffers from high costs of doing business, and associated
poor returns. Many of these costs relate to failure by government to provide the needed
infrastructure and other public goods and services needed for industry to be viable,
including both existing and prospective industries such as in agriculture,
manufacturing, tourism and other services. These impediments including lack of
investment in basic quality education and human resource development over the
years, but also a range of bureaucratic and institutional impediments related to
deficient public sector organisations, unrealistic and unhelpful business restrictions,
including, and certainly not least, corruption, which extends into fields of public
procurements, resource licensing, land allocation, through to more petty but still
troublesome handicaps.
The study is intended to ascertain the prevailing employment situation and needs and
to contribute to sound policy development, to encourage sustainable and meaningful
employment generation into the future. As indicated throughout the survey, including
during the prior and subsequent stakeholder workshops, the aim is certainly not for the
INA to undertake continual or substantial further employment surveys, but to assist the

relevant authorities to be able to build or rebuild capacity to undertake routine data
collection and analysis themselves, but that clearly requires that the Government
recognises the need for reliable economic and social statistics, as required for effective
public policy, planning and monitoring. During the survey there was strong support
from many public and private sector institutions, which has been welcomed. Hopefully,
the findings and subsequent meetings which have been held, and will be held, with
interested stakeholders, will enable the findings of the survey to contribute practically
to public policy and practice, as well as to private sector investment and HRD planning.
If the high level of interest in the report, even in its draft form, by various private and
some public sector players, is anything to go by, then the study will indeed make a
valuable contribution.
On behalf of the Institute, I wish to recognise and strongly thank Drs Jones and
McGavin for their considerable commitment of time and effort devoted to this study
over the past two years. Their effort extended well beyond the input and duration
envisaged, particularly embroiling Luke Jones in an immense task of regularising a
vast database of responses and material from the public and private sector.
The Institute thanks the Australian Government for its funding of this major study,
through the Economic and Public Sector Program (EPSP), and the Government of
Papua New Guinea for supporting the initiative. Finally, our appreciation goes to all
those companies, government agencies and individuals who provided your time, ideas
and feedback to the study team during the survey. The Institute sincerely hopes that
the report will make a valuable contribution to public policy.

Paul Barker
Executive Director,
Institute of National Affairs
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Executive Summary
This study presents a framework for understanding the use and management of labour resources in
Papua New Guinea.

As scoped, the study’s primary aim was to produce labour force data,

especially relating to wage levels and wage employment in the formal labour market. In fulfilling this
aim, the study has amassed a large and detailed data set that records wage, income and
employment details for over 135,000 private and public sector employees, informal sector workers
and unregulated sector employees. The data set enables the examination of wages by industry
sector, job type and, where data is available, by education, sex and province. As far as we know, it
is the largest wage, income and employment data set in Papua New Guinea and it should be of
enormous value to policy makers and to private sector analysts. That said, as the study’s table of
contents indicates, the data set, and the employment and wage statistics produced from the data
set, are only part of the presented study.
A key finding from our research is that there is no distinct link between the different actors and
agencies that are involved in the development and management of human resources in Papua New
Guinea. The framework intends to provide a departure point for generating these links. We use the
words “departure point” because the framework is incomplete. It is incomplete because our data is
incomplete – we simply could not gain up-to-date and credible data relating to key factors such as
national productivity (output). Therefore, the study does not address changes in productivity over
time. Although throughout the study we do extrapolate from old data, we did not do so in relation to
productivity data because the figures are simply too poorly constructed and too dated. Moreover,
the essence of “productivity” involves consistent measurement and appraisal. Our best summation
about productivity improvements in Papua New Guinea is that they have such low priority that the
basic statistics are not kept.
Grappling is the key word in our study’s title and the chief aspect of our grappling has been that the
vast majority of human resource challenges in Papua New Guinea do not relate to formal
employment and formal wage levels. The challenges relate to how Papua New Guinea improves the
welfare of all its people, not just those in urban formal wage employment. From the outset it was
clear to us that the primary answer to this question lies outside the labour market – it lies inside
human institutions and the capacity of the Papua New Guinean state to build, maintain and refine
these institutions over time. This process is a human one. It is human led, human conceived and
human enacted. For this reason, we highlight Papua New Guinea’s key labour resource challenge
as the need to socialise and educate its citizens so that they may function effectively within a
modern market society and, in so doing, reproduce and improve that modern market society over
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time. It is on this understanding that we have developed our study and it is with this objective that
we outline our framework’s policy and implementation implications.
Conceptual worlds. We approached the study with substantial Papua New Guinean experience.
Those who approach Papua New Guinean policy issues without in-country experience are likely to
import inappropriate conceptualisations. Those within Papua New Guinea who deal with policy
issues are likely to lack conceptualisations or to rely on ways seeing things that poorly grapple with
the issues of moving forward. We thus spend some time in our report working through conceptual
issues. These conceptual workings include “employment”, understood as productive human activity,
with “wage employment” as a sub-set of such activity; “products” as outputs of goods and services
with human valuation, whether in non-market institutions or in market institutions; “productivity” as a
relationship between input valuations and output valuations (“value-adding”); “human institutions” as
rule systems that order human activities, whether market or non-market activities; “capacity” or
“capability”, referring to the capabilities or competencies of persons and institutional environments
to deliver products and to sustain the delivery of these products over time.
Overarching issues. Too often researchers fail to situate their findings in the world in which their
work finds application. We necessarily have done much narrowing in our study but we also have
done much broad-brushing – because we have at times needed in broad-brush terms to bring in
wide-ranging issues and perceptions that ground our work and situate it in cultural and institutional
context(s). Our overview statements about macroeconomic and monetary policies are a case in
point; our recommendations about formal institutional reforms without dealing with legal
complexities are another case in point.
Supply side and demand side considerations. This study addresses in some detail issues
relating to wages, incomes and employment. Nevertheless, in many ways these issues are of
secondary concern to labour resource use and policy issues in Papua New Guinea. In previous
works we have highlighted that understanding supply side issues is of fundamental importance to
understanding key labour resource challenges in Papua New Guinea. Readers must understand
basic concepts such as target incomes, subsistence affluence and the response of household
labour supply to changes in household income. We have again highlighted these issues in this
study because they are of fundamental importance to dealing with labour resource challenges.
Nevertheless, in this work we try more to focus on demand side issues because in many ways the
supply side responds to changes on the demand side. For example, changes on the demand side
that affect the price subsistence producers receive for their produce affects “return to labour
assessments”. Similarly, the subsistence sector’s demand for cash income is often affected by the
quality and type of goods and services that they can purchase. These factors influence the
willingness of the subsistence sector to offer “labour”. Moreover, demand side issues impact the
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willingness of entrepreneurs to act and enterprise to invest. We argue that removing constraints to
enterprise (formal, informal and subsistence enterprise) is pivotal to addressing human resource
challenges in Papua New Guinea. This argument leads us to focus primarily on reforms to the
public sector, because the public sector has the greatest capacity to impact and remove these
constraints.
Data set and statistical products
This study has collected a large data set across the public, private informal and unregulated
sectors. Analysis of this data set is presented in chapters 9-16. Readers interested in a summary of
the wage and income results from the study are directed to Chapter 10; nevertheless, we advise
readers to begin with Chapter 9 which outlines the limitations of the data set. It is intended that the
data set will be made available to policy makers and policy analysts. Given the significant effort that
was made to produce it, we would hope it will be used. An example product from our work is
presented below:
Overview of descriptive statistics for average gross fortnightly wages – nominal 2014 Kina*

Number of
responses
Mean

All sectors

Private Informal Unregulated

Public

135,610

37,662

432

623

96,893

820.38

748.43

1,250.90

228.57

850.24

Median

769.10

389.97

600.00

224.00

851.19

Mode

873.28

472.98

600.00

199.80

873.28

Std. Deviation

1,117

1,980

2,195

59

442

158,957

158,954

25,986

4140

12,175

Minimum

8.00

11.00

8.00

89.60

168

Maximum

158,965

158,965

25,994

504

12,343

Range

* This table re-presents Table 9.2 of our report.

Things to be done
This study is broad in scope and has been written in a fashion that enables individual chapters or
groups of chapters to be read independently. Our final chapter on Policy and Implementation
Implications brings together this wide scope and tries to lay out the breadth of labour resource
challenges Papua New Guinea faces in policy terms. Integration of issues is necessary if Papua
New Guinea is to effectively “move forward”. Also crucial is stark appreciation that we are dealing
with processes of human change, of cultural change, of change in formal institutions and in informal
human structures. The process at its heart is about human skills – it is education. Education
involves not just “information”, but also “concepts” (perhaps chiefly the latter), and it involves not just
“technical knowledge”, but also “human knowledge” (reading “human” as humane, and thus as
moral). We thus grapple with “things to be done” that are of “human development” and that are
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“value laden”. If this reality is not appreciated, then the implementation becomes one of ungrounded technicalities that prove unfruitful. The “things to be done” are human development
“things” and “cultural” things. This does not imply (or should not imply) some version of “cultural
colonialism”, but it should involve recognition of “domain distinctions” – domain distinctions that
allow adeptness in dealing with the interface between Melanesian customary ways of doing things
and modern (international) market state ways of doing things. So, within this broad sweep, we
highlight what “needs to be done”.
Determine a purpose
Without a purpose for moving forward, there is little point in “grappling” with labour resource
challenges. We begin our framework with a basic question: “What do Papua New Guinean’s want
for the future of their country and its people?” This is a question for Papua New Guineans and it is
one that they must address honestly and after considerable thought. Only when Papua New Guinea
answers this question can it truly identify “challenges” and means for “moving forward”. Without
purpose, all public policy will be wasteful.
Avoid grand plans and focus on what can be practically implemented
In Chapter 4 we argue strongly against the “grand plan” fascination of public policy in Papua New
Guinea. Our criticism is not so much of “grandness” of these plans, although public policy plans that
are simply too “grand” are doomed to failure. Instead, our criticism is that large scale plans are
simply unsuited to the contemporary capacities and realities of the Papua New Guinean state. If
Papua New Guinea is to “move forward”, public policy needs to focus on the nitty-gritty of practical
application and on determined follow-through. In many cases this will require adjusting or removing
policy actions that may be popular, such as free education, but which are simply unachievable given
current resources or are only achievable through significant reductions in quality. Policy decisions
must be made from a mindset that measures outcomes relative to inputs, they must focus on what
is “productive”.
Understand and focus on enhancing productivity
“Productivity” is the most complicated concept addressed in this study but it is also the most
fundamental. Essentially, productivity is about an input-output relationship, usually considered over
time, so that the input-output relationship may be seen as moving favourably or unfavourably
relative to a defined starting point. In economic terms, this input-output relationship is not a physical
one (as in an engineering notion of input-output quantities); it is a value relationship, the relationship
between input values and output values. This requires that output is measured in both quantity and
quality terms, because value is determined by a combination of quality and value. From a public
policy perspective this means policies should not simply be about more outcomes (more hospitals,
more schools) but about the quality of those outcomes (better quality healthcare, better educated
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students, more employable youths). Moreover, policy options need to be assessed relative to their
overall contribution to productivity. It is the capacity to make such assessments and to focus on
those options that most effectively enhance productivity that is the hallmark of effective public
services.
Insist on domain demarcation and separation
Public agents need to insist that customary understandings are demarcated and separated from
public workplaces. When working in public positions, actors must fulfil their roles in accordance with
the culture that is appropriate to those positions. In almost all cases, this requires accepting and
forcefully enforcing behaviours that are “modern market”. This does not mean that policy should be
made without reference to and understanding of village-level cultures ‒ these recognitions are
essential. Rather, it means that public agents need to accept that certain behaviours are
unacceptable in public positions and that certain behaviours and standards are demanded of people
in public positions. This issue is directly tied to leadership, to purpose and to productivity.
Understand that corruption is not productive
Not all formal economic activity that produces material wealth is “productive”. By “productive” we
assume that the purpose of public policy is to increase the quality of life in Papua New Guinea.
Corruption is a distributive activity that in the long-term impairs the productive capacity of the
country. For example, where education services are not adequately provided to a generation of
people, that generation is incapable of being as productive as the last. Policy makers must
understand that corruption is destructive of long-term productivity and they must insist that it is
separated from public agencies.
Make connections
It is clear that many Papua New Guineans do not understand how a modern market state and
economy functions and how it relates to a wider productive purpose. The reason for this is that the
underlying institutions that “connect” the modern market state to the wider society are weak or nonexistent in Papua New Guinea. Where the links do not exist they must be purposefully cultivated
and this can only occur through adapting education to Papua New Guinea’s circumstances. Given
the significant disconnect from village society to modern market society, it is likely that for key
figures this will involve exposure to functioning modern market states and people who are familiar
with functioning modern market states.
Encourage Leadership and make leaders accountable
There are many leaders in Papua New Guinea but there is little Leadership. “Do as I say, not as I
do”, is the lived experience of nearly all public and private leaders in Papua New Guinea. This is not
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Leadership. Leadership requires leaders to focus on what is best for the society and to behave in a
manner that sets a positive example for the society. Leaders provide both the vision of “purpose”
and the passion for delivering it. They must also be accountable for not delivering. Leadership
involves accountability – both for the follower and the leader. Papua New Guineans need to enforce
the rules that make their leaders accountable.
Change the structure and conduct of the Minimum Wage Board (MWB)
Chapter 11 argues that minimum wage determination needs to occur with reference to a broader
purpose and this purpose needs to be framed as part of wider public and economic policy. It is clear
that the recent MWB lack such a purpose and frame of reference. The current MWB process needs
reform. We propose that the Board have a “standing” status (rather than being formed episodically)
and be led by a Minimum Wage Commissioner who is appointed for expertise. So constituting the
Board would mean that it would function as an “expert” organ, rather than a “political” organ (and a
politically compromised organ). It would also require the following reforms:


The remit of the Commissioner should be to consult designated stakeholder interests and to
receive submissions from stakeholders and the general public.



The Government should specify the timing of Board determinations (such as on a three-year
cycle) and make its submission to the Board at the beginning of each cycle or as relevant to
wider changes in economic conditions.



The Board Chair should have access to preliminary results of public data sources before
these enter the public domain (that is, not be inhibited by non-publication of such data).



In order that the Board Commissioner be able effectively to act in an “expert” capacity, it is
essential that the Board be adequately resourced (funded) for the conduct of research,
hearings, and presentation of Reasons for Decision(s).

Collect and analyse data with the purpose of moving forward
Productivity only makes sense in relative terms and this implies that measurement is central to
assessments of productivity. Throughout the report we try to build the understanding that reliable
data are prerequisite to reliable policy formulation, implementation and productivity measurement.
This involves first building recognition that data collection and analysis have a purpose beyond
process. We term this process of recognition the “culture of statistics” and the culture of statistics
must be enhanced at all levels of government in Papua New Guinea. It is most pertinent,
nevertheless, to the rebuilding of the human competencies and wider capabilities of the National
Statistics Office. Chapter 5 outlines considerations for how this may occur but it is important that
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Papua New Guinea develops a solution that is suited to its local circumstances and which it can
sustain over time. Part of this solution must involve better sharing of the data resources that already
exist in Papua New Guinea’s public sector and major private organisations. A directed campaign
needs to be mounted to collate and share this data among the different agencies of government
and, where practical, to provide this data to the public.
Focus on product unit labour cost
“Product unit labour cost” is an essential concept/tool that should be brought to any consideration of
labour resource challenges in Papua New Guinea. In simple terms, it measures the cost of labour
relative to the overall value of output measured in market prices. Uncompetitive product unit labour
costs means decreased investment and employment in Papua New Guinea.

Minimum wage

determinations must be made with thought for their impact on total labour costs and relative product
unit labour costs.
Remove constraints to enterprise
The key impediments to increasing employment in Papua New Guinea are the constraints to
enterprise identified in Chapter 4. These constraints are wide ranging but almost invariably are
caused or amplified by poor public policy and public bureaucratic incompetence. Failure of public
services and of the regulatory environment acts as a drag on enterprise. Of especial concern are
the maintenance of law and order, public corruption and the inefficiency of the transport,
telecommunications and transport infrastructure. Poor performance in these areas reduce rewards
to enterprise across the country and result in reduced levels of economic activity and labour
employment in the formal, informal and subsistence sectors.
Recognise the complementary nature of the estate and subsistence agriculture sectors
Agriculture is the dominant source of employment and income within Papua New Guinea. Policy
makers need to recognise that agriculture is a system that includes crop production, yield
enhancement, marketing and logistics. Many parts of the agriculture system in Papua New Guinea
only exist because the estate agriculture system builds and maintains them. Should the estate
agriculture sector decline, the agricultural system will decline and with it smallholder production. At
this level, the estate and subsistence sectors are complements, the success of one sector increases
the success of the other. These issues are discussed in Chapter 16 and the “Things to consider”
sector of the concluding chapter.
Focus on capability, especially at the national government level
Capability refers to the capacity to develop a functioning system and then maintain and sustain that
system over time. There needs to be honest recognition of the deterioration of operational level
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capabilities in the agencies of government in Papua New Guinea and sober and targeted
identifications about “where to start” and “how to start” rectifying this deterioration. Historically,
Australia and other aid agencies have attempted to respond to this decline through the provision of
additional budgetary funding or assistance teams. We propose a different approach – a focus on
rectifying the human infrastructural deficiencies across the Papua New Guinean public service.
Without an effective public service Papua New Guinea cannot address its key labour resource
challenges.
Tackle the question of population growth
It is impractical for a weak public service to respond effectively to a population that doubles in size
within a generation. It is up to Papua New Guinea to determine how it responds to this issue.
Nevertheless, it is likely that part of the response will require greater private sector involvement in
the provision of what are now largely public sector services. It will also require Papua New Guinea
to identify whether it can sustain the current level of population growth. Any response to this issue
would need to be firmly grounded in local cultural and spiritual understandings but the issue needs
to be addressed if Papua New Guinea wishes to enhance public sector capability and to tackle its
labour resource challenges.
Recognise the essentiality of incentive reform in the public service
The greatest gains to productivity in Papua New Guinea are to be found in the reform of the public
sector and public sector enterprises. The crucial role of incentive structures must be addressed, so
that people are rewarded for performances that are of a moving-forward kind and lose rewards for
dysfunctional performances. Such rewards of course involve identifying the purpose of the public
service, the products that it produces and connecting these recognitions to the performance of
service. Commitment by the political class to the reform of the public service is integral to
commitment by the political class to improving the base level of national human welfare.
Build a program that promotes human welfare
Papua New Guinea needs to adopt a programmatic approach to the development of its human
capital. This term refers to the quality and capacity of the nation’s human resources. Human capital
includes technical skills, workplace skills and basic levels of health and sustenance. Moreover, it
includes the human institutions (cultures) that Papua New Guineans work in and re-create. The
programmatic approach suggests the need for integrated solutions. It should not just be separate
departments addressing these issues but departments working together for a common purpose.
This requires leadership, it requires direction and it requires a willingness to cooperate. The
programmatic approach requires a plan for future work. For example, what future work is planned to
assess the impact of the 2014 MWB decision on levels of wages, incomes and employment? What
future work is being done to prepare for the next MWB determination? Who is addressing the very

Grappling afresh with labour resource challenges in PNG │ix
low levels of youth employment or indeed youth employability in Papua New Guinea? To the best of
our knowledge, no action is planned. If Papua New Guinea is serious about promoting human
welfare, it needs to develop a program for action in 2015. This should not be a grand plan but it
should show an integrated approach for grappling with the labour resource challenges highlighted in
this study.
Focus on human resources as the vital national resource
Although Papua New Guinea is blessed with natural resources, its most important and vital asset is
its people. People provide the motivation, capacity and imagination necessary to utilise natural
resources and to use of those resources more productively over time. If people do not possess the
motivation to act as entrepreneurs or the skills to work productively, the nation, and its people, will
remain unfulfilled. The majority of our “Things to enact” policy recommendations focus on
developing these understandings because it is people that bring about purposive change. We
began this section by asking what Papua New Guineans want for the future of their country and its
people. We end by reinforcing that whatever that purpose may be, it will be the quality, capacity and
fortitude of its human resources that determine whether it reaches its goal. The future of Papua New
Guinea is literally in the hands, minds and hearts of its people.

Summing-up
Grappling is the key metaphor in this study. Little of what we discuss in this study is straightforward
or simple, but much of what we advocate in terms of reform is “do-able”. Our study has much hard
data and analysis, but it also involves advocacy – advocacy for adopting better ways that “move
forward” the welfare of all Papua New Guineans. This moving forward can only be done by Papua
New Guineans and can only be achieved where there is genuine concern for betterment. The best
gifts that parents give to their children are those that provide them the capacity to live well and to
achieve in fulfilling ways. We ask that readers approach this report from a perspective that seeks to
achieve better outcomes for the next generation of Papua New Guineans, better outcomes than
they have themselves experienced.
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1 – Framing the work and setting the
frame
This study outlines a framework for conceptualising and managing labour resources in
Papua New Guinea. Its title reflects the key impressions that the period of research has
marked upon the authors: a general deterioration in the basic capacities that support the
development and management of human resources in Papua New Guinea and the need for
re-building and improvement of these basic capacities. Basic capacities is a broad term and
it primarily refers to the functions that governments (at all levels) perform in order to enable
the effective functioning and flourishing of the societies that they serve. Nevertheless, it is
purposefully broad because the challenges of better developing and better managing human
resources is not something that should simply be seen as the role of governments or a
problem for someone else: it is a problem for public and private enterprises, managers and
employees, parents and their children – in short, it is a societal problem.
In writing our first paragraph we have already made some fundamental assumptions and it is
necessary to state these upfront because they are the basis on which our framework rests.
We assume that Papua New Guineans want a better quality of life for the present and future
generations. This quality of life includes greater access to material goods and services as
well as improvements in the satisfaction of basic needs such as physical security and sound
health. We further assume that governments and modern market state institutions are both
useful and important to generating these outcomes. We make these assumption for two
reasons:


First, modern market states have provided the foundation for the greatest and
longest period of social and economic growth in the history of human civilisation. This
period of growth has fundamentally improved the welfare and quality of life of the
people living in these states.



Secondly, Papua New Guinean societies consistently display a desire for
improvements in their welfare, quality of life and access to modern market goods and
services. These outcomes are not readily accessible through customary systems of
production and distribution and are certainly not accessible on the scale that Papua
New Guineans desire.
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Nevertheless, if what we have assumed is wrong and Papua New Guineans are not seeking
these objectives, then our framework is misplaced and a new approach is warranted. But
this new approach can only be pursued after Papua New Guinea has addressed the
following question:
What do Papua New Guineans want for the future of their country and its
people?
This is not a simple question but is does need to be thought about candidly and answered
honestly because without purpose, all public policy is wasteful.
Honesty is something that we wish our readers to bring to the things we discuss in this
study. Much of what we say is likely to be uncomfortable for the reader, especially
indigenous Papua New Guineans. It is likely to be uncomfortable because much of what we
say Papua New Guineans already know but they just don’t say in public or, they know it, but
they just avoid it. They avoid it because when we are honest with ourselves we often feel
guilty and, if we know that others are aware of our guilt, we feel shame. These are very
uncomfortable feelings and it is often easier to react to these feelings in a defensive manner
such as “what would you know” or “who are you to tell us”. These reactions are natural but
they are rarely helpful. The study is entitled “moving forward” because that is its purpose. It
is difficult to move forward effectively if we can’t recognise where we are and what brought
us to that position. The direction Papua New Guinea moves in is of its own choosing but this
choice must be made honestly and it must recognise that choices have consequences. So
we implore the reader to think honestly and with an open mind about what we say. We would
hope that after such reflection the majority will come to the conclusion that “yes this
recognition makes me uncomfortable, but it is needed to move forward in a way that
enhances the quality of life of all Papua New Guineans”.
Dr P. A. McGavin, one of the principal researchers, has written extensively on the Papua
New Guinea labour market and means for enhancing productivity in Papua New Guinea
(McGavin 1986, 1991, 2001). McGavin’s work is detailed and presents significant data and
analysis of conceptual labour market issues in Papua New Guinea. Due to a lack of data,
especially that relating to output, it is not possible to update much of this work. This lack of
data is a key symptom of the institutional decay that has increasingly affected Papua New
Guinea over the last two decades. By the term institution we do not refer mainly to
organisations or physical infrastructure, we refer to the social structures that support the
modern market society which formally governs Papua New Guinea. By social structures we
are not referring to social, class or wealth distinctions, we are referring to the informal and
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formal rules, morés and practices through which a society creates itself and, thereafter,
reproduces itself.
All economies operate within and are a product of the societies in which they are based. In
modern market societies such as Australia there is a strong and consistent link between the
economy and the underlying society. The society and economy reinforce each other. In
Papua New Guinea these links are often not strong. The small-scale societies within which
the majority of Papua New Guineans are born and raised and the modern market society
with which they interface and, for those working in the modern market economy, which they
try to make function, do not reinforce each other. In many cases, they undermine each other
and result in a weakening of the modern society, especially the state and its agencies.
Since independence in 1975 there has been a gradual decline in the capacity of the Papua
New Guinean state. The decline has been gradual, and varies across different agencies and
provinces, but it is marked. There are many reasons for this decline but the most important
one is the weak capacities of the Papua New Guinean people active within the state, and its
agencies, to reproduce the state structures that they inherited at independence.

By

reproduction we do not mean mimicking. There is a great deal of mimicking in Papua New
Guinea, especially in its state agencies. Instead we mean the ability for subsequent
generations of Papua New Guineans to comprehend, maintain and improve the structures
that are fundamental to modern market states – parliamentary governance, law and order,
public policy, taxation, education, transport infrastructure and healthcare. Without this
reproduction the structures wither.
Papua New Guinea’s key labour resource challenge is socialising and educating its citizens
so that they may function effectively within a modern market society and, in so doing,
reproduce and improve that modern market society over time. This process of reproduction
is social. In societies where there is cohesion between the underlying society (or societies)
and the larger state, the reproduction of the state occurs almost unconsciously. The wider
familial and education systems socialise people to integrate into the larger state. Where
there is discordance, the state must be reproduced more purposefully. This can only occur
through the socialisation and education of the state’s most important resource – its people.
The recent decade of growth of Papua New Guinea’s market economy is of course evidence
that there has been marked change and “development” within Papua New Guinea. Many
tangible artefacts of modern market societies now abound throughout Papua New Guinea:
mobile telephones are pervasive across the country and some members of urban centres
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live extremely affluent lifestyles. Even a casual observer of Papua New Guinea could not fail
to observe these changes. Nevertheless, these observations would indeed be casual.
The quality of life of the vast majority of Papua New Guineans has not improved over the last
decade. Real wages have fallen, standards and availability of education, health care and
basic infrastructure have decreased or at best remained stagnant. Where change has
occurred it has mainly occurred through the private sector and, on the whole, through the
direct importation and implantation of foreign capital, labour and operating practices. The
most marked changes have not come from within Papua New Guinean. They have not been
led by Papua New Guineans, they have not been resourced by Papua New Guineas and
they have not been managed by Papua New Guineans. This is a shame, because Papua
New Guinean citizens should be more pro-active in these developments.
The preceding paragraph is not written to deny or downplay the efforts and achievements of
Papua New Guinea and its citizens over the last decade. Our research brought us into
contact with many members of the public and private sectors who have worked tirelessly and
with great determination to bring about change and to increase the quality of life of the
average Papua New Guinean. Nevertheless, these efforts have not been enough. The first
step in solving a problem is honest recognition of that problem and its manifestations. For
Papua New Guinea this involves the honest recognition that they need to re-build and reconstruct the modern market institutions that they inherited at independence. The term reconstruct is used because many of Papua New Guinea’s inherited institutions are not just
weak, they are corrupted and defunct. Reproducing these institutions as they are now
received and practiced in Papua New Guinea will only prolong the problem and make worse
its effects. So what we argue for is not just a process of institution building but a process of
cultural change and revitalisation. This process can only occur through the socialisation and
education of people – the human resources of Papua New Guinea.

Focus and intended audiences
The focus of this study is to present a framework for understanding the use and
management of labour resources in Papua New Guinea. It begins with an explanation of
some foundational concepts that are necessary for discussing human resources and labour
markets. Thereafter, it provides an overview of the labour force and labour markets in Papua
New Guinea. Specific attention is provided to the findings from our research in the formal
labour market (private and public), the informal labour market and the agricultural sector. We
have tried throughout to minimise textual narrative of data series, and to focus on snapshot
pictures in time and across time of key changes in the labour force in Papua New Guinea.
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Detailed data presentation is relegated to the appendices. The most important of which is
the data set collected during the study which accounts for over 130,000 private and public
sector employees.
The framework is focused towards policy makers and those who will be tasked with the
process of rebuilding/re-creating the institutions necessary for dealing with the human
resource challenges that Papua New Guinea faces. A key finding from our research is that
the links among the different actors and agencies involved in the development and
management of human resources in Papua New Guinea are weak or non-existent. The
framework intends to provide a departure point for generating these links. We use the words
“departure point” because the framework is incomplete.
The primary reason for the incompleteness of the framework is the inability to collect data
that is needed to present the framework in full – this applies especially to data regarding
output and employment which are essential for investigating changes in productivity. The
secondary reason is that we have chosen to present much of the detailed wage and income
data that was collected as part of the study. Labour market data is not easy to come by in
Papua New Guinea and data presented in a consistent, verifiable and readily accessible
format is a rarity.
Despite this incompleteness, the key themes of the researchers’ previous works remain:


The prevalence of aspirations for the lifestyles and goods and services of modern
market societies means that Papua New Guinea needs to develop alternative
production and distribution systems.



The principle mechanism by which this can be achieved is through the development
of human resources and the continued maintenance and development of these
resources over time.



This development is not simply of skills that can be exchanged in a market place or
which can be imputed into a value-adding process, but is also cultural.



It involves the construction and reconstruction of human institutions that are both
skills-based and values-based. The solutions are not simply “technical”, they are also
moral.
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Wages are drawn from the value that human resources create. To increase wages,
value needs to be increased.



Surpluses from resource extraction (rents) need to be managed with productive
purpose and invested in areas that will produce long-term benefits for the people of
Papua New Guinea – in the development of educational and human infrastructures.



People are the actors and the agents for cultural change and development and it is
transformation of the perceptions, skills, competencies and values of people that is
the key to improving human welfare in Papua New Guinea.

The above gives a very large canvas for this study; indeed, too large for the resources made
available for this research. Some parts of this study, therefore, are sketchy. But while
presenting areas where we have been able more fully to research, we need to situate these
in the “big picture”. Without the “big picture”, the study could end up being piecemeal, and
lacking in overall vision. We are not simply “technicians”, we are Australians for whom
Papua New Guinea has been significant in our life stories, and we write with genuine interest
and with genuine regard for Papua New Guinea as a nation and as a people. We have thus
sought in this study to present a framework for moving forward. Moving “forward” in a
manner that promotes genuine human development, humane development for the subject of
our study: the people of Papua New Guinea.
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2 - Grappling with key concepts:
pluralism, products and productivity
This foundation chapter sets the scene for all future discussions of human resource use and
development in Papua New Guinea. It examines three key questions:


What product is produced by human endeavour?



What is productivity and how it is affected by product identification?



How do differences in product identification and concepts of productivity manifest
themselves within Papua New Guinea?

Answering these questions is fundamental to understanding the cultural gap that exists
between the majority of Papua New Guineans, who are born and socialised in small scale
societies, and the social order that dominates the modern market state.

The authors’

previous works have discussed these differences at length and these detailed presentations
are not repeated here.1 Instead, we selectively outline key concepts that we believe must be
grappled with in order effectively to use and manage human resources in Papua New
Guinea. We have deliberately used the term “grappling” instead of “understood” because
the former represents the reality that the concepts must be returned to again and again and
localised to the specific circumstances at hand.

Pluralism
Whilst the majority of Papua New Guineans continue to live in rural based, small scale
village societies, 88% at the 2011 Census,2 a simple distinction between rural and urban or
small scale and modern does not well reflect the reality as is experienced in Papua New
Guinea. Papua New Guinea is a highly pluralistic society that is physically, socially and
economically differentiated along ethnic lines. These ethnic lines are most marked in urban
regions where non-indigenous Papua New Guineans lead quite different lifestyles from those
of the indigenous population. The different groups meet in places of work or through brief

A complete list of Melanesian publications by McGavin is found at the conclusion to the Reference
section of this report. The principal ones relating to Papua New Guinea labour resources are:
McGavin 1986, 1991d, 2001.
1

These figures are taken from the National Statistical Office, (2015) Papua New Guinea 2011
National Report and are based on the authors’ calculations on data contained in pages 12-13.
2
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economic exchanges (such as occur at petrol stations) but in large part remain separate
from each other in terms of social life and economic reality.
The following section talks in generalities. These generalities are necessary because basic
demographic data in Papua New Guinea is both limited and dated. Box 2.1 provides a quick
snapshot of the key population break-ups at the time of the 2011 Census. The National
Statistics Office does not conduct regular household surveys and reports from the most
recent Household Income and Expenditure Survey (2009-10) (HIES 2009/10) do not present
general, narrative, summary style profiles. Profile works by Connell (1998) and Dorney
(1990) remain invaluable for their sketches of the human geographies of Papua New Guinea
but they are now dated, both were written prior to the arrival of mobile telephones to Papua
New Guinea. Nevertheless, we feel it is important to present some understanding of the
significant pluralism that exits within Papua New Guinea. It is very easy for private and public
sector managers in Papua New Guinea to remain isolated from the wider society within
which they live.

Box 2.1 ‒ Population distribution
The 2011 National Census estimated the total population of Papua New Guinea as 7.2 million.
Around 88%, or about 6.3 million of these people live in rural villages. Around 5% live in the
National Capital District city of Port Moresby, 8% in other urban areas and 6% in small stations,
missions, schools, logging camps and mines, known as ‘rural non-village’ locations. Of the total
population, 12% are located in urban areas
Source: National Statistical Office (2015) Papua New Guinea 2011 National Report.

This work focuses on indigenous Papua New Guineans but it is necessary to provide an
overview of the resident non-indigenous population because in many cases the later often
have a role in managing the former. There are many exceptions to what is written here but,
excluding the work of missionaries and fly-in/fly-out workers, the generality rings true.
Brought about by a mixture of pre-independence policy and concern for physical security,
the majority of non-indigenous residents live isolated from the indigenous population. Their
homes are geographically separate, often fortified, they rarely catch public transport, they
socialise in clubs with restricted entry (be it formally stated or informally enforced). They
have higher paying jobs (or incomes), often in management roles, they generally shop in
upstream supermarkets, their children go to separate schools (often boarding schools
outside of Papua New Guinea), they don’t chew betel nut and they have access to private
healthcare. Evenings are spent either working or watching foreign television, in languages
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foreign to the common place language of the region where they live. For the main part they
form their own social and economic reality.
The indigenous population contains its own stratifications. Morauta (n.d.) summarises the
degree of differentiation succinctly:
People in Papua New Guinean towns are differentiated by income and employment characteristics, the
nature of the economies of their home villages, and the types of exchanges that take place between
themselves and people in the villages, these patterns of rural-urban exchange differentiate people who
may appear to be in the same circumstances.3

A very small sub-set of the population, primarily politicians, ex-politicians or members of
landowning groups benefiting from mineral resource rents, live an opulent lifestyle mimicking
every excess of the non-indigenous lifestyle that they seek to emulate. Thereafter,
differentiations are not so obvious but, in urban centres, especially Port Moresby, housing,
mode of transport and type of employment are telling.
Families that own fixed, detached housing, and have their own car are generally
differentiated from those that share transport and live in very small scale attached one or two
room accommodation.

Although class is an inappropriate term to describe the social

geography of Papua New Guinea, for purposes of exposition, the term middle-class is used
to describe the category for whom detached home and car ownership is a possibility. This
group contains its own stratifications but, on the main, they work in offices, they occupy
higher paying management and professional jobs, often in the public service or in large
national and international companies. They have completed education beyond Grade 12
and, for those below 40 years of age, may have been educated in private schools or
overseas boarding schools (primarily in Australia). Their residence location more reflects the
peculiarities of urban planning than ethnicity. Household sizes are generally restricted to
nuclear family and immediate relatives. Many are urban born and have infrequent contact
(less than once a year) with the rural population. They have access to private healthcare,
either paid for from their own income or subsidised by their employer. In terms of lifestyle
and aspirations, they are much closer to that of modern market societies than to the smallscale village societies.
The former categories are a very small minority of Papua New Guinea’s population.
Although census reports and household surveys do not enable ready computation, the
Morauta, L. (n.d.) Rural-urban exchanges and the analysis of Papua New Guinea’s towns, seminar
paper, cited in Gustafsson, B. (2007) “Poverty and informal social safety nets in Papua new Guinea”,
p 10.

3
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authors believe the percentage of the total national population living these lifestyles could
not exceed 3%. Those who occupy very small dwellings and share transport, primarily
private shuttle buses (PMVs [Public Motor Vehicles]), are by far the majority in urban areas.
They live further from the main centres of employment and administration, often in
settlement areas, which are divided along ethnic lines closely reflecting provincial and district
boundaries. Their employment types cover a broad range (formal and informal) as do their
job types (professional through to elementary occupations). In general, their salaries are
much lower than the aforementioned groups.
Household incomes often are insufficient to cover household expenses resulting in regular
cash shortfalls. These shortfalls are often met with loans or through the use of frequent but
very small expenditures (such as where mobile phone credit is topped up only to make a
phone call, sufficient fuel is purchased only for the journey at hand). Due to the need to
travel via PMVs, they are more exposed to low level crime at bus stops, on PMVs and on the
way to and from the bus stop. Crime is a significant enough issue that many employers
provide transport to and from work – especially for women.
Household sizes are larger, often including nuclear families, immediate relatives and
extended relatives. Household income is split among the household members, often with
one main income supporting a large number of dependents. Private healthcare is largely
unaffordable and education, if available, is state based (60% of people in formal schooling
do not proceed beyond year 10 education). Unless meals are provided by employers, the
majority will eat two meals per day – breakfast and dinner. Relationships with the rural
population are stronger but physical visits to village based relatives may be seldom (less
than once every two years). Shopping occurs in lower end supermarkets and at informal
markets. A minority maintain gardens on common land.
Whilst many may aspire to a modern market lifestyle, for the vast majority this is
unrealisable. Instead they occupy a middle ground, entering the modern market society for
work purposes but simultaneously maintaining links with their rural based relatives with
whom they are more familiar and engage with as part of an extended reciprocal welfare
safety net. Although urban based populations increasingly do not return to live in their rural
villages, many continue to make contributions to village based social obligations (weddings
and funerals) in order that they may maintain their rights to re-enter the village should the
urban life prove unfruitful.

Grappling afresh with labour resource challenges in PNG │11
Alongside all of these people live the urban poor. They generally have no formal
employment and have very limited incomes from activities such as collecting items for
recycling or the reclamation of unwanted goods. Housing is constructed from waste
materials and are located in squatter areas without access to water and electricity. Children
often do not attend school. Interaction with the modern market society is limited as are their
physical interactions with their rural village communities – they lack the resources to
commute to their village and, regularly, the resources to communicate with them. Hunger is
common, with widows and disabled people being the most likely to experience prolonged
periods without food (measured in days).
Estimated at comprising over 88% of the national population, rural based villages are the
predominant form of living experience in Papua New Guinea. It is in the village that the
majority of Papua New Guineans are socialised and with which they are most socially and
culturally familiar. Whilst urban towns in Papua New Guinea have a similar physical and
social geography, there is significant variation in village geographies. Coastal, highland and
island villages are adapted to their local physical environments and their social geographies
reflect these adaptations and variations in their contacts with external cultures over time.
Within each of these broad regions there is again considerable variation, often within spaces
that are geographically quite close. Villages are also increasingly stratified by wealth – a
minor but visible subset receive considerable rents for enabling access to their land for
mineral, forestry or agricultural enterprise.

Having recognised these variations, the

remainder of this section seeks to highlight the similarities across these societies, not the
differences.
Village societies are small scale, measured in the hundreds not thousands of people. In
most cases, they are remote from urban centres. Although linear distances to major roads
may be relatively short, less than 10 km, rugged terrain and fears for physical security often
make travel outside the village difficult. Most villages will generate electricity with fuel-based
generators, but fuel is often in short supply and electricity is therefore sporadic. Fresh water
is generally sought from streams and there is no access to modern sewerage systems.
Access to quality healthcare and education is limited – aid posts are regularly unstocked and
standards of teaching, where teachers exist, varies significantly. Transport infrastructure is
very limited, with roads generally being in very poor condition. Subsistence gardens provide
the main form of sustenance, although this is supplemented with trade store goods where
income allows.
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Village life revolves around subsistence, social relationships and social obligations. All three
are tied to land, which provides for the majority of subsistence, provides social identity and
provides meaning to social obligations. Rights over land access and use are, therefore, of
fundamental concern to village societies. Rights to land define family groups which in turn
define clan and wider lineages. Language and lineage groups define ethnic and social
identities, which in turn are defined by land boundaries. Although rarely formally written
down, land boundaries are well known, regularly contested and the subject of continual
family, clan, intra-tribal and tribal disputes. The vast majority of rural Papua New Guineans
have property rights over land, this provides them a sense of independence. Land rights are,
nonetheless, custodial rights and rights to land must be continually defended and reaffirmed.
This primarily occurs through using the land for gardening and participating in the social
customs that provide rhythm to village life: marriage and death.
Village life is social life.

It is based on the building up and maintenance of social

relationships between individuals, families and clans. The building up of relationships acts to
stabilise relationships between familial and clan groups. Most activities, therefore, involve a
social aspect. Gardening involves work but it also involves talking. Housebuilding involves
intense work but it also involves much skylarking. Whilst hours of effort vary throughout the
year, most villagers would expend less than 30 hours per week on subsistence needs. Much
available time is devoted to social and cultural activities. These relationships are developed
and maintained through ongoing cycles of reciprocity that obligate parties to support each
other. These obligations are most evident in the rituals of marriage and death that provide
meaning to and enable the reproduction of local culture.
Funerals and marriages are generally village affairs and require the pooling together of
multiple resources for the purpose of feasting and paying bride price.4 Families and clans
that cannot meet their social obligations lose status and run the risk of social exclusion. The
fear of social exclusion is a key motivator in village life.
Contribution to community life and wellbeing is the key prism through which actions and
options are judged. This is not a simple consideration of “will this benefit my community”. It
affects moral judgements. For example, an individual’s actions are interpreted and judged
relative to that member’s contribution to the community. People who contribute significantly,
Brideprice is a payment made by the family of the groom to the family of the bride – it is nominally a
payment for the lost labour resources of the bride (and progeny) but in practice forms part of the
extended process of reaffirming relationships between the family groups (lineages) that enter the
marriage. The practice is common in rural villages, it is also common in urban areas but the payments
are often considerably delayed and occur long after couples begin cohabitating.
4
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in the traditional parlance “Big Men”, are forgiven for sleights for which lesser contributors
are punished. Actions are judged relative to a person’s contribution to a community, they are
not judged in and of themselves.
Urban relatives are expected to provide resources to support family and lineage obligations.
Failure to do so risks social exclusion, denial of access to land rights and attack by sorcery.
Fears of these outcomes are real and the majority of the urban based population, especially
first generation migrants, will continue to provide remittance support to villagers wherever
possible.
Villagers often have very limited cash income. Whilst recent research is not available, it is
estimated that the median village household income would not exceed Kina 1000 annually.5
There is very limited access to formal wage employment. The majority of cash income,
therefore, is derived from the sale of agricultural produce and remittances from relatives
living in urban areas. Where possible, and worthwhile, villagers sell produce at markets.
Such selling is generally unstructured and responds to price as well as the need to find cash
income – for the purposes of meeting customary obligations or for paying school fees.
Villages receive, and also provide, remittances from/to family members in towns. Much of
the material wealth stratification in villages is explained by the level of cash remittances
received by individual families. These differences in wealth are often used to accumulate
increased status.
Status is accumulated through multiple avenues – through performance in battle, public
oratory and through the display of wealth. Villagers are often engaged in gift-economies that
involve the circulation of goods between parties (generally males) in a competitive process
of displaying wealth through giving (the more I can give away, the wealthier I display that I
am). Despite this emphasis on the exchange of “gifts”, the focus of a gift economy is not the
value of the products exchanged. Rather, the participants in these economies focus on using
these “gift exchanges” to establish reciprocal social obligations, between the giver and
receiver, through which they enhance their prestige. The giver gains prestige from displaying
their capacity to give and their flamboyant and calculated generosity in so doing. These
conceptions differ fundamentally from those that characterise modern market commodity
economies – economies in which produced goods and services (the “commodities”) are
There is very limited research on village level incomes. That which has been undertaken is dated.
Our analysis of the 2009-10 Household Income and Expenditure survey produced the estimates cited
above. Nevertheless, the real figure could vary widely from these figures which were based on
samples in a limited number of provinces. Chapter 15 addresses subsistence household incomes in
detail.
5
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largely emotionally detached from their producers and consumers. Although gift economies
prevail in rural areas, conceptions of the roles and responsibilities of gift-givers and giftreceivers are prevalent across all societies in Papua New Guinea – including in employment
relationships.
For males and young children, villages are generally peaceful places. In contrast, the
practice of domestic violence against women is common in households. Outside of the
immediate village confines, physical security is less certain. Payback violence from other
lineages is a constant concern; rape, physical maiming and killing are not uncommon.
Physical violence is often less of a concern than psychological violence. Both within and
outside villages, the fear of sorcery is pervasive. Sorcery and sorcerers are blamed for
causing unforseen or unexpected events – especially death. Witches continue to be publicly
accused and killed. Sorcery is encountered as being real by most villagers and remains real
to nearly all Papua New Guineans, regardless of education or social position.
Daily routine is structured along sexual lines – women do the majority of day-to-day chores
and child rearing. Men perform heavy manual labour and spend considerable time building
and maintaining social relationships – what appears to an outsider as idle socialising. Male
and female roles in social and ritual activities are also often segregated. This segregation
has social significance but is also backed by cosmological belief. Male and female role
division is not simply a case of subjugation. Nevertheless, it is true that women receive less
surplus from cash incomes than do men. Men tend to keep the majority of cash income
earned from sales of produce (even if much of the labour was performed by women). A
significant amount of this income is spent on gambling, cigarettes, beer and buai. Some of
this spending undoubtedly assists with the production of status, the majority is consumption.
Most villages have access to modern goods and services. Nearly all will have access to
radios, which are used to listen to national and international news reports. Many will have
televisions and some means of playing movies. Where network coverage allows, mobile
telephones are common. They are used primarily to speak with relatives in urban locations,
who often pay for the phone and the phone credit. Phones also provide access to the
internet and to social media. The internet enables ready checking of market prices for crops
and other commodities. The value of these services to the local people is evident in that the
major private telephone network in Papua New Guinea has had almost no disputes gaining
and maintaining access to land for its mobile phone towers. This is unusual, disputes over
land are universal in village societies.
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Although villages have access to modern goods and services, the regularity and ease with
which these goods and services are accessed varies considerably across the country. In
nearly all cases, villagers are able to access less of these goods and services than they
desire. Despite political rhetoric, the majority of Papua New Guinea’s village people have
experienced little development since independence in 1975. There remains a pervasive
desire for better access to goods and services of the modern market economy. More and
better quality healthcare, more and better quality education, more and better quality housing,
more products, more goods and services, more food. There simultaneously remains a
pervasive disjunction between these wants and the means of attaining these wants. We
argue that the key to removing this disjunction is through the building up of Papua New
Guinea’s human resources and the institutions that they create and re-produce over time.
The term institutions is used here in a social sense, in terms of the systems of formal and
informal social rules that are embedded in the society and which structure social life. The
remainder of this chapter outlines key concepts that must be understood if Papua New
Guineans may be more effectively able to realise the fruits or their labour.

What product is being produced?
A particular difficulty for outside observers of Papua New Guinean cultures is both product
identification and work identification. Cultures integrated into international market cultures
tend in identification and valuation of “products” and “work” to focus on market valuation. In
such market cultures, activities that occur outside the market or outside market value-adding
activities are generally identified as “consumption” rather than as “production”. The cleft
between production and consumption is less present in Papua New Guinean cultures. This
does not arise simply because economic activities are largely non-market. The main reason
for the blurring of “production” and “consumption” is that “social products” are more
significant in Melanesian economy and society.
In economies integrated into international market cultures, the social aspects of production
activities may be diminished (such as where employers and employees see their relationship
in quite restricted terms, with somewhat narrowly defined mutual social obligations). Further,
human relations occurring outside market relations may more be identified as “social
relations”, with these “social relations” relegated to a non-market or “private” domain. In
many Papua New Guinean societies, the social aspects of production, consumption and
work are the most important. This should not be interpreted in terms of laziness or non-work,
although there is much of that in Papua New Guinea, but that these activities are used as
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inputs to the real business of life – the creation of social products. The most important of
these social products are relationships and status.
Status
Status has the most profound effect on the nature of productive decisions in Papua New
Guinea. Concerns for building and maintaining one’s status and reducing that of others
explains much of the apparent wastage behaviour of successive Prime Ministers. It explains
much of inter-department bickering in the public service and the often complete disregard
that private business owners have for running a profitable business. It also explains much of
the behaviour that foreign managers find perplexing about their employees: why a recently
hired employee quits a job he so plainly needs (the status of the position is too low); why a
recently promoted employee requests to be demoted (the new position required him to ride a
motorbike – an item of low status); and, why an employee continues to take on debt to fund
expenditures he clearly cannot afford (the consumption is used to display status). In Papua
New Guinea status is primarily gained through the public display of prowess, oratory and the
profligate giving of gifts. In some instances concerns for status can be used to enhance
wider productivity (such as where sections of the highlands highway were built extremely
quickly by turning the process of building into a competitive activity between rival villagers).
Nevertheless, in the majority of cases status is pernicious and a concerted effort must be
made to minimise the ability for status concerns to distract from the task at hand.

What is productivity?
Understanding productivity is crucial to economic analysis. Essentially, productivity is about
an input-output relationship, usually considered over time, so that the input-output
relationship may be seen as moving favourably or unfavourably relative to a defined starting
point. In economic terms, this input-output relationship is not a physical one (as in an
engineering notion of input-output quantities); it is a value relationship, the relationship
between input values and output values. Nevertheless, these input and output valuations are
cultural constructions. And differences in the valuation and identification of inputs and output
values can have significant implications for assessing and increasing productivity.
Mention was made at the beginning of this section about product identification and work
identification. When applying these identifications to productivity, the usual economic jargon
is of factor identification (inputs) and product identification (outputs). And when speaking in
labour analysis terms, the usual economic jargon is of labour productivity (the relationship
between labour inputs (factors) and labour outputs (products). This immediately signals
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some complexity – because most production activities have multiple inputs. For example, a
kau kau field involves several inputs such as:


a fixed input of a given area of land of given quality;



investment in improvement of that land, such as the clearing of forest and the
establishment of a drainage system;



the skills of experienced cultivators who know about kau kau horticulture;



the skills of less-experienced workers, such as children assigned to weeding.

The four examples of inputs or factors of production may be summarised as a fixed asset
(capital); capital development (investment); skilled labour; and base-level labour. The
resultant input-output relationship thus reflects several inputs: fixed capital of a physical kind;
capital development of a physical kind; human skills that have been developed; human skills
at a basic level. Change the mix of these several inputs, and there will be a change in the
observed input-output relationship. Over time change the mix of these several inputs, and
there will be a change in the input-output relationship over time. That is, a snapshot
productivity measure will change, and a productivity measure over time will change (whether
favourably or unfavourably).
The essential point stated in economic jargon is that productivity is a multiple-input or multifactor concept (and it gets more complicated when it is also a multi-product concept). What
follows from this appreciation is that labour productivity should not be considered in onefactor terms (labour input only), but in multi-factor terms. Multi-factor estimates are not
possible without the relevant data, and we are not able to undertake such analysis as
previously undertaken in McGavin (2001:145), critically because national accounts and
labour force data are unavailable. The important point to note for labour analysis is to alert
people to make recognition of other factor inputs besides labour inputs.
Further, when one looks at labour inputs, it is important to make recognition of the skills
components of labour inputs. For example, people who have adequate education in
numeracy and in concept recognition are able to undertake basic mathematical
computations in mixing fertilizers or pesticides that are difficult for people without basic
numeracy and concept education – with consequences for productivity. Another example,
involves adjudging cropping for village use and cropping for marketing outside the village,
and assessing the anticipated input costs and anticipated product values, and thus
anticipated rates of return on inputs. Since such assessments involve different time periods,
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the business decisions involve across-time assessments (such as rates of return). Sufficient
has been said to make the point that, productivity needs to be viewed from a multiplecausality perspective and an across-time perspective.
But what has just been said nevertheless needs in a Papua New Guinea context to be
brought back to the original observation about product identification and work identification.
In a Papua New Guinea context where most economic activity and most economic relations
do not occur in market structures where computations are in prices (the price of inputs, the
price of outputs), identification of both the input and the output values may be social. We are
accustomed to identifying various degrees of sexual segmentation in activities. For example,
one can observe the everyday work of women in kau kau horticulture, and at the same time
observe in greater measure the village gathering of men talking. It is easier to identify the
input and the product of the women (hours of horticulture labour and resultant kau kau
product). Often it is harder to identify the input and the product of the men, because it is
more a social product. Of course, tending kau kau gardens also has social product
dimensions, but the politics of the men’s talking may be mainly a social product and a
product that is more difficult to portray. It may be configuration of the social framework in
which village life and activity occurs, and occurs in relation to life and activity outside the
village; it may be configuration of product distribution such as is involved in the in-kind
redistribution activity when there is a feast or where compensation in-kind or in-money is
agreed upon.
Of course, the sexual segmentation may be more subtle than just portrayed, and both men
and women may engage in politics, and both men and women may produce and redistribute
production. But the generality of the observation holds. Day-to-day work disproportionally is
undertaken by women and Papua New Guinean women generally understand “work” better
than Papua New Guinean men (and thus get more employed in routine work that does not
require male physicality). Politics in Papua New Guinea is disproportionally undertaken by
men. In government departments, the offices of Deputy Secretary is often held by women,
but – until mid-2015 – rarely is the office of Secretary held by a woman, for Secretary
positions are far more politicised. Few parliamentarians are women, and even fewer are
government Ministers.6 It would be a mistake to read these remarks as being “feminist”. We
accept that sexual segmentation in one degree or another will be observed in all cultures.

6

Until 2013 only three women had served in the national parliament since independence, of these
only two were indigenous.
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The point of our observations is different, since the point concerns the distinction between
production and distribution.
In village society, one may more readily observe the productive activity and the product
outcomes of women, and reckon that the activity of men more involves social products, both
in production and in distribution (by distribution we mean “who gets what”, or in redistribution
“who gives away what and who receives what”). But in village society the production and
distribution of physical and social products (in over-lapping identities) is integral – both men
and women identify “what is going on”. The crucial difficulty in a Papua New Guinea context
is that away from village society there is a weak identity of “what is going on” (if one
understands the “what is going on” in terms of production activities that are functional to the
wellbeing of the larger society). How do we observe this weak identification?
We observe it in the way that government revenues are captured for personal use, rather
than for social use. The lifestyles of those at levels of influence in public life in Papua New
Guinea are directed to conspicuous consumption, and not to production. We observe
lifestyles directed to redistribution that is not socially-functional redistribution, but socially
dysfunctional redistribution (capturing public revenues for personal benefit). What has this to
do with product identification and work identification, and productivity?
It has everything to do with product identification, because there is a failure to identify what is
the product of government, even in matters such as disinterested policing and upkeep of
roads and quality of schooling. The business of government is not identified with delivering
these products. It has everything to do with work identification, because the persons of
whom we speak (who are mainly men) do not identify what it is that they have to do to
deliver these public products, nor what they have to do to further reasonable distribution of
these public products.
This failure in product identification and in work identification is in part just selfishness and
moral ineptitude. But in part it is genuine failure in comprehension. “Corruption” is endemic,
and is recognised as being endemic. But really understanding “What it is that I am supposed
to do in this role?”; “How I am supposed to do this role?”; “What is the product of my
effective performance of this role?” – these connections are not well understood. We earlier
wrote a whole book on connections and productivity enhancement (McGavin 1993b). What
we instead face is disconnect, and disconnections, and these are readily observed. Report
Annex 3 presents in tabular form a summary adaptation from McGavin (1993b) of these
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disconnections/connections from a perspective of cross-cultural management in a Papua
New Guinean setting.
Few in the relevant levels of public influence in Papua New Guinea are asking, “What is the
impact of road deterioration on reduced marketing of village produce in Papua New Guinea
and how is this affecting village capacity to access non-village products for better lifestyles?”.
Few in the relevant levels of public influence in Papua New Guinea are asking, “What is the
impact of deterioration in the standards of education delivery at all levels in Papua New
Guinea and what should we be doing and what, indeed, are we able to do to lift educational
standards and to raise the human skills of our people?” Few in the relevant levels of public
influence in Papua New Guinea are asking, “Why is there such lack of social data for policy
analysis and such lack of timeliness in delivery of social data for policy analysis in Papua
New Guinea?” And on the last series of questions, few in the relevant levels of public
influence in Papua New Guinea really understand what the product of analytical research is
such as the present authors undertake, and what is the strategic significance for policy
formulation, policy analysis, and policy implementation of analytical research that uses
National Statistical Office (NSO) data.
Sure, there may be a lack of concern, and a self-interested short sightedness. But one
should also reckon with a lack of identification of the product of public services and a lack of
identification of the work involved in public office. There is a serious disconnect. And this
serious disconnect in part arises because integral economic and social processes are better
understood at local levels (in village terms), but integral economic and social processes are
poorly understood at regional and national levels. And the connections between regional and
national levels and local levels are poorly understood, with the result that the local impacts of
regional and national dysfunction are weakly understood.
We are not so naïve as to think that this sad situation arises simply from lack of
understanding, rather than from overt corruption. But the lack of making connections is still
quite crucial and its impact is falling productivity. We cannot in this report deliver the tight
quantitative analysis of our earlier reports, but it is quite evident that most people in Papua
New Guinea face a deteriorating lifestyle, rather than an improving lifestyle. Per capita
incomes are not an adequate measure of human welfare, but just in these terms economic
and social deterioration in Papua New Guinea is evident. And this is so because national
productivity is declining. Without social data, we cannot present the statistical analysis of
this. But our engagements with Papua New Guinea span decades, and with our own eyes
we can make across-time comparisons. And with our own experience we can discern the
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deterioration over time of education quality in Papua New Guinea. And with our own
experience we can discern a sustained general failure to comprehend productivity and
productivity improvement and what are the effective drivers of productivity improvement; and
what instrumentally is involved in enhancing production and distribution outcomes and
enhancing labour incomes generally in Papua New Guinea.
What is involved in productivity improvement involves some sophistication, but the concepts
are basic, and so we have reiterated these basics. Systems of distribution and redistribution
must be integrated into systems of input-output relations (systems of production). Rewards
in distribution and redistribution must reflect performance in input-output relations (systems
of production). The language of systems of production is economic jargon, but it captures
real human configurations. A woman in a kau kau field “delivers goods”. An effective minister
in government “delivers goods and services”. The goods and services delivered in the former
case are comparatively easily portrayed; the goods and services delivered in the latter case
are not as easily portrayed. But it is very evident when they are weakly delivered in Papua
New Guinea. It is very evident that government is largely dysfunctional and that public
service delivery occurs poorly or not at all. And the consequences are very evident – such as
the failure to expend budgeted funds and/or failure to draw-down budgeted funds;
deterioration of local health centres; take-over of low level retailing enterprises by illegal
immigrants; etc., etc., etc. People in Papua New Guinea recognise all these things, and tell
us about them. They also recognise “corruption”. They also recognise the “disconnect” (our
term). But the recognitions are generally weak in instrumentality – in terms of “What to do to
make it different?”. At the bottom of this weak instrumentality is a lack of connection in
product identification and work identification that undergirds an appreciation of productivity
and productivity improvement. And that is why we press the points made in this section.
Our informal sector data are insightful in this respect, because they highlight the complexity
in Papua New Guinea of the relationship between the surveyed income-generating unit (the
informal business operator) and the family and kinship unit. The mobility and complexity of
the relationship between the market income earner and the household undermines the
historical basis for minimum wage determinations that were predicated on an earlier
supposed relationship between market income earner and household composition and
income. We will amplify this anomaly when recounting the history of Minimum Wages Board
determinations for Papua New Guinea. We could make further wide-ranging amplifications
along the lines of product identification and work identification in Papua New Guinea, but
these amplifications would repeat what is found in our earlier published works. We thus
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address only selected issues in this complex and wide topic of understanding Papua New
Guinea.
Corruption is not productivity
Corruption is one the most evident symbols of institutional decline in Papua New Guinea and
it will be discussed periodically throughout this study. This section serves to reinforce one
essential point: corruption is not productive. Village based societies encourage the
support and favouritism of one’s closest relatives and, thereafter, one’s extended lineage.
Viewed from this perspective corruption and nepotism may be interpreted as providing an
opportunity for local custom to operate on a bigger and better scale ‒ a “Papua New
Guinean approach to resource management”. This perception is incorrect. First, much of the
widespread corruption conducted in Papua New Guinea is no longer focused on the
advancement of a lineage, it is conducted by individuals for the betterment of themselves
and their nuclear families. Secondly, and far more importantly, corruption does not increase
value.
From an economic perspective, in the short-term, corruption acts as a transfer payment.
Wealth is transferred from those who are productive to those who are unproductive. The
effect is to tax and, therefore, discourage the productive members of society. Failing to run
public services and state owned enterprises effectively and efficiently increases the input
costs of productive businesses and, by decreasing the return on investment, decreases their
willingness to invest. Rigging tenders encourages services to be provided by inefficient
businesses, the results are evident throughout Papua New Guinea:


roads are paid for by the taxpayer but they are not built or they are built to such low
standards that they require re-building or dramatically increase the cost or time of
transport;



overpriced tenders are accepted for building projects, dramatically increasing the
cost of building projects and discouraging productive firms from tendering for future
work; and



inferior products are accepted for provision to the public, dramatically reducing the
benefits of the government services, and encouraging personal expenditure on the
superior products.
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The effect is to discourage productive enterprises and to reduce productivity. This occurs in
a very regressive fashion because the small-holder is quite often the person that is most
affected by the transfer. The small- holder cannot get his/her goods to market, the smallholder pays the increased cost of transport for trade store goods (often through less
consumption) and the small-holder has no access to health care or education services.
Long-term, corruption extends this transfer across generations and impairs the productive
capacity of the country. Where education services are not adequately provided to a
generation of people, that generation is incapable of being as productive as the last. Where
infrastructure services decline to rudimentary levels, firms choose simply to harvest their
current assets and not to re-invest in new assets. Where public service departments no
longer function properly, they are incapable of fulfilling the basic services that justify their
existence. Where government royalties from non-renewable mineral and hydrocarbon
deposits have disappeared without reinvestment, future generations of Papua New Guinea
have lost out. Where forestry resources are plundered without landowners’ consent or
thought for environmental or resource value, Papua New Guineans have been cheated. In
all these cases, the transfer has reduced the productive capacity of the economy and the
society. Large scale corruption in Papua New Guinea is not new, but after three decades its
effects are no longer simply transfers between members of the current generation, they have
affected the productive capacity of the economy.

Conclusion
This chapter has presented brief sketches of concepts that we believe essential to
discussing the use and management of human resources in Papua New Guinea. Papua
New Guinea is a pluralistic nation. Its urban centres do not reflect the lifestyles, employment
practices and incomes of the majority of the population that live in rural villages. Rural
villages remain the predominant socialisation experience of Papua New Guineans but urban
centres are the main location of formal, wage work, and the formal offices of government.
There is a mismatch between the morés that govern and are appropriate to village life and
those of modern market states. These mismatches occur at many levels but we highlight
product identification and productivity as two areas of fundamental mismatch. If Papua New
Guineans are to realise their aspirations for “development” and the acquisition of modern
lifestyles and goods and services there is a need for sharper distinction of what they need to
produce and practices that enhance their ability to produce. For the majority of the
population, including senior politicians, this requires cultural change. Cultural change is a
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human process and an institutional process that occurs through the primary means of
production – namely, human resources.
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3 - The supply of labour
This chapter examines the supply of labour in Papua New Guinea. The first section
examines labour as a factor of production. The second section examines the key factors that
act to influence the supply of labour. Particular attention is provided to factors that are
unique to Papua New Guinea. The explanations may at first appear to be quite detailed but
we feel they are necessary because “supply side” considerations remain the most difficult for
local and foreign policy makers to identify and factor into policy decisions. The chapter
addresses three questions:


What is labour?



What factors affect the supply of labour?



What constraints exist to the supply of labour in Papua New Guinea?

Labour
The title of this book uses the words “labour resources” and the reader will note that, until
this time, the word “human” has been substituted for “labour”. This is because labour
resources are human resources, they are people. Labour has been chosen in the title of this
work because it draws attention to the use of human resources, or labour, as a factor of
production. Factors of production refer to the key inputs that are combined to produce
outputs (or products). They consist of:


Land – a broad term referring to the endowment of naturally occurring wealth in an
economy including items such as soil, water, minerals, forests and flora and fauna
resources.



Capital goods – typically referred to as the produced means of production. It refers
to the machines, roads, factories, chemicals, schools, infrastructure, and office
buildings which humans have made in order to produce goods and services.



Labour – the human effort used in production, it includes technical and marketing
expertise.



Enterprise – entrepreneurs combine the other factors of production (land, labour,
and capital) to produce outputs.

Labour is a unique factor of production because it is simultaneously an input to the
production process (as labour) as well as the controller of production (as the human
entrepreneur).

Moreover, labour, is an agent of change and creation. Through the
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implementation of new technologies (be they management techniques or new capital
equipment), labour has the capacity to increase the “productive capacity” of the economy.
By “productive capacity” we refer to the ability of an economy (or society) to produce
outputs, generally termed “good and services”, where goods are tangible products such as
may be carried away when acquired and where services are identifiable non-tangibles such
as electricity or transport services that are amenable to measurement and marketing. There
are other products that are less-tangible and/or less-measurable such as the implicit social
order of a society, generally termed “social products”. Chapter 1 highlighted the need to
recognise both goods and services as conventionally identified and also social products that
are often overlooked in identification.
This section focuses on goods and services products. Box 3.1 treats basic production
frontiers. These frontiers are vast simplifications of how economies work; nevertheless, they
are a very powerful means for conveying the concept of productivity in Papua New Guinea.
The blue curve in Figure A of Box 3.1, presents the productive capacity of an economy
assuming all factors of production are fixed and fully employed. Point D, inside the curve,
represents a point where resources are said to be underutilised. Papua New Guinea
operates predominantly at point D. There are high levels of underutilisation of existing
resources – land, labour and enterprise especially. Put simply these resources can be
reorganised so that they produce greater value to the society. The rearrangement does not
increase the productive capacity of the society it merely moves it closer to its potential.
Where this study talks of productivity improvement, it refers, in part, to the reorganisation
and reapplication of the existing factors of these resources. Nevertheless, the study is also
concerned with increasing the productive capacity of the economy over time. This can occur
through an increase in the factors of production and through technological change –
technology in this sense represents both new items of capital (such as, better machines and
better human work practices) and new techniques of production or more efficient
management techniques (see Figure B of Box 3.1). In both instances, the people of Papua
New Guinea play a vital role.
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Box 3.1 ‒ Production possibility frontiers and the role of technological change
A production possibility frontier (PPF) depicts the quantity of output that may be produced in an
economy assuming all factors of production are fixed. Figure A in this Box depicts a stylised PPF (blue
line) for an economy that produces two goods: agriculture and minerals. Any point along the PPF
(points A, B, C) is said to be efficient. This means that factors of production cannot be arranged to
produce more of one good without decreasing production of another good. This can be seen by moving
from point A to point B, the increase in the quantity of mineral output (M 1 to M2) results in a decrease in
the quantity of agricultural output (A1 to A2). Point D, by contrast, represents an inefficient level of
production. This is because the factors of production are underutilised and can be reallocated to
produce more of both goods.
Figure A ‒ The production possibility
frontier

Figure B ‒ Increase in
productive capacity

Increases in the productive capacity of the economy
Where an economy increases its factors of production it is possible to increase its total output of goods
and services. This is depicted by a rightward shift of the PPF curve as depicted in Figure B in this Box.
This shift represents an increase in the productive capacity of the economy. It may result from an
increase in the factors of production but is more often associated with a change in technology.
Technology in this sense represents both new items of capital (such as, better machines) and new
techniques of production or more efficient management techniques. It is humans, through their labour,
that provide this change. Technological change is human induced change, it is the product of human
labour. It is for this reason, that human resources are seen as a nation’s most valuable resource.
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Human capital
Humans provide two of the four factors of production: labour and enterprise. Changes in the
quantity and quality of these factors of production, therefore, can be seen to affect the
productive capacity of an economy. Becker (1975), building on the work of Pigou (1928) and
Mincer (1958), recognised this pivotal role through the use of the term “human capital” to
describe the quantitative and qualitative stock of labour resources in an economy. Human
capital is a broad term encompassing knowledge, skills, values and health. The phrase
draws attention to the possibility that the stock of human capital (the quantity and quality
available) may be increased or decreased. This increase/decrease acts to expand or to
reduce the productive capacity of the economy.
Human capital may be increased through education, training and through improvements in
the general health of the population. All three aspects are of acute relevance to Papua New
Guinea:


Education. The production of modern market goods and services requires highly
skilled labour. In practice the majority of Papua New Guinea’s citizens are not
educated beyond Grade 101 and recent reports (Hind et al 2011, Garnaut & Namaliu
2010, Department of Education 2013) indicate that there has been a decline in the
general quality of education within Papua New Guinea over the last decade.



On-the-job training. Modern market production systems are specialised and involve
the integration of multiple processes and skills. This is achieved through on-the-job
learning. Moreover, employment, especially formal employment, involves a process
of socialisation to the culture of work and to the culture of commerce. In highly
specialised workforces, it can take a number of years of on-the-job learning before an
employee is fully trained. In Papua New Guinea, where the majority of the population
grow up in villages, workplace socialisation plays a vital role in institutional building –
it is the workplace that socialises the employee to key aspects of the modern market
society. Unfortunately, the level of formal wage employment in Papua New Guinea is
very low (less 6% of the total population) and it is extremely low for people below the
age of 20. Papua New Guinea cannot expect the formal employment sector to
socialise its population.

1

Lacking the results of the 2011 census it is not possible to give an up-to-date percentage. The Papua New
Guinean National Labour Market Assessment, Supply Data Report, estimated that 61% of the population that
are eligible to be enrolled in school were not enrolled in 2008 (PNG NLA 2010:18). In 2008 the Department of
Education estimated that 66% of all school entrants did not proceed beyond Grade 10.
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Health. Low levels of health are a major impediment to labour productivity in Papua
New Guinea. Workers that are too sick with malaria to attend work, or who cannot
work effectively due to malnutrition, reduce the productive capacity of the economy.
Similarly, children who are too sick to attend school do not learn and their future
capacity to contribute to the economy is reduced.

Papua New Guinea could significantly increase its level of productivity and the productive
capacity of its economy through increasing the quality of its human capital. This could be
achieved through improvements to education, providing more wide spread opportunities for
on-the-job training and through the provision of basic health care. Measures for increasing
the level of entrepreneurial activity and technological change in the economy are not as clear
cut. For this reason, these issues are discussed in more detail in the next chapter.

Labour as more than “human capital”
Depicting labour as a simple input to a production process or as a form of capital is
misleading and can be misinterpreted. Our reference to human capital and to labour as an
input to production is not seeking to de-humanise people. Education is not encouraged
simply to increase productive capacity. Education is encouraged so that people may be
fulfilled. Similarly, “productivity” is not encouraged so that people may have more “things”. It
is encouraged because being “unproductive” often means being “unfulfilled”. Humans are
purposeful beings and without a sense of purpose, they become disenchanted. This
disenchantment is starkly evident throughout the urban and rural centres of Papua New
Guinea, especially among people less than 20 years of age. Their education exposes them
to the expanse of the world and their circumstances constrain them to a fraction of this
expanse.
Traditional social practices provide a degree of purpose and maintain social cohesion at the
village level but even these have been displaced, one-upped, by modern approaches. The
modern “Big-Man” is the local politician or, increasingly, the successful businessmen. It is
not by accident that there is a very high correlation between workplace absences and
political elections. The road to status today involves increasing contact with the modern
market society, if this is not accessible then village life becomes second rate. This is the
primary cause of what Connel (1997:48) identifies as “subsistence malaise”.
This recognition is why our discussion keeps open the nature of the products being
produced. The “products” may be commoditised goods and services, they may be leisure,
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they may be relationships or they may be fulfilment. Most important to note is that it is
through increases in productivity that individuals are able to access more products –
products that are of their choosing and through which they increase their well-being. They
may not be tangible goods at all but they must be the result of productive endeavour. To a
non-economist this language is inelegant, but it should not be insulting.
That said, whilst it is useful to discuss economic theories in a detached fashion, it is not
useful to apply such theories in a manner that is detached from human considerations.
Policies that are formulated without consideration of the human and cultural environment will
not be implemented or will later be reversed. Australia is a case study in such political waste.
They way in which labour is conceptualised and treated by its society says much about the
values of that society. Labour is the only factor of production that both produces and
consumes, it is also the only factor that votes and is capable of social revolution. This should
not be interpreted as a justification for intervention in labour markets; in fact, we argue quite
the contrary. Rather, the statements are made to reinforce the need for labour resource
issues to be handled with sophistication and with a genuine concern for their impacts on
people.

The demand for and supply of labour
The demand and supply of labour is often framed in terms of the demand by employers for
labour services and the supply of labour services by employees. This section does not
immediately address this question. Instead it addresses a larger and more fundamental
question:
Why do people choose to allocate some of their time to labour? That is, why do they choose
to conduct activities other than leisure?

Economics has long examined the question of why an individual supplies his or her labour
services in in terms of a larger choice about how an individual allocates his or her time.
Labour services are used to gain access to the goods and services that the individual wants
or needs to live. The goods and services could be subsistence needs (such as where the
person labours in the garden) or modern market goods and services (such as where the
person labours in an office for income that is spent on garden produce). The alternative to
labour is leisure.
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Recognition of theoretical limitations
Economic analysis commonly presumes leisure as being preferable to labour. In practice,
this is true only in certain circumstances and over certain ranges of labour supply functions.
For the sake of building understanding, we will first focus on general labour theory. In a later
section of the chapter we will target our analysis so that it is better situated for application in
Papua New Guinea.
Given that the time available to an individual is fixed, he/she must choose how much time to
allocate to labour and how much time to allocate to leisure. The decision is based on a
weighing up of the net benefit (the utility) that the individual derives from combinations of
labour and leisure. Because the individual can choose only labour or leisure, this decision is
framed in terms of the value of the leisure that is forgone when one chooses labour and the
value of goods and services forgone when one chooses leisure. This weighing up of forgone
values is termed an “opportunity cost” valuation and is an essential understanding for
discussing productivity. Box 3.2 provides an overview of the concept of opportunity cost.
As the time spent on labour increases there is an increasing opportunity cost of time – the
value placed on forgone leisure increases. In order to supply labour under these conditions
the individual must be compensated with more goods and services for the labour that they
supply. As compensation increases, individuals substitute labour time for leisure (this is
called the “substitution effect”). Nevertheless, because more goods and services are now
available for any given level of labour (compensation has increased) there is increased
ability to take more leisure without reducing access to goods and services (this is called the
“income effect”). The result is that leisure is substituted for labour and the supply of labour
curve bends backwards. Because leisure is assumed to be preferred to labour, there is a
certain point at which no amount of goods and services is sufficient to compensate for
foregone leisure.
Becker (1981) examined the question of labour supply from the perspective of a household.
Given that households are the predominant economic unit in Papua New Guinea it is useful
to present an abridged version of this analysis here. Under the Becker model households
are assumed to allocate their time in a manner that maximises their utility (wellbeing). There
are three choices for how time can be allocated:


through the provision of labour in exchange for goods and services;



through the production of some goods and services within the household (such as
cooking meals); and



through the consumption of goods and services.
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Box 3.2 ‒ Opportunity costs
Opportunity costs are concerned with value comparisons of alternate options for using resources. The
cost refers to the value of the best alternative forgone when a choice is made to choose a particular
option. Choice options are considered to be mutually exclusive; that is, selecting one option means that
the other option cannot also be chosen. For example, Figure C below depicts that the choice to increase
production of mineral resources from point C to point D (an increase of 20 units) requires a reduction in
the production of 50 units of agricultural output. This is because the factors of production are assumed to
be fixed and, therefore, any increase in production of minerals must result in a transfer of factors of
production from agriculture to mineral production.
Figure C – Opportunity cost
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Opportunity cost valuations weigh up explicit and
implicit opportunity costs and, where correctly
calculated, include externalities.
Explicit opportunity costs are those that involve direct expenditure of resources (often cash) to purchase
a product or service. They are often the “obvious” costs involved in an economic transaction. For
example, the explicit opportunity cost of a government decision to invest Kina 1 million in a sports field is
the inability to invest that money in an alternative option (such as, a school or a hospital building).
Implicit opportunity costs are not reflected in cash outflows but are implied or imputed by the failure to
use an existing resource to its best alternative use. For example, the implied or imputed cost of the
stadium, once built, is the rent forgone on the ground on which the stadium is built – assuming if the
stadium was not there the ground could be rented to another user. Externalities refer to the additional
costs or benefits that are expected accrue to individuals or society at large but are not considered during
the short-term decision making of individuals. Externalities are often difficult to compute as they rely on
unknown future outcomes and may be intangible. For example, a negative externality imposed on
society by the decision not to invest in schooling may be a long-term rise in the crime rate caused by
individuals seeking income (albeit by illicit transfers).
Assessment of opportunity costs. Opportunity costs are often conceptually difficult to identify and
calculate. For this reason following simplified example is provided:
Question. Suppose a friend invites you to dinner and offers to pay for the meal. On the night of the proposed
meal your next-best alternative entertainment is to attend a movie for which the ticket cost is 10 Kina. You
like movies and would be willing to pay 20 Kina to see a movie. What is the opportunity cost of attending the
dinner and forgoing the movie?
Answer. The value you forgo is the net benefit of going to the movies. This may be calculated by your
expected gross benefit from the movie (valued at 20 Kina) minus the gross cost of the movie (10 Kina). The
net benefit forgone is 10 Kina (20-10). So, the expected opportunity cost of choosing the dinner is 10 Kina.
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The goods and services can be divided between input-intensive commodities that
economise time (such as buying a takeaway diner) or time-intensive commodities that
economise material inputs (such as playing cards). Leisure is regarded as a good and is
accessed via consumption.
The household maximises its utility by each member allocating his or her time on the basis
of comparative efficiency. For example, children spend time in education, women act as
household producers and men sell their labour on the market. As the compensation for
labour (wages) increases, households can gain more goods and services from less hours of
labour.

This enables greater time for consumption (there is an “income effect”) and

households may choose to substitute consumption for labour. Nevertheless, increased
compensation increases the opportunity cost of forgone labour (whether employed or selfemployed). Time itself becomes more valuable and is conserved by substituting inputintensive activities for time-intensive activities. For example, families fly to holiday
destinations rather than drive, families buy vegetables from the market rather than growing
them. These adjustments, the “substitution effect”, occur in household production and
household consumption.
Of the two ways of modelling labour decisions, Becker’s household model appears to be the
most relevant to Papua New Guinea. Both rural and urban households need to divide their
time in a manner that maximises household utility. Utility maximisation involves meeting
subsistence needs, meeting and maintaining social obligations and, where surpluses allow,
building status. Household members will generally be provided roles in which they have
comparative efficiency. Children are generally focused on education. For many families the
decision to educate a child is made as an investment in the future remittances that the child
will be able to return to the family should they gain a wage job. Women tend primarily to be
maintainers of the household but will also often participate in subsistence activities and
informal income earning activities where possible/ necessary.
In urban areas, males are expected to use their labour in the formal labour market. Our
informal sector survey indicates that most urban households have at least two people with
wage employment incomes. There does appear to be some substitution of time intensive
tasks for input intensive approaches, for example, most people do not maintain gardens or
search for firewood. But this may simply reflect the constrained access to land in Papua New
Guinea’s urban areas.
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In the rural sector, male labour is engaged in tending to subsistence needs
(gardening/hunting/fishing), cash crop production and the building up of social status.
Women conduct household work, tend to children and assist with food gardening – primarily
through tending gardens. Although data are somewhat inconsistent, it is estimated that the
majority of people spend less than 30 hours a week on subsistence tasks.2 The remainder is
spent on customary obligations and status building. For males a considerable amount of
time is also spent on leisure.
Formal wage employment is rare in rural areas and remittances, fresh food markets and
cash cropping are the main sources of cash income. Although women and men combine
their efforts in production, women more generally sell fresh food produce at local markets.
Men sell cash crops and engage themselves in the parts of the agricultural supply chain that
have the greatest profit (such as at the intersection of producer and wholesale markets). For
this reason, men tend to earn the greatest cash incomes.
The decision to conduct cash cropping is determined by a number of factors including:


the price at which goods can be sold;



the need for income (to pay school fees or meet customary obligations);



the state of the crop and ease with which it can be accessed;



the ability to find people to assist with planting/harvesting; and



the ability to transport crops to market.

Bourke and Harwood (2009:147) argue that the most important determinant is the estimated
yield per unit of labour expended. For example, they estimate that weeding, pruning and
draining will double the yield of coffee per unit area, but the labour required to achieve this
additional output is often more than double what villagers are willing to provide. This is
because the additional labour significantly reduces the yield per hour worked. This would
support the general observation that rural villagers very astutely assess the opportunity cost
of providing labour. There are, nevertheless, a number of differences between the Papua
New Guinea experience and that proposed by the Becker model. These differences are
important and are discussed below.

2

Source: Bourke and Harwood (2009:415) and authors’ own calculations from the Household Income and
Expenditure Survey (HIES) 2009/10.
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Wantok support systems
Box 3.3 discusses the Papua New Guinean concept of wantok and the wantok system. In
general terms, the wantok culture creates expectations of favoured assistance from others
with whom you have some form of connection, be it kinship or friendship. This section is
most concerned with “true wantoks”, or relatives, who, in urban environments, regularly
share the same household. The pattern of migration to urban cities often involves one
member establishing a household, which is then used to support extended members of the
family who remain in the village. Over time this assistance expands beyond sending
remittance to villagers and urban households expand in size to accommodate extended kin.
Accommodation almost invariably also means support. This results in the principal income
earners of the family being required to support multiple people who earn very little income,
who do very little household work, who primarily consume. There is not, as occurs in the
Becker model, an employment of people based on comparative efficiency. True wantoks
have a customary right to demand support and the people with income a customary
obligation to provide. Failure to provide such assistance results in significant declines in
social status, severe condemnation from the village society, potential loss of rights over
village land and risks attack by sorcery. It is true that assistance to wantoks is provided on
the expected basis of future payback (such as support in old age) or as repayment for past
assistance (such as repayment of school fee expenses). Nevertheless, urban based
populations increasingly do not return to the village; primary urban income earners provide
Box 3.3 ‒ Wantoks
Wantok is a Tok Pisin word that literally means one who speaks the same language. The term is
used broadly to describe people with whom one is more closely affiliated due to their lineage or, in
urban contexts, because they come from a similar district or sub-district, even though they may not
literally share a common language. Wantok relationships involve the provision of extended
assistance between individuals. Levine (1976) distinguishes between “true” and “extended”
wantoks based on kinship distance. True wantoks are close relatives (brother, sister, cousins).
Extended wantoks are more akin to friends or people with whom one can relate. True wantok
relationships extend village custom to urban environments – they are obligations which, if not met,
have significant ramifications for personal status. Extended wantok relationships vary in intensity
and there remains a choice when and how assistance will be extended. Regardless, of the nature
of the relationship, wantok relationships are based on principles of reciprocity. In this way they are
often viewed as providing a form of social insurance. They are maintained in the expectation that
one day, should assistance be needed, the assistance will be provided. For an extended overview
of these social welfare networks see Gustafsson (2007).
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for their household (and its extended members) for the majority of their working life. The
result is a significant disincentive for primary income earners to increase their income, to
become more “productive”, because kinship demands become burdensome as wages
increase (cf, Conroy 1977). Moreover, there is also a disincentive for dependants to seek
their own source of income or, if they do, to maintain that source of income. Dependants
often receive no pressure to earn income and, should they receive any pressure, they may
simply move to another wantok’s household.

Subsistence affluence
The Becker model assumes that individuals must exchange their labour outside of the
household in order to access goods and services. In many parts of Papua New Guinea the
motivation to exert labour is limited. Terms such as “subsistence affluence” have been used
in economic anthropological literature to describe Melanesian societies where accepted
levels of material satisfaction (such as food and shelter) are satisfied with under-utilisation of
available labour and land resources (see Fisk 1964). The term “affluence” is not used to
imply that the local society has an abundance of goods and services as produced by the
international economy. It is used to describe an economic and social order that meets
subsistence needs and social obligations with less than full utilisation of available land and
labour resources. Whilst this condition does not apply uniformly throughout Papua New
Guinea ‒ parts of the rural and urban population often have great difficulty meeting
subsistence needs ‒ it continues to shape household behaviour, especially in coastal
regions. The south Asian manager of a stevedore in Rabaul explained the commonality: “I
have worked in Vanimo, Wewak and Madang, the people [employees] are the same.” The
result is a tendency to reduce the supply of labour, especially for formal labour and to reduce
the effort with which labour applies itself. Labour is often lackadaisical. Moreover, those
supplying labour do so without much fear of not earning income or losing their source of
income. The threat of non-payment or of dismissal has little impact. Overall, subsistence
affluence acts to reduce the supply of labour, especially labour to conduct work in the formal
wage sector.

Target income
The term “target income” refers to an amount of income that a person or household wishes
to earn through exchanging their labour. Once the target is achieved, the person/ household
stops supplying their labour. The concept of a target wage differs from the Becker model,
because Becker’s model assumes changes in the opportunity cost of time will result in
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changes in the way in which time itself is perceived (time becomes money). This change in
perception promotes behavioural change. Target wages do not necessarily respond to these
opportunity cost valuations. They are set and once met, labour is removed from supply. It is
easy to see a correlation between target wages and the notion of “subsistence affluence”.
Target wages have been identified in previous studies of Papua New Guinea, particularly in
response to agricultural labour (see McGavin 1986). Nevertheless, to the best of our
knowledge, they have not addressed how household labour supplies respond to changes in
target incomes. Dessing (2002) proposes a model that appears to have relevance to the
subsistence households of Papua New Guinea, especially the urban based population (see
Box 3.4). Under this model households maintain a target subsistence income. Where wages
derived from the cash economy are high, the household meets its subsistence target with
minimal use of its available labour resources. Nevertheless, as wages in the cash economy
decline, the family needs to increase its supply of labour. This begins with people employed
in the cash economy working longer hours. Thereafter, it involves other members of the
household entering the labour market in order to obtain income (generally in the informal
sector). Families increase their labour supply in order to maintain their target income. This
occurs until the prevailing cash wage falls to the point at which they remove their labour
supply altogether because the costs expended on working (such as travel and clothing
expenses) exceed the income. The most interesting aspect of the model is that once the
wage rate increases, the household supply of labour diminishes. That is, people are less
willing to offer their labour. This is because the family can achieve its subsistence target
wage with less engagement in the cash economy. The household prefers to withdraw its
labour because the people who withdraw their labour (primarily women, children and the
aged) prefer to remain in the household and, indeed, have work to do in the household.
Should the Dessing model be applicable to Papua New Guinea, it would impact policies
attempting to increase labour supply (such as occurs in a change in taxation or through
increases in the minimum wage). Our research did not enable us to identify if there is a
target household subsistence income. Findings from our informal sector survey indicate that
most households have two to three income earners who are mixed between formal and
informal employment. This suggests that households do increase labour supply in order to
increase their household income. There is nothing surprising about these findings. What is
more indicative of the existence of a target household income is the response by majority of
married respondents to the question as to why they worked in the informal sector: “the need
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Box 3.4 ‒ Target household incomes and the reversed S-Shaped labor supply
model
Dessing (2002) depicts a scenario for an average family/household that maintains a target
subsistence income in the face of varying avergae wage rates. As depicted in Figure D below, as
the average wage rate changes, the family can meet its target income by varying its labour supply.
The red line represents the subsistence frontier along which the total income of the house remains
constant.

Figure D ‒ The reversed S-Shaped labor supply model

As the average wage decreases, the family expands its labour supply. This occurs in the first
instance by primary workers working longer hours. At point B the primary workers are no longer
able to work more hours and, to maintain the same level of subsistence income, the family must
expand its labour supply. Secondary workers (wives, children, the elderly) now begin to supply their
labour. The result is that as the average wage falls, labour supply expands (seen as a movement
from point B-C along the blue curve). At point C the average wage is so low that the family does not
expand its labour supply – the cost of working (transport/clothing) is higher than the income earned.
This is termed the reservation wage.
The negative sloping supply curve implies that over the range C-B, as the average wage increases
the quantity of labour supplied by the household decreases. This reflects that the household is
meeting its target income and the household members prefer to focus on household activities. As
wages increase again, families increase their labour supply in response to better returns to labour
(the substitution effect dominates the income effect). This occurs until average wages reach a level
that people prefer to do other things with their time (the income effect) and the curve slopes
backwards again. This is depicted at Point A. The result is a reversed S-Shaped labour supply
model.
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to buy food for their family”. This need, coincided with the long-term decline in the real
wages in the formal labour market, suggests that declines in real household income have
increased the supply of labour. We also suspect that the increased supply reflects increased
demand for goods and services within the household. This demand is partly induced by need
(many cite the need to pay school related expenses) as well as wants (household demand is
created by the greater availability of market goods). Again this position is supported by the
results of our informal survey in which the second main reason for married women
participating in the informal sector was the need to pay school fees.
There is simply not enough historical or current data to predict if changes to the minimum
wage will affect the supply of household labour in accordance with the Dessing model.
Nevertheless, we suspect that the reduction in the real minimum wage will not result in a
decrease in the supply of household labour in urban regions for three reasons:


The sustained decline in real wages since independence in 1975 has acted to reduce
real household income. The recent increase in the minimum wage rate acts to offset
this decline but it does not remove it.



The bundle of goods and services (including quality) that households determine their
“target income” against is changing and, most likely, is increasing in size and quality.
The “target income” increases as “the target bundle” increases.



The increase in the nominal minimum wage is likely to result in a reduction in wage
employment, particularly for those people with low level skills. It is likely that
households that lose income from wage employment in the formal sector will seek
income through the informal sector.

Where households maintain target subsistence incomes, there may be a need to induce the
supply of labour through creating an increase in the target subsistence income. This may
occur through the imposition of taxes but the preferred option is through providing people
better access to the goods and services that they want. 3 The rapid take-up of mobile
telephones in rural villages in Papua New Guinea indicates that villagers will increase their

The colonial record of the European powers in Africa, the Americas and Asia records a common
problem of trying to encourage the labour supply to engage in market orientated transactions – both
to create a market for their goods and services and to provide a labour pool for the production of
commodities. Much of this record involves deplorable acts of forced land redistribution and predatory
taxation. During the Australian administration in Papua New Guinea the entry of cheap foreign labour
was not allowed. In the early period, a labour indenture system was implemented, and it is still the
case that in-country migration comes from areas where subsistence incomes are under stress.
3
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supply of labour if they can exchange it for goods and services that they want. The role for
policy makers is to ensure that the hindrances to increasing the labour supply are removed.

Rents
Becker’s model assumes that labour is the only source of household income. Households
must use their labour if they want to access goods and services. In many rural households in
Papua New Guinea this is not true – households receive “rents”. Economists generally do
not use the term “rent” to describe a payment made for lodgings. Instead it is used to
describe a source of income that flows to a party which is unearned The term un-earned
does not mean “stolen” it refers to an income above and beyond that which the party can
justify in terms of doing to “produce” the income (Box 3.5 amplifies). In terms of unearned
incomes, a proportion of remittances may well fall in the “rent” category. Some remittances
are paid as returns for previous investments made in the payer (such as repayment for
education expenses) or as investments in future services (such as pre-payments for
assistance in old age or with tending and securing village based land). Nevertheless, often
village based demands are made without reference to the value of the investments they
have made or the services they provide. Moreover, they are made without reference to the
capacity of the person to pay because many village based people do not understand the
costs incurred in living in urban cities.
Similar unearned incomes are received from major commercial production activities in rural
areas (such as those that flow from oil and gas developments and forestry and agricultural
estates). Because many Papua New Guineans own rights to land they feel that these
incomes are in fact “earned”. Nevertheless, the size of the royalty incomes rarely match any
productive effort provided by the landowners. The land rent increases because of the
commercial productive activity, not because the land exists. In a Papua New Guinean
context, where land has been continually defended from outsiders and is also the primary
source of subsistence, a case can be mounted for a higher rent payment. Nevertheless,
many payments (up to thousands of Kina per year to individual households) exceed the
efforts made by the receivers of the payments – they are “rents”. Rents act to dull the
incentive to provide labour and distort perceptions of what labour is “worth”. By worth we
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mean how many goods and services an entrepreneur is willing and able to provide for a unit
of labour.4

Box 3.5 ‒ Economic rent
Economic rent is any payment to a factor of production (land, labour, capital, enterprise) in excess
of the cost needed to bring that factor into production and for it to continue to cooperate in
production. It is a return to the owner of the factor of production that exceeds their next best
alternative use of that factor of production, termed “opportunity cost”. The main text avoids the
“opportunity cost” component of the definition of rent because it is conceptually difficult.
Nevertheless, “opportunity cost” valuations are the most effective way to see the nature of the
“rent”. Imagine a village land area that is too wet and hilly to be used for gardening and is too far
from the village to be regularly used for hunting. The subsistence income that can be produced by
the land is quite low. The “opportunity cost”, the best alternative use, of the land is even lower.
When minerals are discovered on that land and someone invests considerable effort to access and
send those minerals for sale in an international market, the income that can be produced by
combining the land with other factors of production dramatically increases. Nevertheless, the
“opportunity cost” of using the land remains quite low – it is the income that can be earned by
subsistence. The difference between the “opportunity cost” valuation of the land and the income
that can be derived from the land once it is being used to produce minerals is the value of the
“rent”. The rent value of the land increases as a result in changes in price of the produced product
(the minerals) and not as a result of any change in the factor of production itself. This example of
course greatly simplifies the analysis (for example, it excludes payment for degradation of land and
environmental and social disruption) but the point is made: the owners of the factor of production
receives an income that far exceeds their next best alternative use of that factor of production.
In modern society, the term “economic rent” is generally used synonymously with “unearned
income”. The term “unearned” implies that although the entity receiving income may do something
to earn the “income”, the amount they “do” does not add sufficient value to justify the amount they
“take”. The rent generally accrues because of imperfections in the market structure – be they shortterm (such as occurs when a manufacturer invents a new product and is the first to sell it) or
created by some form of regulated barrier (such as occur when regulation prescribes who can or
cannot provide medical services).

The incidence of unearned incomes is not confined to households. As we will discuss in future
chapters, both the government and business sectors in Papua New Guinea receive and “seek-out”
considerable “rents”.
4
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Labour is assigned based on gender
In Papua New Guinea the allocation of people to tasks is often not based on comparative
efficiency but the sex of the person completing the task. Certain tasks are completed by
females and certain tasks are completed by males. In general, those tasks that afford the
greatest status (or which provide an input to status building activities such as cash) are
completed by males. Those which have low status and which require repeated inglorious
work are completed by females (tendering gardens, cooking, administration). The result is
that households do not necessarily allocate time in a fashion that maximises access to
goods and services (remember leisure is a good), they allocate time based on customary
roles. There are of course exceptions to this practice but, in the majority of Papua New
Guinean societies, women and men are allocated different tasks and the primary basis for
this allocation is not based on comparative abilities to produce but is based upon sex.

Employability
The Becker model assumes that people who offer their labour for cash purposes do so with
the capacity of gaining cash incomes. This assumption does not hold in Papua New Guinea
for three reasons:


First, the formal sector of Papua New Guinea is too small to employ all potential
employees, especially the low-skilled employees that dominate the labour force. The
2011 Census indicates that approximately 6% of the labour force is in formal
employment.



Secondly, not all regions of Papua New Guinea have ready access to cash markets.
In some regions, cash markets are intermittent at best, so much so they are often
termed “the little wind” markets – because they come and go like a squall.



Thirdly, many people are simply not “employable” in the formal sector. This lack of
employability reflects a combination of factors including no-education or very low
levels of literacy, numeracy and vocational skills. Increasingly, the lack of
“employability” reflects the fact that entire families have never participated in formal
employment. The members of these families lack the basic “connections” that are
required to apply for and work in a modern workplace.
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The low levels of employability create simultaneous shortages in the demand for and supply
of formal employment in Papua New Guinea: employers face an acute shortage of skilled
labour and unskilled labour faces an acute shortage of formal employment opportunities.

Theft
Becker’s model does not assume the person providing his/her labour does so for the
purpose of enhancing his/her capacity to steal or to destroy other people’s property. It is
completely wrong and insulting to imply that the vast majority of Papua New Guineans are
thieves or vandals. Nevertheless, the level of theft and vandalism in Papua New Guinea is
very high. The resources expended on reducing theft are obvious to any visitor to Papua
New Guinea. Fortressed buildings, fortified vehicles and armed guards are unmistakeable.
What is less obvious is the amount of resources distorted to reduce the threat of theft and
the loss from vandalism. Our survey of formal firms indicates that, on average, enterprises
allocate 10% of their staff to security duties. Within firms very tight controls are maintained
on resources, especially stock and cash. Sophisticated (expensive) security systems are
installed, travel services are provided to and from work, work hours are curtailed.
In the wider economy, security has become a major employer estimated at employing over
20,000 people, in 460 companies (on our estimates this is approximately 4% of all people in
wage employment).5 High levels of theft-related employee dismissals waste the resources
expended on staff training and divert resources to recruitment rather than more productive
activities. Few of the businesses interviewed during the project did not have some trouble
with theft. Others had significant problems with theft, much of it being orchestrated by their
own workers.6 The manner in which this impacts on the workplace is not always clear cut. In
one instance a manager attempted to hire-back a very productive staff member who had
recently left to work for a rival firm. The former staff member declined his offer stating: “I can
steal so much from my [new] employer I will never leave”. In another, a manager needed to
fire a competent staff member for theft, on receiving her notice the employee replied: “Thank
you, thank you, thank you”. She had been stealing to satisfy wantok demands but it had
conflicted her greatly.

5

Source: Papua New Guinea Post-Courier, Port Moresby Edition, Thursday, February 14, 2014, p 43

6

The ADB (2014) Challenges of doing business in Papua New Guinea survey reports close to 70% of all
respondents were affected by break-ins and internal theft.
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To the problems of the formal sector can be added the multitude of everyday people who
divert their chosen activity because of fear of crime, those who do not engage in income
earning activities due to the added cost of crime prevention or the general desire to avoid the
“hassle”. The addition of theft to the household model can largely be seen to result in a
reduction in the supply of labour and, through increasing the cost of goods and service
provision, a reduction of the quantity of goods and services for which labour can exchange
itself. There is obviously a direct reduction in the demand for labour.
The analysis outlined above may not appear logical to all Papua New Guineans. In
economic parlance, theft is a transfer of wealth and is not a productive activity. In Papua
New Guinea theft could potentially be a productive activity – in the sense that it promotes
status (for the thieves) and the transferred income is used to build social products. We don’t
mention this to be flippant – Levantis (1998:69) records high levels of unemployed youths
choosing to earn income through criminal or illegal activities (79% of males and 30% of
females). He found the “income” that could be gained from illegality was higher than could
be earned from a similar amount of effort in the formal and licit informal labour markets. This
is an obvious disincentive for youth to undertake licit employment. Nevertheless, the sort of
reasoning that justifies theft because it provides an “income” is a severe misinterpretation.
Theft and violence are pernicious. But to develop these understandings, one needs a better
understanding of “productivity” and “productive” societies. Such understandings are sadly
lacking in large sections of Papua New Guinea, from the political class to the petty criminal
class (see Lakhani and Willman (2012) for an overview).

Productive behaviour is preferred
There are explicit and implicit assumptions in economic models of the labour supply that
leisure is preferred to labour. It is not clear that this assumption holds true for all or most of
the population. There is within much of the population a desire to be “productive”. The
manner by which people are most often “productive” is through their labour. One can see
this overt demand in people who seem to be always doing something and that something is
invariably not leisure or a disguised form of leisure (for example, in building a new room on a
house, rather than running in a marathon). It can be seen in the many members of the
Papua New Guinean public service who toil long hours, far longer than they required to toil,
in an attempt to “improve” things. People are inclined to be productive, they just need to
have correct incentives. These incentives are often incorrectly aligned in Papua New Guinea
or they are overwhelmed by disincentives. The desire to be productive, nevertheless, adds
to the supply of labour.
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Friction
The issues addressed above could be bundled under the heading “coordination costs” but
we prefer the term “friction”. In most cases this friction acts to reduce the labour supply. It
can reduce it in absolute terms, such as when subsistence villagers are reluctant to provide
labour to formal enterprises, or it can reduce it at the margins such as when employees
leave work at exactly the same time every day (regardless of work demands) so that they
can catch safe transport home. In either case, the friction increases the difficulty of
enterprise in Papua New Guinea. Labour is undersupplied but employers also face
increased difficulty in recruiting, retaining and motivating employees. Both effects reduce the
productive capacity of Papua New Guinea.

Summary
This chapter has addressed the issue of labour supply in Papua New Guinea. It highlighted
the role labour plays as a factor of production and the key role that labour, as a human
capital construct, plays in coordinating and enhancing economic growth. Many aspects of
the chapter are not conclusive. There is no simple equation that can be used to predict the
labour supply in Papua New Guinea. This is because labour is influenced by multiple
variables and these variables change by location and over time. The chapter highlighted that
in many ways Papua New Guinea does not neatly fit conventional explanations of labour
supply. In Papua New Guinea culture matters and policy makers need an understanding of
these cultural influences if they are to conceive and implement effective policies.
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4 - The demand for labour &
constraints to enterprise
This chapter examines the demand for labour in Papua New Guinea. The first section of the
chapter looks specifically at the factors that underpin labour demand. Its key message is that
the demand for labour is a derived demand – it reflects the search by entrepreneurs for
profits. This understanding logically leads to the second section of the chapter that examines
constraints to enterprise in Papua New Guinea. Whilst the majority of the chapter resolves
around formal wage markets, it is also relevant to the informal sector. Informal
entrepreneurs, especially those involved in cash cropping, also demand labour. Their
demand for labour follows similar reasoning, although they may be producing dissimilar
products.

The demand for labour is a derived demand
The foremost thing to note about the demand for labour is that it is a derived demand. That
is, entrepreneurs do not demand labour for its own sake, labour is demanded because it
assists in the production of other goods and services that can be exchanged for profit.
Entrepreneurial desire for profit leads to demand for factors of production to generate
products. Labour is an input to this production process. From this perspective, the notion of
the demand for labour can be misleading and distracting. What entrepreneurs really demand
is a production outcome. They achieve this through combining the factors of production in a
manner that maximises incremental or marginal output relative to incremental or marginal
cost. Where capital (equipment) can produce similar outputs to labour, the marginal
productivities of labour and capital are compared relative to marginal costs. The marginal
productivity of labour is determined by its skill set. From this perspective, it can be seen that
an entrepreneur does not demand a quantity of labour, as one might demand a metre of
cement, they demand certain skill sets. The relative scarcity or abundance of these skill sets
is what determines the market value of the labour services of individuals. Put differently, the
returns an individual receives from his/her labour reflects the value that they add to the
production process, relative to other factors of production. This generality holds across
informal and formal markets.

Labour demand varies in space and by skill set
Classic economic theory assumes the labour market is perfectly competitive. The demand
for labour and the supply of labour meet in equilibrium at a market clearing wage. In reality,
there is rarely anything “perfect” about labour markets. Human resources, particularly those
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in Papua New Guinea, prove to be highly immobile and highly differentiated in terms of skill
sets. Less obvious are differences in quality between people with similar skill sets, but these
differences exist. Many service businesses could not continue to operate if there were not
differences in quality. Information within labour markets is also unequally shared among
participants (what economists call “information asymmetries”). Those demanding labour do
not really know the productive capacity of those supplying labour. Those supplying labour do
not really know how much other suppliers of labour are paid. The conduct of this research
shows two things very clearly: firms do not like to share their labour market data and firms
are very interested in learning about the labour market data of other firms. These
imperfections make it more useful to think in terms of localized labour markets, because
local differences matter.
The localised nature of labour markets in Papua New Guinea will be discussed in future
chapters; nevertheless, a brief summary is useful. Formal businesses are not spread evenly
across the Papua New Guinea. Instead, they tend to cluster in urban regions (service areas)
and to be dispersed in small enclaves in rural regions. Although there are differences
between industry groups, firms tend to maintain a degree of market power. The enclaves are
generally agricultural or mineral/hydrocarbon enterprises and their choice of location is very
closely tied to nature of land in the specific location – the availability of a commercially
exploitable mineral deposit or fertile soil with a favourable rainfall and climate. Our formal
wage survey indicated significant variations of wages across industry groupings (such as
mining relative to finance) and across the same skillset (both within industry groups and
between industry groups). There are also considerable demands for skilled labour that are
not met.

These shortages reflect rigidities in local labour markets created by social

preferences and skill imbalances. The rigidities, especially those created by social
preferences, are not entirely negative. For example, since 2006 there has been very high
demand for skill sets that can be used in the mineral and hydrocarbon sectors (such as
mechanics, plant operators and electricians). The high demand resulted in the mineral sector
offering very high wages to attract staff.1 Firms in regional centres were only able to keep
these employees due to their personal preference for living close to their families and having
a less intense working environment.
Thinking from the perspective of localised labour markets, it can be seen that a specific
firm’s/ industry’s demand for labour is affected by following key factors:

It was not possible to collect historical data relating to changes in the level of these wage
differences. From interviews conducted across multiple industry sectors, we estimate that the wage
offer was 2-3 times higher in the mineral sector than other sectors.
1
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The elasticity of demand for the firm’s products. Demand elasticity refers to the
affect that a change in the sale price of a product has on the quantity demanded of
that product. Low elasticity (inelastic) means that there is little change in the quantity
demanded should prices change. High elasticity means there is a significant change
in the quantity demanded should the price change. Firms facing elastic demand
cannot readily pass costs onto consumers, instead they must reduce costs. The
agricultural industry faces elastic demand – the demand is set by the world market.
They are, therefore, very sensitive to changes in world agricultural prices and the
price of labour.



The relative proportion of the factor in the production process. Different
industries favour different factors of production. For example, once a gas field is
constructed, it utilises a much higher percentage of capital relative to labour in the
production process. Gas production can increase significantly without needing
additional labour. This contrasts with manufacturing and agricultural industries which
generally use a higher proportion of labour in their production processes.



The possibility of, and cost of, substitution in production. If a producer can
substitute between capital and labour they will do so when there are changes in the
relative marginal price to marginal cost ratio of the two factors. In some industries it is
relatively easy to substitute capital for labour but, in agriculture, it is often very difficult
to substitute capital for labour.



Expected future profits. Perceptions about the future profitability of the firm will
affect the firm’s demand for labour. Firms expecting increased profitability will more
likely demand more labour. Firms expecting lower profitability will more likely reduce
their demand for labour by either reducing the number of employees or reducing the
hours worked per employee.



Seasonal demands. The demand for labour inputs is not constant across a
production process. Instead, labour demand is often cyclical (such as during the
construction phase of a mine) or seasonal (such as during harvest time). The
agriculture sector is particularly affected by seasonal demand for labour, as are
subsistence gardeners and cash-croppers.
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Regulations. Enterprises face considerable uncertainty when making decisions to
hire labour. They face general uncertainty regarding the future profitability of the firm
and more specific uncertainty regarding the quality of the labour resources they are
hiring. Where regulations act to decrease the ability to reduce labour demand quickly
(by making it difficult to fire staff) or to adjust the price of labour, firms are more
reluctant to hire additional staff.



Labour costs. Firms react differently to changes in the costs (wage plus non-wage)
of different types of skill sets. There is some contention that increases in the cost of
labour decreases the demand for labour across all skill sets (for example see Card
and Krueger 1994). Nevertheless, Neumark and Wascher’s (2006) review of the
minimum wage literature reveals consistent evidence that raising the cost of low
skilled labour reduces the quantity of low skilled labour demanded by entrepreneurs.



Coordination costs. Employers expend considerable time (money) in training staff
so that they are able to be used productively. This occurs regardless of whether the
person is “high” or “low” skilled. It takes considerable time to train someone to be
efficient at cleaning and filleting fish. It takes considerable time and patience to teach
an unskilled person to cut and process balsa wood. Moreover, it takes considerable
time to find and interview potential staff. These coordination costs reduce the firm’s
willingness to fire labour.

The manner in which these factors integrate is not consistent spatially or over time. It is
affected by industry type, changes in the general economy and changes in the prevailing
level of technology. Grand plans for increasing national labour market demand are,
therefore, likely to prove inefficient. Instead, national policies are best off reducing rigidities
in the labour market and impediments to general productivity. Localised plans may then be
developed as are relevant to the needs of a specific region or district.

Reducing labour market rigidities and removing general impediments to
productivity
Our research revealed few regulatory rigidities in the labour market. Although much of the
labour market regulation in Papua New Guinea is dated – the Employment Act has not
changed since 1978 – and contains inconsistencies (for example many firms continue to
implement common rules that are no longer in force) we received little feedback regarding
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general regulations.2 This is somewhat surprising. The Asian Development Bank and the
Institute of National Affairs business surveys (2002-2012) have consistently recorded labour
market regulations as the top five areas of regulatory concern for businesses. In order these
are consistently presented as:


visas,



work permits,



occupational restrictions (foreigners),



labour regulation, and



superannuation regulations.

It is not clear why these issues were not brought up in our research. It may reflect the fact
that our research was primarily interpreted as being concerned with nationals and the
majority of the regulatory concerns deal with foreign workers. It may be that the system
relating to international workers has greatly improved, our analysis of foreign workers in
Papua New Guinea (2010-2014) indicates that the system is capable of processing
significant volumes of foreign workers (see Annex 8.6 to chapter 8). It may be that in our
survey these problems were lumped under a larger heading: “unresponsive government and
bureaucracy”.
Firms were concerned with the minimum wage system and these concerns can be broadly
summarised into three main themes:


Remove the minimum wage. A very small subset of formal sector respondents (less
than 2%) believed that the minimum wage should be removed and the market wage
allowed to fall to its equilibrium level. It was expected that this would reduce the price
of labour and, as a consequence, result in an increase in the quantity of labour
demanded.



Make the process more efficient and predictable. The majority of respondents
were concerned with the efficiency and predictability with which the minimum wage
was determined. This concern ranged from general unease about how the decision is
made (the process seemed poorly defined and controlled) to concern about the
haphazard manner in which wages are adjusted. Minimum Wage Boards (MWBs)
are not held at regular intervals and interviewees advised they found it difficult to
generate staff hiring and compensation plans when basic assumptions could be

2

Although some firms seem not to be aware of the fact, the Industrial Registrar was at pains to emphasise to
us on 4 April 2014 that in law there are now no “common rules” following the 1992 MWB Determination that
provided regulation for a national minimum wage only and de-regulated wage employment above the minima.
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changed at irregular periods. Duncan et al (1998) record that the 1977 MWB meeting
decided the board would meet at three-yearly intervals. This has not occurred. The
Minimum Wage Board has convened sporadically since 2000, determinations were
provided in 2000, 2008 and 2013 (see Annex 2 to the study for an overview). These
firms saw value in having a more open and consistent process for setting the
minimum wage.


Provide exemptions for firms that do not have the capacity to pay higher
wages. This concern was specifically relevant to the agricultural and manufacturing
sectors. Nevertheless, it was also a major concern of small (< 20 employees)
indigenous Papua New Guinean businesses. The argument is based on a
combination of the factors identified above but the primary factor is that the firms
cannot pass the cost onto the consumer. Any increase in the price of labour reduces
the competitiveness of the firm and its future profitability. In some cases, viability.
The Minimum Wage Board has recognised the validity of these claims through
providing the option for exemptions.

Structural impediments to enterprise
The majority of impediments to employment in Papua New Guinea are structural issues in
the general economy that act to increase costs (of combining the factors of production) and
reduce market access (domestic and international). In short, they discourage enterprise.
These structural impediments have been well documented in previous works and so are only
briefly recounted here. The key point is that for the level of demand for labour to increase in
Papua New Guinea, enterprise must increase. By enterprise we refer to formal and informal
enterprise, and we put forward rural informal enterprise as the area where the greatest
advancement is likely to occur.

Constraints to doing business in Papua New Guinea
Figure 4.1 depicts the top seven constraints to doing business in Papua New Guinea as
recorded by the private sector. The results are taken from the Institute of National Affairs
business surveys during the period 2002-2012.
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Figure 4.1 – Constraints to formal business and investment in Papua New Guinea
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As depicted in the figure, the top recorded constraints have been relatively consistent over
this time period: 3


law and order,



corruption,



poor transport infrastructure,



poor telecommunications and electricity infrastructure,



availability of skilled labour, and



political uncertainty and stability of rules.

These factor headings simplify broad topics and, in many cases are symptoms of underlying
problems. For example, the study has consistently identified law and order as the main
constraint to doing business in Papua New Guinea. We would see law and order largely as a
symptom of wider institutional failures in the government, the primary one being the failure of
the state to assert itself as the dominant political entity. Nevertheless, the consistency is
telling and so too are the root causes of the problem – a decline in the institutional order of
Papua New Guinea.
Impediments to doing business are, of course, not impediments to enterprise. Businesses
are often prone to rent-seeking, so a broader frame is necessary (the concept of rentseeking is examined later in this chapter). The following section outlines constraints that
In the 2002 survey, the top five issues were slightly different and they reflected the particular political
uncertainties of the period 1995-2002. Key issues of concern related to the exchange rate, inflation
and political uncertainty and rules. These concerns directly reflect the fiasco of the Skate Prime
Ministerial period and reinforce the instability of the state as a major impediment to enterprise in
Papua New Guinea. Additional details can be gained from the INA website:
3

http://www.inapng.com/pdf_files/Private%20Sector%20Report%20Final%2012Feb.pdf.
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have consistently been identified in the voluminous Papua New Guinean “development”
literature:
Skilled labour. Concerns relating to skilled labour have been identified consistently in
surveys of the Papua New Guinean economy (INA 2006, INA 2008, Levantis and Manning
2002, Duncan and Lawson 1997). The studies rarely define what “skilled labour” is;
nevertheless, if foreign visa permits are an indication, it refers to management roles and
skilled tradespeople (especially in the mechanical and building trades). Ongoing concerns
relating to the availability of skilled labour suggests a structural problem within the economy.
Not only does Papua New Guinea fail to produce these workers, it cannot, long-term attract
them to Papua New Guinea. In part this reflects the overall lack of productivity in the country
– its businesses cannot pay sufficient wages to attract talent. It also reflects an opportunity
cost premium, talented staff do not want to migrate to Papua New Guinea. The deteriorated
social climate requires a large pay premium. Labour flys-in and flys-out. There is no
integrated on-going development of the national labour resource.
Cost of labour. Previous studies have identified the cost of low-skilled labour as a major
contributing factor to the poor performance of economic growth in Papua New Guinea (see
Levantis (1998), Duncan and Lawson (1997)). Business surveys do not seem to share this
concern. The cost of unskilled labour is recorded as a lower priority than the cost of highskilled labour and a low priority in general (14 out of 19) (ADB 2014:22). These perceptions
likely reflect the significant decline in the real wage that has occurred since the 1992
Minimum Wage Board.

They also probably reflect different ends. Duncan and Lawson

(1997) argue that by raising wage costs relative to the productivity of labour (the unit labour
cost) the high level of real minimum wages from 1975 to 1992 acted to deter export
orientated investment in Papua New Guinea – the unit labour cost (the price of labour
relative to output) was simply too high. This is undoubtedly correct, the most important
aspect of the sentence though is “export oriented”. In the same volume, Duncan and Lawson
(1997:24) identify export markets as the last focus of the majority of domestic businesses.
This is an important distinction to make because if Papua New Guinea is seriously to
increase formal employment, it will need to focus on export markets and in these labour unit
costs matter (Chapter 7 explains the concept of unit labour cost in detail).
Decline in the profitability of commercial agriculture. INA (2006) outlines a gradual
decline in the profitability per hectare for commercial agricultural producers in Papua New
Guinea over the period 1975-2003. The reduction in profitability reflected declines in the
export prices received over time, significant increases in domestic inflation and declining or
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stagnating yields per hectare (except in Palm Oil). The declining profitability reduced the
incentive, and capacity, for the commercial agricultural sector to invest in new technology
(new equipment and new varieties of crop).
Limited and ineffective agricultural extension capability.

Since independence, the

agricultural extension system has dramatically reduced in scale and effect. The result is that
new crops and techniques are either not introduced to local villages or are introduced
piecemeal. This results in decreased output in the rural sector (Bourke and Harwood
(2009:8)).
Paradox of plenty. Auty (1993) coined the term “resource curse” to describe a correlation
between states with high levels of natural resources but low levels of growth.4 Although there
are of course plenty of examples where this does not occur (such as the United States), the
theory has wide application to small states such as Papua New Guinea. The paradox can be
seen to have four inter-related effects:


Crowding out of the non-mineral sector (the Dutch disease). The inflow of capital
required to build mines, as well as the proceeds of mineral sales, results in an
appreciation of the real-exchange rate in the country. This escalation acts to reduce
the competitiveness of other export sectors in the economy. The result is a reduction
in the size of these sectors and a transfer of resources to the mineral sector or the
non-tradeable sectors that service the mineral sector. 5 These changes can act to
generate skills shortages resulting in a general rise in the price of skilled labour.
Duncan and Lawson (1998:67) argue that reductions in the availability of skilled
labour, also result in a reduction in demand for unskilled labour – because skilled and
unskilled labour complement each other.



Asset speculation. Increased incomes received by people in the mineral sector
during times of high mineral prices are often directed to local speculative
investments, especially in property developments. These increases further add to
shortages of skilled labour and increase the cost of housing for everyone in the
economy. Because much of the activity is speculative, there is often over investment.
This is especially so for government investments, which often border on
consumption, especially in the building of infrastructure that has very low or negative

There is a very large literature dealing with aspects of the “resource curse”. We believe the most
comprehensible introduction is provided by Paul Collier (2007) The bottom billion: why the poorest
counties are failing and what can be done about it (Oxford: Oxford University Press) pp.38-52.
5 Corden, W. (2012) presents a readable and much more comprehensive overview the “Dutch
Disease”.
4
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rates of return. Over the period 2004-2015, Port Moresby appears to have
experienced significant asset speculation – both private and public.


Government revenue volatility. Dependence on mineral resource rents makes
government revenue prone to cyclical changes in mineral prices. The record in
Papua New Guinea indicates that expenditure plans tend to lead changes in mineral
resource prices resulting in significant deficits (see Batten 2010). Although it is
possible to offset these revenue shocks through the creation of stabilisation funds
(see McGavin 1994c), these effects have largely failed in Papua New Guinea
because of governments inappropriately accessing and consuming the funds (see
Banks 2001).



Distortion of public investments. Revenues from mineral resources often far
exceed those of other sectors of the economy. This results in a distortion of business
and government resources towards the mineral resource sector. It also discourages
government investment in broad based goods that act to increase the general
capacity of the economy (such as transport infrastructure and education). Economic
growth is taken for granted. Governments have less interest in taxes arising from the
people, because the rents arrive much more easily from other sources. This results in
an underinvestment in human capital. The disinvestment of the Papua New Guinean
government in basic services (education, health, transport) since the establishment
of the Porgera mine in 1990, is telling in this regard. Less obvious, is a reduction in
citizens’ incentives to question what goes on with their tax dollars. Although there
does appear to be a relatively nonchalant attitude to the performance of government
in Papua New Guinea, it is not clear if this represents general apathy and lack of
awareness or a wider underlying culture that accepts “might is right”. The fact that
most of the population pays limited tax (the main taxes in Papua New Guinea are
invisible taxes, for corruption is a tax) undoubtedly explains much.

Poorly maintained and developed transport infrastructure. The state of Papua New
Guinea’s road, sea and air infrastructure varies considerably. The road network is both
underdeveloped (in terms of access to many parts of the country) and in a state of disrepair
(IMF 2014:34, Bourke and Harwood 2009:8). Sea transport, especially to coastal villages is
erratic. Much of the transport network lacks modern warehousing and cold storeroom
facilities. The poor transport infrastructure results in increased freight prices and freight
times. It also reduces the ability of enterprise to access markets and it reduces the quality of
goods brought to market. Poor quality roads also increase the susceptibility of vehicles to
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opportunistic crime – it is much easier to blockade a slow moving vehicle than a fast moving
vehicle.
Poorly maintained electrical infrastructure. Access to electrical infrastructure is limited in
Papua New Guinea. The vast majority of the rural population do not have regular access to
electricity. Where they do, they rely on generators, although there is increasingly some use
of solar panels. Mains electricity is expensive and is prone to regular outages and voltage
fluctuations. The result is that the majority of businesses maintain large back-up generators
and surge protectors.
Uncompetitive and low quality telecommunications sector. The telecommunications
sector in Papua New Guinea has benefited from the introduction of mobile telephones
(2003) and the introduction of competition (Digicel in 2007) to the Government owned
Telikon PNG. Nevertheless, the standard of the telecommunications sector in Papua New
Guinea (private and public) remains low in terms of availability and quality of service and is
dramatically overpriced – especially for international communications. It is extremely
common for organisations to have no access to the fixed telephone lines that provide access
to both voice and data services. Due to incapacity and overselling the mobile telephone
network provides low levels of data throughput. Rural areas have very limited access to fixed
line communications and have taken to mobile telephones with gusto. Watson (2011:48)
estimates that since beginning sales in 2007, Digicel had amassed over one million
customers by 2010. Nevertheless, the country does not have adequate capacity to run large
data services between urban centres and international telephone calls remain prohibitively
expensive. This impacts business but it also prohibits Papua New Guinea accessing many of
productivity improvements that are occurring in the rest of the world: distance education,
remote computer processing and storage, internet protocol voice and video phone calls.
Small and fragmented market. Despite Papua New Guinea having a population of over 7.2
million people, the effective market for goods and services is much smaller. The population
is unevenly distributed throughout the country and there are large variations in cash
incomes, transport networks and the level of law and order. The result is increased servicing
costs and a lack of scale in much of Papua New Guinea’s manufacturing, retailing and utility
businesses.
Limited new technology being generated from agricultural research. With the exception
of oil palm, this statement holds for much of the commercial and subsistence sectors. The
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“technology” refers to the entire agricultural system – it includes changes to plant varieties
and planting/ management techniques (see Bourke and Harwood 2009:9).
Law and order. The general level of law and order in Papua New Guinea has declined since
independence in 1975. The effect has been a dramatic diversion of resources to security and
a general increase in the risk of investing and living in the country. INA (2007:51) estimates
security costs made up an average of 5.8% of firm turnover in 2007, a staggering 10% of
turnover for the mineral sector. These estimates appear to have increased since 1993 when
the same survey recorded security costs as 3% of sales (see Duncan and Lawson
(1997:23)). Law and order problems discourage enterprise throughout the country, in both
the informal and formal sectors, and divert resources from productive activities. The money
spent on security cannot be spent on training, the premium paid to expat staff to work and
live in Papua New Guinea cannot be spent on market and product development.
Poor state of the education infrastructure. The quality of Papua New Guinea’s education
and technical training facilities has been declining for at least 20 years (see Duncan and
Lawson (1997:34), Garnaut and Namaliu (2010), Hind et al (2011), Department of Education
(2013)). This has resulted in a decline in the quality of the workforce and dramatically
increased the cost of internal business training. Firms often need to provide extensive on-job
supervision to new employees and, thereafter, to provide on-going local and overseas
training courses. Moreover, it has encouraged the substitution of foreign labour for skilled
local labour – the later are in short supply and the former come already trained.
Property rights over land. Formal property rights to land in Papua New Guinea are often
poorly defined. Well over 90% of land in Papua New Guinea is held in customary title
(general estimates are 97%, but it is doubtful anyone actually knows). Customary title does
not necessarily pose an impediment to enterprise but it does increase the friction involved in
enterprise. This friction is increased by a dysfunctional land registration process (see chapter
16) and a lack of landowner trust in the government and business community. In many
cases this lack of trust is justified. Government ministers are routinely discovered to have
been involved in selling the rights to forestry resources that belong to unconsulted
landowners. Clearly defined and enforceable property rights are essential to enterprise. This
does not require land be privatised into sole ownership or sold to entrepreneurs.
Privatisation policies are likely to result in significant social disruption in Papua New Guinea
and, in so doing, prove to be completely unproductive. That said, enterprise must have
clearly defined access and use rights to land. For this to occur, government bodies must
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function efficiently, predictably and honestly. Sadly all three are lacking in Papua New
Guinea.
Access to urban land. There are severe shortages of land in Papua New Guinea’s urban
centres. This results in inefficiently laid out cities which dramatically increase transportation
costs and times. Housing costs are dramatically inflated (both due to a shortage of land and
the widespread practice of land banking – the purchase of land in order to constrain land
supply) and construction costs are dramatically increased (due to the need to reclaim land or
to cut into hill sides). All of these factors raise the cost of doing business and act to curtail
business. Further, and perhaps more importantly, they act to reduce the opportunity for the
division of labour. Labour is most effectively employed where it can specialise. Subsistence
life is often generalised life. It is unlikely that there will be significant increases in the
specialisation of labour in Papua New Guinea without an increase in the scale of existing
towns (cf, Filer et al 2013:43).
Poorly developed agricultural marketing and supply chains. The marketing and supply
chains for cash cash-crops are poorly developed and inconsistent (in terms of volume, timing
and quality). There is little focus on quality and consistency of supply. Cold storage is very
limited and transportation is often conducted without care for produce quality. The result is
large wastage of produce (up to 25% for fresh produce) and a decline in the price that is
received for goods (see Bonney, Worinu and Muscat (2012)). The lack of developed
marketing and supply chains, reduces the price of goods received by smallholders and
increases the difficulty of supplying goods to market. The result is reduced supply.
Poor health care of the population. The standard of health care has declined in Papua
New Guinea since 1975. Batten (2010:82) records that in 2005 per capita spending on
health was half what it had been in 1975. Howes et al (2014:ix-xii) record a reduction in the
quality of service provision in regional health clinics. Problems are evident at all levels of the
health clinic capability – 30% of staff are not paid on time, 43% of clinics need significant
maintenance, 60% do not have electricity or refrigeration, 73% conduct no patrols in the
local community. This health infrastructure is incapable of dealing with the country’s
significant, but stabilising, AIDS infection rate6. Basic nutrition, health and education are
fundamental to human capital formation and labour productivity. As the World Bank (2013)
report argues:
Although much publicised it is not easy to find verifiable statistics on the AIDS infection rate in
Papua New Guinea. The AIDS Info website records the rate of death in 2013 at a little over 1500, a
decline from a 2006 peak of just over 2000. It is doubtful that these statistics are reflective of the
entire country.

6
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Human capital formation is cumulative. Of crucial importance are adequate health and
nutrition during “the first 1,000 days”, from conception to two years of age. Brain
development in this time period affects physical health, learning abilities, and social
behaviour throughout life.

Protectionism. Papua New Guinea has long provided protection to local industry through
the provision of tariffs, restrictions on investment and tax deductions. This protection acts to
divert resources and increase costs for productive enterprises. It also increases the general
cost of goods and services across the country. Whilst protections have reduced over time,
they have historically been substantial. For example, Duncan and Lawson (1997:25) record
import duties on manufactured goods of 40% in 1997.
Political uncertainty. Since independence Papua New Guinea has experienced prolonged
periods of political instability. Government is formed and dissolved through large coalitions.
These coalitions averaged seven to ten members throughout the period 1977-1997 and 22
after 2002 (Gelu 2010:143). The large coalitions promote instability and political infighting,
especially over ministerial appointments. The result is consistent shifting of alliances, rapid
changes in coalition make-ups and consistent changes of ministers and senior public
servants. This behaviour is reflective of village level politics but it is not conducive to
encouraging enterprise. Investors desire certainty about the political environment. Public
service departments, like any organisation, require stability in senior management and policy
direction if they are to function effectively. Political instability has been and is likely to remain
a major constraint on growth in Papua New Guinea.
Macro-economic mismanagement. Batten (2010) records the fiscal history of Papua New
Guinea since 1975. The record is largely of poor management and disinvestment in the
basic functions of government: infrastructure, education and healthcare. Government over
expenditure has periodically added significant inflation to the economy and unmanageable
levels of public debt. This in turn has resulted in the need for fiscal consolidation and the
curtailment of major public programs. The result has been periodic short-term boom and
bust cycles and the hollowing out of public sector capacity. Similar to political uncertainty, to
which it is closely tied, macro-economic instability reduces enterprise and encourages shortterm investment horizons (a “get-in and get-out” quick mentality prevails).
Low levels of public sector capability. Since 1975, there has been a significant decline in
the capability of the Papua New Guinean public service. During our research we
encountered many highly competent and hardworking members of the public service.
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Nevertheless, the public sector as a whole is not functioning. The poor performance
particularly relates to the implementation of policy and the maintenance and enforcement of
policy over time (cf, Duncan and Lawson (1997:51), Batten (2010:86)). In large part this
reflects the “Grand Plan” design that has infected Papua New Guinea since 1975. In total
there have been 10 Grand Plans since 1975, each more florid and ambitious than the last.
None of the goals of these plans have ever been achieved. Yala and Sanida (2010:56) cite a
lack of policy conviction in Papua New Guinean politics as the source of this failure. They
argue that politics is power based, not policy based. This results in governments forming
committees of technocrats and consultants that develop agendas that are nicely packaged
but completely unsuitable to the circumstances and constraints of Papua New Guinea. The
end result is that policies are simply not implemented. This is a credible argument. Batten
(2010) identifies that large percentages of budget spending allocations are never actually
expended. This is an obvious problem. In fact, the lack of public sector capability is the
largest constraint on enterprise in Papua New Guinea and it deserves additional attention.

The decline of the public sector capability in Papua New Guinea
The word “capability” outlined in the section title refers to the ability to develop a functioning
system and then maintain and sustain that system over time. It is quite clear to anyone who
walks the corridors of the Papua New Guinean public sector that there has been a significant
decline in its “capability” since 1975. Although there are noticeable variations across
departments, there are few in which the following cannot be observed: dilapidated
workspaces with unfinished and incomplete furnishings; betel nut spit in corridors and
stairwells; people sleeping; even people drunk at work;7 a lack of electricity (the reason is
often presented as “no money to pay the bill”); outdated computers that have no software or
very dated software; poor internal information networks with no central processing and
storage systems; defunct e-mail servers (it is common in all departments to be offered a
personal Hotmail or G-mail e-mail address rather than the public service e-mail address);
telephones with telephone leads cut (again no money to pay the bill); databases that either
are corrupted or inaccessible because the person who established them (often an expatriate
consultant) has departed; woeful keeping of public and private records; rigid time based
routines of opening and shutting services; excessive wait times for simple tasks to be
completed (measured in months and years) … the list could go on. The important thing to
note is that these issues are basic inputs to capability, they can be readily fixed but they are
not. Why?
Toreas (2014:5) records the Chief Administrator of Bougainville, Mr Chris Siriosi, remarking: “The
public service culture must change. I have mentioned this in the past, consumption of alcohol during
working hours must stop.”
7
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In part the answer reflects problems that are common to public agencies throughout the
world:8


Compensation incentives are poorly constructed (people get paid regardless of
performance) and that results in a low work ethic and a general workplace malaise.



Employment practices are rigid and this makes both the hiring and firing of staff so
difficult neither occur with the speed they should.



Time based hierarchies are common and these act to delay promotion of the efficient
and postpone the removal of the deficient.



There is a lack of clear signals regarding priorities of effort and purpose that results in
resource wastage and uncertainty. (It is not a higher sense of purpose or intellect that
provides guidance to the private sector but the price signal that leads them there: the
private sector follows profit, much like a caver follows the light. Public services lack
such price signals.)



There is a preponderance with providing goods and services that either cannot be
provided profitably by the private sector (so are not produced) or, where profitable,
are either under produced or overproduced. (These issues are addressed in the
voluminous public goods and public choice literatures. The most important thing to
note for this chapter is that the private sector does not want to produce them
because they cannot readily be made profitable. This leaves the public service
producing goods for which there are weak price signals and which, due to a lack of
clear signals, can appear to be “unproductive” or “pointless”. Both contribute to a lack
of workplace focus.)



There is a concern with non-tangible products (such as social safety and national
defence) that lack clear indicators of success and failure, of overproduction and
underproduction, and, therefore, are produced without thought for marginal benefit.



There is a disassociation between the costs of decisions and the how the income
required to pay for those costs is produced. This is not to say that there are not
budget constraints – they can often be severe. It is to say that the person with the

There is considerable literature regarding the incentives faced by public sector institutions, Tirole J.
(1994) provides an introduction.

8
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budget constraint rarely needs to earn the revenue that goes into this budget. They
receive and manage “rents”. The result is often fanciful approaches to budget
management and investment decisions.


There is a concern with personal status vis a vis other employees, other work
sections and other departments that distorts attention from productive matters to
personal rivalries and power building – bickering, one-upmanship and the
development of personal entourages and empires becomes the lens through which
priorities are determined and resources are allocated (or not allocated as the
personal politics may dictate).

These issues certainly explain some of the under-performance of the public service in Papua
New Guinea. Nevertheless, were they the underlying issue, the performance of the public
sector in Papua New Guinea would merely be bad, not woeful. The greater explanation is
found in the corruption of the political process in Papua New Guinea and the development of
a rentier system of government.

The rise of the rentier state
Rent-seeking involves parties attempting to obtain economic rent by manipulating the social
or political environment in which economic activities occur (see Box 3.5 in Chapter 3 for an
overview of the concept of economic rent). Because many rents are controlled by
governments, rent-seeking is generally discussed in terms of private individuals and
companies lobbying government for special privileges that guard them from competition or
reduce ability of their competitors to compete. Rent seekers are motivated by the ability to
earn more income than they would earn in a competitive market. It is likely that many
readers are thinking, this is not rent-seeking it is “business” or, even more likely, “smart
business”. This is a mis-interpretation.
Rent-seeking is often a highly profitable activity for the “rent-seeker”. It may also, on first
look, appear to be “productive”. Business is conducted, factors of production are brought
together, and things are “produced”. But this activity is not producing new wealth, it is
distributing wealth. In the short-term, rent-seeking transfers wealth. The rent-seeker captures
income from other members of the society who are producing new wealth. These productive
members of society must pay higher costs for inputs and are prevented from competing for
additional income. In the long-term, rent-seeking destroys wealth. By increasing the cost of
production of other firms, rent-seekers eventually reduce the competiveness and profitability
of these firms. The most productive firms leave the economy or produce far below their
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potential. Resources in the wider economy are also increasingly devoted to rent-seeking,
rather than to productive activities. Governments and public service institutions become
focused on providing and distributing rents, they stop focusing on measures that increase
the wealth of the country and the welfare of the people. Similarly, average people stop
focusing on productive activities such as education and personal endeavour, instead they
focus on gaining political favour and access to government largesse. The later situation
sounds very much like modern day Papua New Guinea. The reader can now complete their
initial impression, “rent-seeking is business, it’s business PNG style!” It is, of course, not
“business” at all, it is theft, and it is the antithesis of what we mean when we discuss
“productivity”.
Papua New Guinea as a country and a society is in some ways predisposed to rent-seeking.
Its major industries (minerals and agriculture) rely on the use of land. Its most profitable
industry, mineral and hydrocarbon resource extraction, is based on the logic of rents. The
decision to invest in a mine is based on an assessment of profitability over an assumed
range of future mineral prices. Profit here refers to normal profit – the risk adjusted
compensation that enterprise requires to bring together the other factors of production (see
Box 4.1 for an amplification of this very important concept). Where mineral resource prices
exceed this range of prices, as occurs in a commodity boom, there is rent, often
considerable rent. It is the prospect of this rent that encourages mineral exploration. Access
to the resource rents, therefore, is a key factor in mineral resource projects.
Because governments generally provide mineral resource access rights, they are pursued
by mineral exploration companies. Because landowners own rights over the land, they too
are pursued by and pursue governments and mineral extraction companies. Private sector
service

companies

pursue

the

mining

companies

and

land

speculators

(often

superannuation companies) bank land. Regardless, all parties pursue rents. They each try to
access incomes they have not earned – mineral resources are not “produced”, they are
“extracted”, the resource is an inherent capacity of the ground. This section has used the
example of the mining sector because it is readily comprehensible; nevertheless, it is the
state, not the mineral sector, which is the primary source of rents in modern day Papua New
Guinea. It is for this reason that politics has become such a competitive and lucrative
business.
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Box 4.1 ‒ Profit
Profit is the payment received by the enterprise factor of production. It is not an economic rent.
Entrepreneurs incur an opportunity cost when they invest time and resources into combining
factors of production. These resources could be used elsewhere and the entrepreneur needs an
incentive to be compensated for incurring this opportunity cost. Profit (often called “normal profit”) is
the compensation that entrepreneurs receive. Because all productive activities are uncertain – the
entrepreneur does not know whether they will succeed or fail – opportunity cost valuations are
made based on an assessment of the risk of different options. That is, the opportunity cost is
compared in risk-adjusted terms. In practice, this occurs through entrepreneurs comparing
opportunities to a lower-risk alternative. This benchmark enables them to measure different
opportunities in terms of their returns relative to risk. Risky opportunities require greater
compensation (greater profit) in order to justify their opportunity cost. This results in the rate of
“normal profit” varying over time and space – within and across industries and within and across
countries. The key point is that profit is a necessary compensation for entrepreneurs to combine
factors of production and the level of compensation they require is adjusted for the risk of the
venture – it is not fixed. For example, mineral and hydrocarbon developments in Papua New
Guinea are particularly risky ventures. Accordingly, mineral resource companies in Papua New
Guinea expect to receive high levels of profit in order to compensate them for the additional risk
they undertake. High levels of profit are not rents, they are compensation for the risk adjusted
opportunity cost of the investment. Based on similar reasoning, not all landowner claims for
compensation are claims for “rents”. Many landowners genuinely forfeit other income opportunities
or experience significant losses from mineral resource projects.
In brief, profits are “earned” income, while rents are “unearned” income. Government revenues are
largely unearned incomes. But, properly directed, these revenues provide the basis for the delivery
of public goods and services that are not otherwise delivered on a “for profit” basis, and for
building-up the infrastructural capacity of the economy. Where these purposes (public goods and
services and public infrastructure) are not understood or not undertaken, then government
revenues simply become the focus of people who seek “rents”, and where their redistributive
activity is dysfunctional for the economy and the society. Thus we say that the modern Papua New
Guinean political system is based on rent-seeking.

The modern Papua New Guinean political system is based on rent-seeking. Political
candidates generally have no policies. Political support is often provided in large blocks
(based on lineages) and is conditionally afforded to the representative who delivers (or
promises to deliver) the most rents to his supporters. If the rent is not delivered the support
is removed. In part this reflects traditional “big man” politics on a bigger and more grandiose
scale. Politics is a male dominated business. Gelu (2010:155), citing May (2003:157),
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records that at the 2002 election there were 2875 candidates, 41 of them were women. It
certainly involves status accumulation both to the individual and their lineage. Nevertheless,
the logic of the “big man” system was well understood by all the participants in the traditional
system. This is rarely the case in modern day Papua New Guinea, where electors do not
understand the governmental system. Lineage demands are often made with little thought
for the capacity of the politician to deliver on those demands – demands that often are
insatiable. Demands by electors and promised by candidates are certainly not made with
much thought for the wellbeing of the nation itself.
Politicians themselves are often increasingly less interested in the needs of their lineage
than they are in using their lineage to increase personal material wealth. Lineage grievances
over “just distribution” of national rents are used as a legitimate means for electioneering but
over time there is a lot more focus on personal greed than grievance. The correlation
between wealth and political office in Papua New Guinea is obvious. Members of parliament
have assets (both within and outside Papua New Guinea) that far exceed that of their
followers and that are substantially in excess of their salaries. Equally as obvious – so
obvious it is openly discussed in national papers – is the means by which this wealth is
accumulated: the abuse of the tender review process, the purchase of sub-standard goods
and services, the use of public money to buy private assets, the payment for services that
are never delivered, the appointment of collaborators to senior positions. All of these
practices are now commonplace in Papua New Guinea and extend to the highest offices in
the government.9 Less obvious are the effects that this behaviour has on the public sector
and the wider artifices of the state.
The modern democratic state contains rules regarding how power is attained and how it is
used (Collier 2007:44). These rules are both explicit (electoral processes and parliamentary
processes) and implicit (common understandings in the electorate of what is acceptable
electoral behaviour and what is not). Where there is dissonance between these implicit and
explicit rules the state is weakened. This occurs in Papua New Guinea where the explicit
rules of governance differ widely from the implicit rules of the village – in a village it is
perfectly logical that your votes are assigned as a block to someone in your lineage
regardless of the “one man/one vote secret ballot”. Nevertheless, this is not fatal to the state.
The state can continue to function if the explicit rules (the formal institutions) continue to
function effectively. In rentier states this does not occur because the rules regarding the use
The day-to-day goings-on of corruption In Papua New Guinea are well – if selectively – covered
daily by the Papua New Guinea Post-Courier. For those interested in a more refined overview, Ayius
and May (2007) provides a good compendium. For those interested in the intricate details, there are
many blogs and Facebook pages where writers and readers explain with great detail and candour
how the state of Papua New Guinea functions.
9
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of power are gradually abused and corrupted. Because these rules inhibit access to rents,
theyconsistently and purposefully undermined. Politicians and their supporters accept this
practice because they benefit from it. The results are perverse.
People are elected to government whose main purpose in office is to undermine and corrupt
state institutions. As one ex-parliamentarian explained it to us: the village realises that the
exercise is about theft, so they elect their most competent thief. Often the undermining is
subtle and it would appear as though the explicit institutions remain in place, ostensibly they
remain strong. But, in practice, the institutions are undermined and they are undermined
through the modern market state’s fundamental weakness: it needs people to run it. People
are appointed to the key positions that control power and access to rents. Once so
appointed, these people do not try to reaffirm the importance of the institution they lead
(although generally they do maintain the pretence of the role – often stridently). Instead, they
use the position for their own purposes, in Papua New Guinean parlance, wantokism runs
wild.
The term wantok is now used in circumstances far removed from ideas of providing support
to kin and friends for personal sustenance. It is now widely used to describe expectations of
favoured assistance at all levels of Papua New Guinean society. Wantoks are expected to
provide special assistance to “wantoks” in all aspects of business and government. It is
considered natural that parliamentarians provide especial benefits to people from their
province, that Ministers appoint “wantoks” to senior advisory roles, to senior public sector
roles. It is considered natural that police will not prosecute other police for blatant abuses of
power (because police see other police as “wantoks”). It is considered “good business” to
employ people who are related to senior ministers because such appointments result in
government contracts. It is considered right to let “wantoks” steal goods and services from
the shop in which one works. It is considered right to appoint ones “wantoks” to teaching
positions regardless of competency. It is, of course, not right, it is corruption and theft. In
most cases, the “wantoks” are not wantoks but partners in the most profitable business in
Papua New Guinea – crime.
Political office is now used as a means of gaining access to power, prestige and money. In
these contexts there is intense competition for ministerial positions because ministers control
budgets. They also have significant influence over departmental appointments and are able
to appoint allies (business associates) into senior departmental positions. Senior positions
are used to pursue personal agendas (generally of personal wealth creation through
transfer). Budget allocations are distorted from productive purposes to purposes that provide
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the best opportunity for embezzlement. Batten and Duncan (2010:34) identify that in real
terms government expenditure in health and infrastructure remained constant from 19752006. In contrast, growth in the “other” budget expenditure category grew over time.
Government plans are orchestrated not so much with the expectation that the plan will be
enacted but for the sake of its “Grandness”; status is gained from association with “Grand
ideas”. That the idea is not implementable or requires such largesse of the state that it is
undeliverable is not a major concern. The plan must be grand, it must capture the public
attention and it must afford an opportunity for personal wealth creation.
Often this occurs through ministers focusing on everything but the “Grand plan”. The grand
plan may dominate their public appearances but the majority of their personal effort (paid for
on public time) is devoted to the creation and maintenance of their personal wealth and
power. Grand plans disguise real agendas. Ministerial positions are appointed through the
process of coalition negotiation. This encourages the break-up of political alliances because
smaller negotiating groups can gain greater leverage and, through greater leverage, greater
rents. Coalitions form and reform consistently because all parties wish to increase their
negotiating position. The result is a constant shifting of ministers, policies and senior
members of departments. May (2009:3) records that over the period 1997-2002 the
Department of Defence had seven ministers and seven departmental secretaries.10
This shifting of ministers and departmental secretaries results in inconsistent direction. It
also greatly removes personal accountability and incentive. It is not hard to imagine a public
servant feeling that his or her efforts are wasted or better off used in pursuing his or her own
ends. Many do. Historically, this has occurred through corruption of the tendering process
and the land application process. More worryingly, it is increasingly occurring through the
solicitation of low-level bribes. ADB (2014:18) records low-level bribery becoming more
common in public interactions than it was in the year 2000. Other public servants avoid the
situation altogether by quitting or by simply diminishing their efforts. There are many
competent, often older, members of the public service who have decided to quietly wait out
their time to retirement. The result is a hollowing out of the public service and a predilection
for rent collection rather than service delivery.
Foreign aid is incorporated into this rent-seeking state. Often lured by the “Grand plan”,
foreign rents have been diverted to funding fundamental state services, freeing up state
Ironically, the Australian Department of Defence is not too far behind this feat. Since 2009 the
Department has had five ministers and three secretaries. Dysfunction, as well as rent-seeking, is not
limited to Papua New Guinea.
10
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revenue for personal use. Batten (2010:85, 98) observes that over the period 2003 to 2008
donor aid exceeded government financing for health, education and law and justice by a
factor of at least 4:1. In addition to encouraging the diversion of resources to corrupt
purposes, May (2009:6) observes that aid assistance has further destabilising effects on
public sector service delivery. Foreign aid consultants tend to dominate planning processes,
to disempower local staff and to distract the attention of senior public servants. Moreover,
they encourage the under-resourcing of department policy and analytical resources. This
process is supported by international consultants who are generally not at all fooled by the
“Grand plan” but who earn their rents by writing it. None of this serves to downplay the
potential usefulness of foreign aid. It is to say that Papua New Guinea is a rentier state, and
aid must be applied in a fashion that understands the implications of that statement.
The process outlined above can continue for some time prior to people noticing its effects.
Small transfers of wealth are gradual and often have little influence on society; nevertheless,
over an expanse of time, the changes become noticeable: the society is noticeably poorer,
standards have noticeably declined. The rentiers become rapacious. Key institutions of the
state are openly manipulated often with an air of legality because the people enacting and
enforcing the laws are themselves corrupt. Less obvious is the decline in the general level
of morality in the society. Morality is an essential institution for markets to function (see
Platteau 1994a, 1994b, Schultz 2001). It is vital to the running a modern market economy.
When the general level of morality declines in society, society declines. Papua New Guinea
has reached that point. The rentier state has resulted in a gradual incapacitation of the public
sector in Papua New Guinea – it can no longer reproduce the performance of previous years
(Turner and Kavanamur 2009). It has also reduced the general capacity of the society. The
two declines are intertwined and feed on each other. The decline of Papua New Guinea
Defence Force (PNGDF) is a depressing case study.
General Sir John Hackett (1983:158) observed that:
What a society gets in its armed services is exactly what it asks for, no more, no less. What it
asks for tends to be a reflection of what it is. When a country looks at its fighting forces it is
looking in a mirror; the mirror is a true one and the face it sees will be its own.

What one sees in the PNGDF is disturbing. At the time of independence, the PNGDF was a
functioning albeit small professional military force. Barracks and military equipment were
maintained, soldiers were paid and, most importantly, allegiance to the military chain-ofcommand was accepted and enforced. Since that time all of these starting conditions have
eroded. PNGDF barracks are dilapidated. Soldiers and officers are regularly paid late or not
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paid in full. Soldier and Officer housing is defunct. Training has dilapidated, the excuse is
that the majority of the budget is spent on pay. The chain-of-command is no longer the
primary allegiance and is weekly accepted. Regular public brawls and armed standoffs occur
between the military and the police force. In 2014 it was revealed that the Commander of the
Defence Force had allegedly embezzled funds allocated to soldiers and officers. There was
no public outcry. He remains in his job.11 During the research period, one of the principal
researchers visited Murray Barracks and met with a friend who is now a relatively senior
officer in the PNGDF. This officer revealed increasing fractioning of the PNGDF (along
regional lines), growing disillusion in the officer corps and the need to pay soldiers additional
money to get them to enact orders. That the decline of the PNGDF has not resulted in
greater social turmoil is a blessing for which Papua New Guineans should be grateful (see
May 2014). It is telling that the PNGDF still functions because Papua New Guinea is a weak
state, it is not a failed state. There generally are no such things as failed states in rentier
societies – in killing the state you kill the “golden goose”. The true rentier focuses on
weakening the state, not eradicating it. There has been much weakening of the public sector
since 1975.
The current staff of the public service may have more “qualifications” than their
predecessors, they may earn more and they may have more important job titles, but they
cannot “produce” as much. By produce we mean public sector “capability”, not private status
and fortunes. Quite often the Papua New Guinean bureaucracy does not get to the develop
stage of the capability formula (develop and then maintain and sustain). The task of planning
policy implications and expending the money allocated to the policy proves too much (see
Batten 2010, May 2009). This undoubtedly reflects the “Grand Plan” approach that leaves
basic concepts such as costing and scheduling to someone else. Nevertheless, it also
reflects the hollowing out of the bureaucracy and the failure to develop basic skills and
understandings. These absent skills are often formulaic – for example, basic project
management skills are almost non-existent across the public sector workforce. The
explanation is also social. The members of the public service do not understand or have
limited exposure to the underlying institutions that they are trying to reproduce in the modern
market state. It does not make sense to them. Those to which the institutions do make sense
can rarely make a difference because the vast majority of the people they work with do not
comprehend.

See Papua New Guinea Post-Courier (2014:7) “PNGDF: Misuse claims already with police”,
Papua New Guinea Post – Courier, Port Moresby, 14 Feb 2014.
11
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This decline has been gradual since 1975 but it has been consistent. May (2009:7) quotes
Ballard (1981) as arguing that in the year 1980 the Papua New Guinean state’s “penetration
of society was limited”. It has decreased since that time. The mainly Australian expatriate
workforce that remained in the Papua New Guinean public service post-1975 has largely left
or remains a tiny percentage of the workforce. Of the current generation that works in the
public service, only the oldest remember the pre-independence period. Almost invariably this
group will openly make comment that they preferred the period of Australian administration
and would like Australians to play a more prominent role in the Papua New Guinean state.
This is not restricted to the public service, it is a common feeling throughout Papua New
Guinea. These perceptions often reflect “cargoistic” thinking – things will be better because
the Australians know how to make them better, their mere presence will improve our lot. But
the direction of causality is misinterpreted. Australians, and expatriates as a group, do not
know how to make things better because they have inherently greater capacity or have a
magic formula. They know how to make things “better” because what they are making is
what they know and is largely all they have ever known – it is their culture. Such a culture
can’t be learnt by watching television or reading text books. It has to be learnt by exposure,
prolonged exposure over time.
The vast majority of Papua New Guineans in the public service can only ever have
experienced a malfunctioning state and a deficient public sector. Those under forty (we
would like to provide statistics but the Department of Public Management electronic records
on age estimations are corroded) can only ever have experienced a corrupt state. A state
where rent-seeking rules, personal whim and cronyism dominate. Their education of the
modern market state is deficient formally (the education system is simply worse than before)
and informally – they have had no personal or prolonged exposure to functioning state
institutions. This is the underlying cause of the public sector’s inability to produce capability.
The public sector is simply reproducing weaker and weaker versions of itself. They also have
little personal incentive to make things better. Despite there being admirable examples of
public servants who go against the tide, the majority accept that rent-seeking is the dominant
culture. In such circumstances, there are few incentives to build and reinforce restraints to
power. As Collier (2007:51) notes: “restraints are a public good that are in nobody’s
particular interest to supply”.
The solution to this problem is to rebuild these institutions – starting with implicit and explicit
constraints to power. We are not suggesting re-colonisation by Australia, although the
rebuilding must involve much greater and prolonged in-person detachments of people who
have inherent exposure to modern market societies. For those who think this is fanciful, we
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suggest they look at the figures for foreign visas in the country. They are almost invariably
dominated by management positions. The private sector, motivated by profit, has kept
human resources that can produce and re-produce capability. For those who think that
probity constraints are unnecessary, look at the major building sites in Papua New Guinea
and the multitude of unregulated businesses establishing themselves across Papua New
Guinea’s urban and rural regions: simple observation shows that there is re-colonisation
occurring in Papua New Guinea, it is simply not Australian, and it is only superficially
modern-market.
We began this section with offhand criticism of the “Grand Plan” design of economic
development in Papua New Guinea. Our criticism is not so much of the “grandness”,
although plans that are simply too “grand” are doomed to fail. It is that the plans are simply
unsuited to the capacities and realities of the Papua New Guinean state. Grand designs are
achievable in Papua New Guinea so long as they are well planned, costed, resourced,
executed and incentivised. The delivery of the ExxonMobil led Liquefied Natural Gas (LNG)
project is testament to that fact. But what Papua New Guinea should really see in that
project is not the construction of a gas extraction system but the result of an astounding
capability. It is the ability to see this capability as the main benefit of the project – and not the
rents – that will determine the future success of Papua New Guinea. Enterprise’s demand for
labour will simply track whichever choice Papua New Guinea makes. Where the apparatus
of the state makes perverse choices, there will be perverse outcomes for labour resource
development and utilisation in Papua New Guinea.

Summary
This chapter has mapped out the basic factors that affect the demand for labour and the
constraints to labour demand in Papua New Guinea. Because labour demand is a derived
demand from enterprise, much of the chapter examined constraints to enterprise in Papua
New Guinea. These factors act as constraints on labour demand. The factors identified in
the chapter are not new. A quick look at the dating of the references indicates that they have
been identified for at least twenty years. During this elapsed time the issues have not been
addressed and, if anything, have worsened. The failure to address these issues ties back to
the core message of this work – Papua New Guinea has experienced a prolonged period of
institutional decline. This is most evident in its government institutions and the corruption of
the political system for the pursuit of personal gain and personal rivalries. The problem is at
its root a human problem, it requires purposeful human action and choices to address these
failings. The next chapter begins to address these issues.
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5 - The culture of statistics and
purposeful change
This chapter argues for the importance of collecting data and generating statistics to support
decision making in Papua New Guinea. It examines the current status of the public sector’s
severely depleted statistical capability and proposes reasons for this depletion. The principal
reason we propose is that the culture of statistics is weak or non-existent in Papua New
Guinea. By culture of statistics we do not mean the mechanics of collecting, analysing and
presenting statistics but the underlying connections that provide purpose to these actions.
We argue that unless this cultural gap is addressed, the statistical capability in Papua New
Guinea will remain weak. The chapter addresses two key questions:


What is a culture of statistics?



How can the public statistics capability in Papua New Guinea be re-built?

The culture of statistics and purposeful change
This study could well begin by jumping straight to the terminology of the labour market. The
assumption would be that once clearly presented it would simply be enacted: the assumption
is there is a confusion of terminology. Our research has very clearly identified to us that this
is not the case. The confusion is not one of terminology, it is of purpose – the generators and
users of statistical products in Papua New Guinea do not see the purpose of what they are
generating/ reading. The resulting lack of interest, resourcing and momentum are mere
symptoms of this problem.
The preface of McGavin’s first monograph, The Labour Market in Papua New Guinea: a
survey and analysis (1986), ends with the words:
The first thing to note in any analysis of labour activity in Papua New Guinea is the
parlous state of statistical information.
Similar sentiments have been echoed in nearly every account of the labour market (McGavin
(1991, 2001), Levantis (2000), Booth (2009), ILO (2008) and policy areas in general (see
Batten and Duncan (2010:26), Hughes (2003), Howes et al (2014)). The sentiments reflect a
lament for a lack of statistical products. We have found that this lament is misdirected.
There is now a sizeable literature on the labour market in Papua New Guinea, the problem is
not one of volume it is of the quality and depth of available statistics.

The culture of statistics and purposeful change │73
Papua New Guinea has a dearth of statistics that are explainable, traceable and
reproducible. The statistics that are available are generally small scale studies (see McGavin
(1986, 1991, 2001), Levantis (2000)) or re-hashes of census reports (see Booth (2009)).
Depth is also an issue. A number of studies investigate wage levels in formal employment
but few investigate the informal sector, almost none investigate the rural populations where
the vast majority of the population live. Much of the data, particularly that relating to the rural
sector, is dated. It is very common to read studies using data collected prior to 1995, many
still use data collected prior to 1975. There is very little capacity to examine household
income relative to expenditure. The 2009/10 World Bank Household Income and
Expenditure Study (HIES) and the 1985/90 Urban Household Survey (UHS) are exceptions
but these data sets remain largely inaccessible to policy makers and commentators (the
reasons for this are examined later). Aside from census periods, there is very limited data on
unemployment or underemployment.
Changes in formal wage employment are monitored through the Bank of Papua New
Guinea’s (BPNG) employment index or as part of the census. Nevertheless, census data is
presented (at best) at 10 year intervals and the BPNG index relies on significant
extrapolation. For example, the BPNG index covers 394 businesses but the Investment
Promotion Authority records 22,227 new businesses being registered in 2012 alone. Of
these the Internal Revenue Commission’s 2012 report records 1,760 new company
taxpayers in the 2012 year.1 Given such divergence, the BPNG index can only be broadly
right. Data sets are also largely uncollated. It takes considerable effort to find them and often
it relies on access to personal libraries. The result is a collection of works that are difficult to
compare, inconsistent and largely unverifiable. They are more like data points, than points of
reference.
The key organisational reason for such inconsistency is the failure of the National Statistical
Office (NSO) to generate, keep and maintain statistical products. Without these authoritative
reference points it is very difficult to compare studies – there is no clear baseline. As of
writing, the 2011 Census labour force summary results have only just been officially
published (~ four years since the Census was conducted). The official business registrar is
at least a decade old (the NSO is valiantly trying to update it) and the last business census
was conducted in 2001. This is concerning because the business census collects GDP
output data. It is not clear how data was gathered for 2001-2006 but GDP data is presented
in the statistical tables for the period of the BPNG Quarterly Economic Bulletin. It has not
Source: Investment Promotion Authority figures are taken from data sourced for this study in 2014.
Internal Revenue Commission figures are taken from the 2012 Annual Report (IRC 2013:33).
1
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been presented since that time, because the NSO has not subsequently formally published
GDP data.
Lacking NSO data, since 2002 the Department of Treasury has been generating its own
annual estimates of changes in GDP. The department would not explain the methods used
to generate its estimates but they are likely to involve large extrapolations. The BPNG also
continues to collect output data (which it shares with Treasury) but its sample size is 88
companies – again there must be significant extrapolations. Given that the Papua New
Guinean formal economy is dominated by a small number of large firms, these
extrapolations may be accurate but they can hardly provide nuance regarding the economy.
This applies especially to the subsistence sector, the output of which (termed non-market in
official records) cannot have been formally measured in decades but is continually presented
in each estimate.
A similar story is found in the measurement of inflation. Until 2014, the consumption basket
used to calculate the Consumer Price Index had not been updated since 1970. The basket
remains based on an urban sample and data are not collected for rural areas. IMF (2014:10)
outlines similar problems with the Government’s finance statistics that have not been
reported to the IMF since 2002.2 The same report records that during 2007-2014, the IMF
conducted at least 8 separate trips to provide statistical related advice, training and follow-up
to parts of the Papua New Guinean public sector (IMF 2014:10). Despite the undoubted
problems with the national accounts, the estimates are duly published annually by Treasury
and international development agencies and financiers. For all bureaucratic purposes,
progress is presented as being “measured”.
The 2001 Business Census doubled as an employment census in the formal sector. Prior to
that an employment census was conducted in 1988 but the actual data may have been
collected in 1985-86. Although there may have been other work in-between, it is very hard to
know because the record keeping at the NSO is poor, almost non-existent. It is extremely
difficult to find copies of previous publications. Very few publications have been digitised and
hardcopy publications have either been sold or given away. NSO staffers will generously
offer personal copies of reports but this is part of the problem. Census reports are also hard
to find in many other libraries in Papua New Guinea, theft of the reports is a major problem.

The IMF 2014 Report goes into some detail regarding the problems with the national accounts and
government financial statistics. The main table is on page 10.
2
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There is little institutional memory. Staff members cannot explain how key data sources were
collected, stored or analysed. They generally cannot explain why statistical products have
not been updated, except to say “there are not enough resources”.
The quality and rigour of census reports have been declining since 1980 (see NSO 1994 for
an excellent overview of the decline). Census outputs are now often sequences of tables
with little explanation of data. For example, the 2000 Census Report on Chimbu province is
81 pages in length (NSO 2002), the 1990 Census Report on Morobe Province is 343 pages.
Unfortunately, we were unable to access documents that enabled comparison of the same
province over time. Nevertheless, the key story is this: the two reports may have been
written by the same office, they are otherwise incomparable. Consistent overview statistics,
national and by province – the most important data for macro-analysis – are not available,
and it is laborious to attempt to construct these from voluminous provincial reports (where,
further, some provinces may be missing). The 1994 Census Report clearly explains
definitions, links to previous censuses and provides comparative perspective. The 2000
Report provides little or no analysis. In part this reflects a lack of technical training and
access to relevant statistical software. The delay in the 2011 Census Report was explained
by the need to wait for a foreign consultant to return so that he/she could analyse the
collected data. The NSO staff did not know how to use the relevant statistical software. A
similar explanation was provided for why there were no narrative summary reports for the
2009/10 HIES. Software is but one symptom of a wider decline in the NSO’s capability.
Aside from the very new 4WD vehicles that adorn the entrance to the NSO, the remainder of
the building appears to be in a severe state of decline. Many statisticians appear to have
little to no formal statistical training. During our visits it was common to see workplaces with
cut telephone cables and workstations with no electrical supply. Over the space of a year,
the official e-mail server appeared not to function and access to file servers was often
intermittent. The result was that people work on personal laptops (if they have them) and
almost entirely use personal e-mail addresses.
There are valiant members of staff who work tirelessly – we want to make that very clear –
but not everyone is working tirelessly. Office doors are labelled with self-made posters:
“Please do not sleep in here overnight”. Requests for assistance with data access are very
slowly actioned and access seems to be provided on the basis of personal relationships than
as part of a defined process. For example, despite frequent requests for preliminary data
from the 2011 Census – including to the level of National Statistician – we were unable
officially to gain any data for this report. In contrast, different researchers were provided
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compiled and tabularised employment data for formal employment in 2014 – data that is still
yet to be formally released mid-2015. The process is personal and, therefore, is prone to the
vagaries of people. Similar problems are found across the Papua New Guinean
bureaucracy.

The need to share
There is a wealth of data collected by various public and private organisations in Papua New
Guinea. The problem is a lack of sharing. Key organisations that collect data relevant to this
study include the NSO, the BPNG, the Internal Revenue Commission, the Department of
Labour and Industrial Relations, the Papua New Guinea Immigration and Citizenship Service
Authority, the Department of Education, the Office of Higher Education, the Department of
Personnel Management and the major superannuation funds. At the beginning of our
research in 2013, it was obvious that these various institutions did not share data or even
cross-check data with one another. Key reasons for this include: the fiefdom nature of each
department/agency; unhealthy rules (inherited from the Australian period) that forbid
information sharing between departments (specifically the IRC); and a lack of an effective
government wide intranet. In 2014 there was an increasing effort to exchange data between
departments, but as of April 2015 it seems to have dissipated.
In defence of the NSO, the collection of data in Papua New Guinea is not easy. It is a very
large country (the 55th largest in the world),3 with very poor transport infrastructure, high
levels of crime and there are significant variations across the population in terms of literacy,
economic and social conditions. This makes data collection time-consuming, expensive and
the analysis of results extremely tedious. Correct data collection and data coding also
require keen and consistent interpretive skills that are lacking. There are often significant
irregularities of data that require cross-checking but the ability to check is difficult. The
interest in quality statistics in the wider population (formal and informal sectors) is low.
Resources are poorly applied to capability. We use the term “applied” here because whilst
the budget papers appear to provide resources to the NSO (averaging Kina 6 million over
the 2013- 2014 period); it is not clear these resources ever reach the NSO. Every member of
the office questioned about why things do not occur responded “there is no funding”. The
physical state of the NSO main office would appear to support this statement.

3

Source: Wikipedia: List of countries and dependencies by area, accessed 25 February 2015,
http://en.wikipedia.org/wiki/List_of_countries_and_dependencies_by_area.
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Building better understandings and creating a statistical capability
Numerous external agencies have identified the need for improved quality and regularity of
statistics provision in Papua New Guinea. In addition to the IMF’s pressuring, both the
Australia Government and the International Labour Organisation have recognised the need
for better statistics. Neither appear to have made much headway. The Priority Outcome 5 of
the 2008 Australian Government/ Papua New Guinean “Partnership for Development” reads
as follows:

Priority outcome 5: Development policy and program formulation based on sound statistics and
performance reporting4
The Partnership will launch a new approach to providing sound development data, based on the preparation of
a national statistics roadmap, towards the targets of:


Household economic and social/demographic surveys completed every five years



A national census completed in 2010 and reported in 2011



Papua New Guinea Government agencies regularly collecting, analysing and publishing key
development data in a consistent and coordinated manner.

The ILO (2008:30) had similar ambitions for improving labour market statistics through
capacity building, especially though enhancement of the Department of Labour and
Industrial Relations “Labour Market Information System (LMIS)”. The majority of these
priority outcomes have not been achieved. As of March 2015, the 2011 Census remains
unreleased, agencies do not appear any better to share information (albeit there are
movements), the LMIS remains a work in progress, there are no releasable statistics. A
household income and expenditure survey was conducted in 2009/10, but it is not clear
whether one will be conducted in 2015. We do not raise these issues to lampoon the ideas
and goals, there is a drastic need for better and more regular collection of statistical data in
Papua New Guinea. We raise them to show that there is more to the problem than simply
producing more “product”. Unless reforms focus on the re-building of the fundamental
capability they will fail. The first step in capability building is to develop common institutional
understandings of the role and purpose that statistics play in a modern market society.
The importance of accurate, reliable and timely data
The section heading is borrowed from a paper by Eslake (2006) who argues:
Australian and Papua New Guinean Governments (2008) Partnership for development between the
Australian Government and the Government of Papua New Guinea, p. 10, accessed 28 February
2014, http://www.dfat.gov.au/about-us/publications/Documents/png-partnership08.pdf.
4

Grappling afresh with labour resource challenges in PNG │78

Accurate, reliable and timely information is vital to effective decision-making in almost every
aspect of human endeavour, whether it be undertaken by individuals, community
organizations, businesses or governments. It is an essential component of any effort to
persuade individuals, businesses or governments to make different decisions from the ones
which they might make in the absence of particular pieces of information. And it is an integral
part of any attempt to hold those who make decisions accountable for the consequences of
the decisions which they make.
In the absence of accurate, reliable and timely information, people and organisations will
make bad decisions; they will be unable to help or persuade others to make better decisions;
and no-one will be able to ascertain whether the decisions made by particular individuals or
organizations were the best ones that could have been made at the time. In short, information
is a source of influence and power (Eslake (2006:1)).

These understandings are not widely shared in Papua New Guinea. Our research indicates
that the successful businesses in the private sector understand it very clearly, records are
kept, production is measured and processes are refined. There are also clearly those in the
public sector and research institutions who understand the necessity for accurate and
reliable data (see Sembajwe 2010). Nevertheless, the connection is not made in the vast
majority of the public sector and the wider community. Yes, data are collected and presented
in large volumes; but, this is often just a repetitive, mimicking process. The purpose of
collecting the data, the generation of statistics from the data and the analysis of the data
seems largely hidden. This can be seen in the fact that the majority of government reports
are just large sequences of tables, there is no text to explain the tables, how they relate to
each other, how they relate to past data and expected reasons for changes or discrepancies.
The data is just created and the report is filed.
In some ways this reflects underdeveloped numerical and analytical capacities. There is a
widespread lack of numeracy in Papua New Guinea. It is not the consequence of a lack of
talent (Papua New Guinea has a wealth of competent people) it mostly reflects low
standards of education and a village society that works on approximate rather than exact
figures and quantities. Bonney, Worinu and Muscat (2012:21) provide a perfect example in
the marketing of fresh garden produce:
Collectors and retail market “middlemen” purchase produce “by the bag” in the ubiquitous
white “poly bag” which is regarded as weighing 50 kg but according to an FPDA survey in
POM, they actually average 83kg…Thus farmers are actually getting a much lower price than
if they sold by weight.
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It may also, in part, represent Elsake’s last statement: “In short, information is a source of
influence and power”. Or more pertinently, a threat to power. Curtin (2009:358) records
political interference in the management of the CPI in the mid-1990s in order to make it look
more moderate than it was. Papua New Guinea politicians have significant motivation to
avoid the generation of accurate, reliable and timely statistics. Much of day-to-day politicking
in Papua New Guinea relies on guile and wits. Statistics tend to reduce the ability to succeed
through deceit. They also reduce the ability to obfuscate aid donors and international
financiers. Finally, well-kept records and statistics enable people to identify irregularities and
gaps. Rent-seeking projects become more readily identified.
Nevertheless, it would appear that the predominant reason for the low priority afforded to
statistics is simply the lack of a connection that statistics have a purpose beyond being
created. The logic underlying data collection and analysis is scientific: it is about linking
causes to effects and analysing these changes over time. Cause and effect thinking is rare
in Papua New Guinea’s public sector. It may be superficially evident in “Grand Plans” and
consistent calls for departmental renewal. But these claims are often heavily influenced by
external consultants or reflect similar products produced by other national governments.
They are not incorporated into a public sector capability that implicitly understands them or
can enact them. Instead they often enter into a ritualised cycle of “going through observed
motions” that in and of themselves are expected to bring the desired outcome. They are, to
many extents, modern “cargo” (see Box 5.1 for an explanation of this term).
National statistics are designed to measure the performance of modern market societies
relevant to a previous time period. They are about measuring change and the purpose of the
measurement is to see if the change has brought improvement. In essence, they are the
means by which productivity is measured. Where the understanding of the modern market
state and the manner by which it is built and sustained is strong, data and statistics make
sense. Where understanding of the modern market state is weak, the collection of data and
the generation and analysis of statistics becomes a burden and its purpose not functionally
understood.
This lack of understanding about the reason for collecting statistics and the role statistics
play in measuring performance explains a lot of the problems with data collection in Papua
New Guinea. It explains why data collection occurs at such irregular periods, why it takes
three years to turn census data into released products, why collected data often contain
blatant irregularities. The reader may object and say, surely resourcing has a lot to do with it.
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Of course it does but resourcing reflects priorities and workplace endeavour reflects
purpose. The low priority afforded to statistics is a reflection of an underlying cultural gap.
This gap must be bridged if the statistical capability of the NSO is to be rebuilt.

Box 5.1 ‒ “Cargo” and cargo cults
Where there is a fundamental failure in linkage between practice and concept, the phenomenon of
“cargo cultism” occurs. Spectacular examples of cargo cultism have been the construction of bush
airstrips or coastal wharves and the performance of rituals with the expected arrival of aeroplanes
or ships laden with the desired products of modern economy cultures. Cargo cultism reveals a
failure to comprehend the incremental value-adding activities of the production systems that
generate the goods and services of modern market cultures, and to link these incremental valueadding activities with access to modern market products. The title of Lawrence (1964), Road
belong cargo (a classic anthropological study on cargo cultism in Papua New Guinea), remains
suggestive for the response to this problem. For access to “cargo” involves a “road” for product
delivery. But, adequately understood, the “road” is not simply a matter of distribution (such as
getting the products to the market or to the persons who want them – the equivalent of building an
airstrip or a wharf to receive “cargo”). Rather, access to “cargo” is firstly a matter of production
(that is, understanding and implementing the input-output relationships that generate the desired
products). In modern Papua New Guinea the “road to cargo” has literal and metaphorical
interpretations. For a very small elite, the going through the motions of maintaining a modern
market state is a real “road to cargo” – it provides the rentiers access to rent. For the vast majority,
“grand plans” remain more metaphorical. Cargoism, of course, is not unique to Papua New Guinea.
One need only look at the litany of “grand plans” in modern market societies to understand that it is
very easy for people to become detached from the underlying production process. For example,
links between desired ends and the means of achieving those ends are very weak in modern
political discourse in Australia.

Statistics and decision making and productive public policy
Decision making involves comparison and choice between competing alternatives. The
process of identifying and analysing different options involves the collection of data and the
analysis of statistics from that data. Data is the source of the information that we use to
make better, more productive decisions. The decisions are purposeful, they are made with a
definite purpose in mind, such as: I want to improve this or I want to decrease that. Similar
processes occur daily in rural village gardens throughout Papua New Guinea. What crops
should I grow and how can I make them grow more effectively? How I can increase the
output from my land and labour inputs? The same logic applies to public policy decision
making but the products produced are often intangible: more and better quality healthcare,
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more and better quality education, more and better quality transport infrastructure. We use
the combination of more and better quality because we are interested in overall productivity.
It is pointless to plant more and more kau kau cuttings in the same garden bed if each new
planting reduces the growing capacity of the last. In a similar fashion, it is pointless to simply
spend more on education or health or to send more people to school if that process does not
actually increase both the size and the quality of health or human capital in the country.
Because public sector products are often intangible and are produced at a large scale,
decision making needs to occur in a controlled fashion. This manner of control can be
stylised to consist of the following steps:


Clearly define the problem that needs to be addressed.



Determine what information is needed to assist with better defining the problem and
making choices about options to solve the problem.



Develop a “baseline” of the current situation, generally in relation to performance.
The baseline is used as the point of reference for measuring change.



Collect data, produce statistics, use the analysis of the statistics to make an informed
choice.



Implement the choice and measure the change relative to the baseline.



Continue this iterative process.

Data, statistics and analysis play a role in every aspect of the decision making process. They
are fundamental inputs into the decision process and, most importantly, they are used to
measure the outcome of the decision.
To be useful for decision making, data need to be more than accurate, reliable and timely.
They must be collected regularly and in a rigorous and unbiased fashion that enables
comparisons over time. Again we return to Eslake (2006:3):
There is no point in collecting data and publishing data if it is open to suggestions of being
derived from samples which are too small, or using processes which have been queried or
discredited, so that subsequent argument revolves around the integrity of the data itself rather
than the problem which it is intended to enumerate.

Often data in Papua New Guinea are not collected in a rigorous or regular fashion. It is
extremely common for people to read statistical products in Papua New Guinea and have
serious doubts about the original data and analysis. In many ways this represents Papua
New Guinea’s pluralism and the difficulty of framing questions to cover this pluralism.
Questions framed for a particular section of the plurality can be incredibly misinterpreted by
another. Our data certainly has irregularities that we find very hard to explain except by
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misinterpretation. We also found it very instructive achieving translation of our informal
survey instrument into Tok Pisin, as it became clear that our research assistants did not
understand the concepts, and, when understood, the concepts were difficult to translate into
a non-conceptual language.
Suspicions also arise from the large intervals between periods of data collection. Because
there is no regular flow of data, new data sets look very different from the last. Data collected
at regular intervals, even if of lower standard or of less breadth, is generally preferred. To
these issues we need to add lax data collection processes. There would be few researchers
in Papua New Guinea who have not encountered research assistants who did not collect
data as trained (and re-trained). These lax standards represent the research assistants’ illdiscipline and lack of comprehension of the purpose of data and their wider lack of a
conceptual education.
To Eslake’s general points we can add that there is no point storing and presenting collected
data in a fashion that is unusable by the majority of its intended users. The HIES 2009/10 is
a case in point. The survey data set contains a wealth of data relating to households,
incomes and employment. It records data for over 4000 households and 20,000 people
(12,000 in the labour force). It should be a national asset. In practice it has hardly been used
to produce any analysis. The NSO has produced a booklet (of tables) and Gibson (one of
the people conducting the study) has produced a paper on employment in the NCD (Gisbon
2013). But otherwise its use is limited. When we asked the NSO why this was, they
explained that they did not have the special software required to access the data and, even if
they did, they did not know how to use the software. Other departments faced the same
problem. As such, the data remains unused by the main public sector organisations in the
country. Even the World Bank mission in Papua New Guinea admitted to not using the
dataset – a data set for which they contributed funding. A similar reasoning was provided:
“We are no longer familiar with the statistical software and it would take us a long time to refamiliarise ourselves”.

The importance of labour market data – particularly wage data
Of all the labour force data, Papua New Guinea appears to be least interested in wage and
income data. It is not clear why. There are a number of potential reasons, but three stand
out:
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First, many businesses enjoy some sort of market control and/ or are able to earn
beyond normal profits.5 This enables them to pass on wage costs to consumers and
to pay wages above the minimum wage. Our research findings would tend to suggest
that, with the exception of the agriculture sector, this statement has general validity.



Secondly, in keeping with the paradox of plenty theory, the government has
historically earned a great deal of its revenue from mineral, forestry and agriculture
rents. This provides less incentive for the government to worry about personal
income tax revenue that would accrue from income and wages growth. The national
Budget would indicate that this is not the case in Papua New Guinea, as personal
income tax makes up 30% of all government revenues.



Finally, economic planning and management is not constructed and conducted in an
integrated fashion. Wage data are not recognised as a key indicator of growth in the
economy, or as a cross-reference for determining the validity of other output
measures. Our research would indicate few policy makers use wage data in their
work, but this could simply be because it is so limited. As we shall later argue, the
whole apparatus of the Minimum Wage Board is mis-constructed and bears no
apparent relationship to empirical exigencies.

Ultimately, we remain unsure of the reason(s) for the lack of interest in wages and incomes
data. Nevertheless, because we feel understanding is a central part of the problem, we put
forward the following reasons as to why it is very useful to collect accurate, reliable and
timely labour force data:


to assist with minimum wage determinations;



to review the effects of minimum wage decisions;



to assist with setting personal income tax rates;



to examine changes in national productivity over time (this will be expanded on in the
next chapter);



to identify changes in labour productivity;



to assist in identifying market signals for skills shortages in the economy and needs
for addressing these skills shortages;



to assist private marketing professionals to determine niches within the economy;



to assist human resource managers to determine if they are offering competitive
compensation packages;

Returns to entrepreneurs or to capital that are above-normal profits are sometimes called “economic
profit”. It is probably less confusing to call them “economic rents” to entrepreneurs or to capital.
5
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to determine returns on investments in education and training;



to provide information to people seeking to change jobs or to select a career;



to identify skill shortages within the economy;



to determine impacts of legislative changes to leave, superannuation and long
service leave provisions;



to cross-check other economic data and identify irregularities; and



to examine changes in household income (wage earnings are the largest source of
income for urban households).

This list could be extended but the key points are that the data are collected for multiple
purposes and, for this reason, are collected with “purpose”. It is also important to recognise
that the data are interrelated. Wages do not sit by themselves just as employment does not
sit by itself. They are related to the general level of activity in the economy and the overall
level of labour supply and demand. Economies and societies are evolving dynamic systems.
By examining interrelationships between data, analysts are able to make assessments of
what is occurring in the economy and the society. It is through this analysis that the need for
change is identified and, thereafter, measured. The change is purposeful and its intended
purpose is incremental improvement of society’s welfare – it is productive.

Building an effective statistical capability in Papua New Guinea
Papua New Guinea needs to re-build its formal statistical capability. It needs to be able to
develop and maintain the capacity to produce statistics that are relevant to its policy needs
(in terms of timeliness, quality and composition) and that enable international comparison
and review. Productivity changes need to be compared with changes that occur in countries
against which Papua New Guinea competes for investment and market share. International
aid donors and creditors also need to be able to compare performance in Papua New
Guinea with other countries. These needs are not, of course, limited to the public sector.
Many businesses in the formal and informal sector could benefit from more effective use of
data and statistical analysis. The most effective informal businesses we encountered in the
study were those that were concerned with measuring change.
Rebuilding of capability needs to extend beyond increasing the annual NSO budget
allocation and having expert teams from the IMF or the Australian Bureaus of Statistics
(ABS) provide workshops. It needs to be examined from the perspective of capability. The
key steps include:


Determining the purposes for which statistical information is needed, who needs it,
and when they need it.
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Determining what data needs to be collected to generate these statistics and the
means by which the statistics will be processed, stored and presented.



Identifying the time it will take to complete the tasks.



Identifying the resources that will be required (the people, facilities, training, travel,
computer network support) and the price and availability of those resources over
time.



Assessing if the value provided is worth the resources allocated.

This is a difficult process and often it appears simpler just to say “do what you can within
budget”. This approach works well in small business or even medium sized businesses, it is
disastrous for the management of long-term capabilities. What should be an effective public
good becomes an exercise in waste, a public embarrassment.
We do not know what the Papua New Guinea statistics capability should look like – grand
designs without analysis of resourcing and scheduling are not our speciality. That said we
feel the following should be considered:


The purpose of statistics collection and the role statistics play in modern market
societies must be explained and understood by public service staff and government
ministers. The connections must be made.



The capability must be realistic for the context and capacity of Papua New Guinea –
it cannot be a copy of a foreign statistical unit.



The capability should be as simple as possible. There should be a preference for
basic, potentially unrepresentative statistics, collected regularly.



Data needs to be collected regularly and in a structured fashion that enables it to be
compared.



Make better use of existing national resources and data repositories. For example,
New Zealand collects a lot of labour data through its taxation system.
Superannuation fund databases could be used, with minor modifications, to identify
changes in the formal workforce. Supermarket pricing systems may be used to
measure CPI – it is not perfect, but it is data.



Develop a means of measuring changes in rural populations at more regular intervals
– especially for basic health, education, income and price level data.



Favour electronic distribution of data and let a common barrier (usually, price) be the
barrier to accessing data, rather than people and personal relationships.



Re-build the NSO. This is a big task that involves cultural change, the development
of skills, the provision of equipment and software and the exchange of formal and
informal know-how. It will require an extended period of in-house assistance.
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Whilst the NSO is re-building, use the private sector to fill gaps. Without a gap-fill
measure, the NSO will simply become overloaded.



Finally, we agree with the observation in Hughes (2003:28) that a statistical
repository for Papua New Guinean (and wider Pacific data) should be resumed in
Australia. This could serve as a house of review for statistical products and provide
an excellent source of data should the NSO’s capability decline in the future.

Summary
This chapter has made the case for statistics as a fundamental input to making productive
change. We have argued that the fundamental constraint on the statistics capability in the
public sector is a lack of cultural understanding of what role statistics play in the
management and improvement of modern market societies. If our observation is correct, it
implies that the problem cannot be fixed with more resources or statistical workshops. It
must involve institutional re-building. From an institutional perspective this involves a
process of cultural bridging. It is a social issue. From a statistical perspective, it involves
situating data and statistical analysis in a framework of defined terms and concepts. The
next chapter examines these terms and concepts with reference to the labour force and
productivity.
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6 - The labour force framework
This chapter outlines key concepts that are essential for discussing and considering labour
resource challenges in Papua New Guinea. Much of the content has been discussed in
previous works by McGavin (1986, 1991, 2001). Nevertheless, this discussion occurred
briefly, with an underlying assumption that the terms were well understood, defined and
consistent. Our field research has confirmed this assumption to be incorrect. Papua New
Guinea seems no longer to have clearly defined terminology relating to such basic concepts
as the labour force, employment and unemployment. If it does, the terms are certainly not
well publicised and are not used consistently by members of government bodies,
researchers or consultants. These issues may seem trifling but they really are key symptoms
of the institutional decline in Papua New Guinea. With this in mind, this chapter addresses
two key questions:


What is the labour force framework?



Why keep statistics about the labour force?

The labour force framework
The labour force framework is foremost a statistical concept that is used to frame and
categorise people into three groups: the “employed”, the “unemployed” (the two combined =
the labour force) and those who are “not-active” in labour force participation. This framing
construct is necessary because it affects the way in which labour force data is generally
collected and compared. It is up to the government of Papua New Guinea to define this
framework and maintain it over time. The framework must be defined because it is
fundamental to collecting and analysing statistics about the labour force and comparing
these statistics over time. It is also fundamental to the better management of human
resources in Papua New Guinea.
Papua New Guinea no longer appears to have a well-defined labour force framework. The
NSO were unable to provide us a copy of the present labour force framework. Changes were
made to the labour force framework between the 1980 Census and the 1990 Census. NSO
(1994) outlines in detail how these changes affected comparison of these censuses. The
2000 and 2011 Censuses appear again to have changed aspects of the labour force
framework but do not provide an explanation of these changes.
There are numerous international standards outlining terminology relating to the labour force
and the labour force framework. For example:


UN (2010) Measuring the economically active in population censuses: a handbook



OECD (2002) Measuring the non-observed economy, a handbook
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ILO (2013a) Measuring informality: a statistical manual on the informal sector and
informal employment

This chapter borrows heavily from these standards but it does not regurgitate them. Instead
we seek to provide an overview of what is generally presented in a labour force framework
and define key terminology that will be used in the analysis of our survey data. The starting
point for the analysis is to define the concept of “economic activity”.

The production boundary and economic production
The terms “production boundary” and “economic activity” are statistical delineators used to
construct national accounts. In Chapter 1 we presented an overview of products as social
constructions. Although we believe this understanding is essential for examining labour
resource challenges in Papua New Guinea, the system of national accounts is not based on
these understandings. It is primarily concerned with the production of tangible goods and
well defined services and the summing of this production to produce national accounts. The
first thing to remember about the labour force framework, therefore, is that it is conceived
from an accounting perspective. The remainder of this section is presented from that
perspective, even though we shall later have to qualify this perspective and make stronger
recognition of the cultural situation in Papua New Guinea, and the implications of these local
circumstances for national statistics and national accounting.
The production boundary. The production boundary is used to distinguish between those
activities that are regarded as “productive” and “non-productive activities”. Figure 6.1
outlines this high level division:
Figure 6.1 – The production boundary 1
All activities
Non-productive activities
(eg, sleeping, bathing)

Productive activities

Non-economic
production

Economic production

(eg, household cleaning,
cooking and caring tasks)

Production of all goods

Production of all market
services

Production of all goods
for the market

Market production

1

Adapted from UN (2010:36).

Production of all goods
for own use

Production of all paid
domestic and personal
services

Non-market production

Production of all housing
services for own use
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Economic production. Productive activities are divided into two categories: “economic
production” and “non-economic production”. The term “non-economic” production is
misleading and should be best read as “economic activity that we do not record in our
accounts”. The distinction between “economic” and “non-economic” production is not clearly
defined in the statistical references and appears to contain a number of logical
inconsistencies. We are not overly concerned with these nuances, but we do want to provide
an overview of what is included as “economic” and “non-economic” production because
these definitions have flow-on effects for definitions of “work”, “employment” and
“unemployment”. Table 6.1 provides an overview of the statistical demarcation between the
activities.
Table 6.1 – Illustrative demarcation between economic and non-economic production 2
Economic production








Working wage jobs – whether paid in money or
in-kind (such as with food and lodgings)
Running a business – large or small,
agricultural or non-agricultural
Agricultural work conducted for the purpose of
sale or home consumption (such as weeding,
planting crops)
Fetching water and collecting firewood for sale
or home consumption
Fishing for sale or home consumption
House or home building construction
Processing goods for sale or home
consumption (say, furniture and mat making)

Non-economic production –
those activities that not recorded in national
accounts






Studying full time
All types of housework including unpaid:

Child rearing

Housecleaning

Caring for the sick or injured

Food preparation and cooking
Repairs to dwellings
People who are retired, sick and disabled

Work and the production boundary
In national accounting terms, “work” comprises any activity of economic production be it
completed in the “formal” or “informal” economy. It should be obvious from reading Figure
6.1 and Table 6.1, that this specification of the production boundary excludes much of the
production undertaken by females in Papua New Guinea. That is, many of the activities
undertaken by women are not classified as “work”. We think this is morally wrong and
logically inconsistent. It is morally wrong because it purposefully downplays the role that
women play in economies, especially developing economies, and societies – it devalues the
“products” that they produce.

Many of these products are essential for the social

reproduction of society, for making real the social institutions on which society rests and by
which the economy grows. It is not logically consistent because, as Fahey (1990:189)
observes, it excludes from economic analysis much of the productive behaviour undertaken
by half of the population.

2

Adapted from UN (2010:38).
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The exclusion also blinds economists to the incentive structures that actually guide
household behaviour in the economy. For example, in Chapter 3, we outlined the reverse “S”
shaped household labour supply curve and its implications for household labour supply. The
shape of this curve makes no sense from the received perspective of national accounts, but
it makes a great deal of sense to the economic actors involved. We have similar objections
to studying. If the building of mine infrastructure is classed as construction it is hard to
understand how the building of human capital is classed as “non-economic”. It would be
preferable if economic statistics were collected in a multi-categorical manner rather than the
accounting dichotomy of supposed economic and non-economic activities. This would
enable much more detailed analysis of economic behaviour. All of our misgivings stated, we
will keep with the received international terminology because we wish to remain consistent
with international frameworks. In doing so we nevertheless note its conceptual defects from
an economic perspective and from cultural and political perspectives differing from those of
the framing international institutions.
Market and non-market production. As depicted in Figure 6.1, economic production is
further divided into “market production” – that which occurs for sale at an agreed price (either
in monetary terms or gifts in kind) – and “non-market” production – that which is not priced
and is primarily consumed by the producer or by customary non-market exchanges.3 This
definition is necessary because large amounts of production occur outside market contexts.
By only measuring market production, it obscures both the underlying level of production
(total production) and means for enhancing this production. In Papua New Guinea the
number of people involved in non-market production far exceeds those involved in market
production, so non-market production must be measured.

Formal and informal economy
The formal economy consists of all enterprises that operate in accordance with market
regulations. The enterprises are registered and generally operate on a large scale. The
Fifteenth International Conference of Labour Statisticians (ILO 1993) resolution describes
the informal sector as:
…consisting of units engaged in the production of goods or services with the primary
objective of generating employment and incomes to the persons concerned. These units
typically operate at a low level of organisation, with little or no division between labour and
capital as factors of production and on a small scale. Labour relations – where they exist –
are based mostly on casual employment, kinship or personal and social relations rather than
contractual arrangements with formal guarantees.
The formal definition of non-market production uses the term economically non-significant prices,
which are defined as prices that do not significantly affect demand. We have chosen the simplified
explanation.

3
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The vast majority of Papua New Guineans produce in the informal sector, which includes
persons involved in subsistence production as well as those involved in the small scale
(often self-employed) sale of goods and services at communal and roadside marketplaces.

Observed and non-observed economy
The system of national accounts is concerned with measuring economic activity. It achieves
this by measuring the observed economy, which can be generalised as consisting of the
formal or regulated economy, and the non-observed economy. OECD (2002:37-40) divides
the later into three parts:


Underground production. Activities that may be legal but which are deliberately
concealed from public authorities in order to avoid regulations (such as labour rules)
or taxation. Asian shops in Papua New Guinea’s urban areas could be termed
“underground”, but in reality are not concealed, they are more accurately described
as “unregulated”.



Illegal production. Illegal activities are activities forbidden by law and can be divided
into:
o

the production of goods and services whose production, sale or mere
possession is forbidden by law (such as the sale of prohibited drugs); and

o

production activities which are usually legal but which become illegal when
carried out by unauthorised producers (such as the sale of alcohol without a
licence).

Both types of production are included within the production boundary, so long as the
criterion of mutual agreement (or consent) exists between parties (such as exists
between drug seller and drug buyer). In cases where mutual agreement does not
exist (such as theft or extortion), the activity is not included as part of the production
boundary and it is not categorised as “work”.


Informal production – see the informal sector section above.

The economically active population
The economically active population is calculated with reference to a subset of the population
who are above a certain age. In Papua New Guinea, recent censuses have recorded this
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age as those who are aged 15 years and older.4 The economically active population can be
further divided into two parts:


The currently active population – those who were either “employed” or defined as
“unemployed” during a specified brief period (such as those seeking a wage job
during the last week).



The usually active population – those who were either “employed” or “unemployed”
over a longer period (such as a year).

In Papua New Guinea, where much rural work is seasonal, there can be large differences
between the currently active and usually active population.

The labour force
The labour force comprises all persons who are deemed to be “employed” and
“unemployed” over a given time period. The labour force framework examines the labour
force as part of the currently active population. This situation is presented conceptually in
Figure 6.2. The labour force framework is depicted in Figure 6.2 as consisting of three
mutually exclusive and exhaustive categories:


The employed – those who according to certain definitional categories are involved
in economic production over a given reference period (often a week).



The unemployed – those who are not involved in economic production over a given
time period but who according to certain definition categories are actively seeking
and are available for work.



Persons not in the labour force – often termed the not-active.

Importantly the labour force framework defines the meaning of the terms used in Figure 6.2.
For example, the time period over which employment is determined and what the definition
of “actively looking for work” means for a particular country.
Stocks and flows. The labour force framework seeks to measure the labour force at a
particular point in time – what statisticians refer to as stock measurements. Nevertheless, it
is important to note that the labour force is itself influenced by variables that change over
time. For example, changes in the size of the labour force are influenced by changes in the
rate of population growth, net immigration and retirements from the labour force. Variables
that change over time are called flow variables and they have important consequences for
the measurement of labour force statistics and the examination of labour force policies.
Unemployment provides a good example. Changes in the level of measured unemployment

The Employment Act (1978), section 103, regulates that persons under the age of 16 shall not be
formally employed without formal exemption. The 1980 and 1990 censuses used 10 years of age and
older to determine labour force participation. The HIES 2009/10 used 15 years. The 2011 Census
returned to 10 years for all economic activity and 15 years for formal employment.

4
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Figure 6.2 – The labour force conceptual framework 5

Total population
Population out of scope
Due to age or disability.

Population in scope

Engaged in economic
work

Not engaged in economic
work

Not actively looking for
work

Actively looking for work

Available to start work

Employed

Not available to start
work

Unemployed

Not in the labour force

Labour force

are multifaceted and reflect both inflows of non-employed people starting to look for work, as
well as employed people who lose their jobs, and outflows of people who find new
employment or leave the labour force. Any discussion of changes to the level of
unemployment (as a stock concept) needs to occur through reference to the underlying
flows. This can only occur if data are collected on “stocks” and “flows”.

Jobs and formal and informal employees
Labour force statistics differentiate between jobs and employment. A job refers to a specific
form of tasks that an individual performs in return for compensation, either for a defined
period or until further notice. Employment refers to those who are involved in what is
deemed as economic production. An employed person, therefore, may have multiple jobs.
For example, someone who works in both the formal and informal sector has two jobs but
would be classified as being “employed” through the performance of either job. A formal
employee is someone who performs a job in the formal sector and is employed under a set
of defined labour regulations. An informal employee by contrast, may work in either the
informal or the formal sector but they are employed outside of the defined labour regulations.

5

Based on ABS (2013a:18).
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A large sub-set of employees in Papua New Guinea are best termed informal employees. In
this study we refer to them as “unregulated employees”.

Underemployment and disguised unemployment
Underemployment refers to the situation in which labour is not fully employed or is employed
below its potential. This occurs where people are employed in jobs below their skill level
(such as when someone with genuine graduate skills – not just the credential – performs
basic clerical roles) or where people wish to work longer hours but they cannot find
additional hours of work. Disguised unemployment refers to a situation where all employees
may appear to be working, but where removing some of the workers would not change
overall output. The marginal production of one or more workers is zero, or even negative.
Underemployment is common in Papua New Guinea, especially in traditional society
economy. Disguised unemployment is also common in traditional societies, and it is common
in public sector employment in Papua New Guinea where negligible or even negative
production occurs.

Wage earners, salary earners and the self-employed
Businesses tend use the term “wages” (sometimes “salaries”) to mean all direct
compensation (generally monetary) paid to their employees. Labour force statistics are more
specific and differentiate between wage earners and salary earners. A wage earner is
someone who is paid on a piece rate basis (that is per task or unit of output). A salary
earner, in contrast, is paid a fixed amount over periodic intervals.

The salary is not

necessarily linked to a specific task. The self-employed, especially those who work in the
informal sector, are not necessarily wage earners or salary earners. They tend mostly to
receive compensation in terms of profit, which is more simply referred to as “income”.

Income, expenditure and net household income
Income consists of all receipts received over a given period of time, whether monetary or inkind, which are available to support current consumption. Figure 6.3 indicates that receipts
may accrue through private income or through social transfers. Importantly, it indicates that
“final income” is measured net of taxes.
In Papua New Guinea the major income unit is the household and so income is best framed
in terms of “household income” – the aggregate income received by all members of the
household. Similarly, expenditures are best framed in terms of household expenditures.
These expenditures include basic subsistence needs (such as food, housing and clothing),
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Figure 6.3 – Income concepts and components 6
Income concepts

Income components

Income from
wages, salaries
and own informal
enterprises

Gross private income
From sources other than
government benefits

+

Non-wage
benefits
(leave, housing &
medical)

+

Income from
superannuation &
annuities

+

Subsistence
production

+

Other transfers of
cash and goods inkind, including
remittances

Minus

Disposable income

Taxes on income

Gross private income minus
taxes on income

+
Disposable income
plus social transfers
in-kind

Social transfers in kind:

Government Revenue






Education
Health
Water concessions
Electricity concessions

Government expenditure

Minus

Final income
Income after allocating
Benefits and taxes

Taxes on production

basic services (such as education and health) as well as expenditures on social obligations
(such as contributions to bride price and funerals). The resulting difference is the best
estimate of household “net income”. It is this net income that is of most concern to the
household and that has the greatest bearing on the level of welfare of household members
and their decisions to supply labour. For this reason, the collection of household income and
expenditure data is essential for making decisions about the labour resources in Papua New
Guinea.
Wealth
OECD (2013:54) defines household “wealth”, or net household worth, as the value of all the
assets owned by a household less the value of all its liabilities at a particular point in time.
We have argued in previous chapters that the concept of “wealth” in Papua New Guinea
includes social capital (social status and social networks). This extended definition is
necessary because concepts of wealth and wealth accumulation fundamentally influence
economic and social behaviour. Nevertheless, measuring social capital is very difficult and it
is hard to influence social capital through public policy. For this reason, national accounts
generally measure wealth narrowly (in terms of material assets and liabilities). It remains
useful to measure “wealth” in national accounting terms in Papua New Guinea, because the
level of household wealth has important impacts on the ability of households to undertake
future business activities, to make investments in capital (including human capital) and to
deal with income volatility.
6

Adapted from ABS (2013) – Household economic wellbeing fact sheets.
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Statisticians differentiate between “wealth” and “income” because it is not necessarily true
that “wealthy” households have high net incomes and vice versa. Moreover, clear definitions
help to focus policy directions. A focus on wealth implies examination of factors that affect
assets and liabilities. It requires a financial approach to the management of a household. A
focus on income is more limited and can simply require examination of a household’s ability
to meet its present obligations. In general, economies require wealth to be accumulated in
order to become more productive. Where possible, therefore, it is preferable that policies
focus on “household wealth” rather than “household income”.

Why keep statistics about the labour force
The labour force constitutes a significant proportion of a nation’s people. Moreover, it
represents the primary means through which households receive incomes. Through keeping
track of changes in employment, unemployment and net incomes, therefore, a nation is able
to keep track of the welfare of its people. Labour force data also provides meaning and
shape to other general economic indicators. For example, there is little purpose in measuring
the output of a country if the vast majority of the output has no influence on the welfare of the
overall population. Similarly, without measures of the labour force it is very difficult to
measure the success of policies designed to increase human capital (education and health)
or to promote employment. The outcomes of these policies are also of importance to aid
donors, many of whom have an underlying mandate to improve the long-term welfare of the
recipient nation’s people.
Papua New Guinea does not currently collect adequate data, with sufficient regularity,
meaningfully to measure its labour force and other key statistics relating to its labour
resources. It does not conduct labour force surveys and it has not published an employment
census for at least 15 years. Household income and expenditure surveys occur every five
years but are not collated into comprehendible narratives that are accessible to policy
makers. Despite best intentions, the current collection methodologies are not working. It is,
therefore, argued that Papua New Guinea develop a labour force framework that is simple
enough that it can be implemented by the NSO. This framework needs to be structured so
that it collects sufficient data that it enables the generation of statistics for multiple
audiences. This practice is common throughout the world, especially in developing nations,
and was actually practised in Papua New Guinea in the 1990s (see NSO 1994).
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Conclusion
This chapter has outlined key terms as they relate to the labour force. Many readers may
well understand these terms. The purpose of presenting them here is not to add volume to
the text but to highlight that it is very difficult to discuss labour resource issues without
common terminology and a common baseline against which to compare statistics. It is up to
the government of Papua New Guinea to determine a labour force framework that is suited
to its unique national circumstances. We would not be at all surprised if one already exists, it
is just not publicised or, if it is published, it is not readily accessible. The key point of the
chapter is that the framework should be readily accessible. Moreover, it should be designed
in a fashion so that it can be implemented by the NSO in order to produce periodic data (in
the region of two years, not decades). The presented data should enable researchers to
analyse data and present statistics as part of domestic and international comparisons. This
is essential for making comparisons over time within and between countries. Such
comparisons are essential for measuring and building a productivity culture.
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7 - Labour and productivity
The previous chapter outlined key concepts relating to the labour force and to levels of
income as viewed by the suppliers of labour. This chapter outlines key concepts as are
relevant to the demand for labour and the relationship between labour and the measurement
of productivity. We feel this is important because decisions about the wages paid to labour
need to be made relative to the value that labour provides to enterprises. Moreover,
decisions about labour productivity need to be viewed in terms of the “real wages” that
labour receives for its productive efforts. The chapter addresses three key questions:


How do enterprises view labour?



What is the link between labour and productivity?



What are real wages and why are they important?

Labour as a cost
From the perspective of an entrepreneur, labour is a factor of production and the “cost of
labour” refers to all costs incurred in the employment of labour. This “labour cost” includes:


cash and in-kind payments for work performed (such as wages);



payments in respect of time paid for but not worked (such as leave);



mandated benefits (such as superannuation and long-service leave);



training expenses;



recruitment expenses; and



other payments in-kind such as:
o

subsidised meals,

o

housing expenses,

o

transport expenses, and

o

medical expenses.

In Papua New Guinea, labour costs are extensive. As a consequence of inheriting Australian
industrial regulations practices, Papua New Guinean employers are required to provide sick
leave (6 days), long-service leave (accruing at the rate of 3.5 days annually) and annual
leave (14 days).1 They are also required to pay overtime (1.5 to 2 times the hourly rate) and
superannuation (8.4% of gross remuneration). In addition to these regulations, structural
problems in the economy require nearly all of the formal businesses we surveyed to incur

These provisions are based on the Employment Act 1978. The figures are generic and relate to
periods of continuous full-time employment. The provisions generally do not commence until an
employee has completed six months of full-time employment.

1
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significant in-kind labour expenses relating to housing (due to land shortages), transport
(due to poor infrastructure and high crime rates) and medical support (due to the poor quality
and availability of health services). The result is that unit labour costs are generally high in
Papua New Guinea relative to other countries in Southern and South East Asia that do not
provide such extensive leave and in-kind entitlements. It is difficult to compare unit labour
costs across countries, so nominal minimum wages are generally used as an indicator of
wider labour costs. A comparison of Papua New Guinea’s minimum wage relative to other
countries with which it may compete for agricultural and food processing exports is provided
in Table 7.1 below:
Table 7.1 – A cross-country comparison of Papua New Guinea’s
gross minimum hourly wage 2
Country

Vanuatu
Malaysia
China
Papua New Guinea – post 2014
Papua new Guinea – pre-2014
Samoa
Philippines
Timor-Leste
Vietnam
Indonesia
Solomon Islands
a.
b.

Hours per
week

40
48
40
44
44
40
48
44
40
40
45

Minimum wage per
hour
($US)
converted
using 2012 exchange
rate
1.80
1.22
1.21
1.21 a
1.02
0.87
0.72
0.60
0.51b
0.50
0.44

Effective
date
of
minimum
wage
2012
2013
2013
2014
2010
2012
2012
2012
2014
2014
2008

This figure is calculated using the 2014 Minimum Wages Board decision and converting using the current $US/Kina
exchange rate.
The minimum wage in Vietnam varies by region. The rate of $US 0.29 is the lowest of all regional rates. The estimate
provided here is based on the authors’ calculations across the range of the minimum wage rates.

Table 7.1 indicates that Papua New Guinea’s 2014 minimum wage rate is high relative to
other nations with which it might compete for agricultural investments and food processing
investments. Nevertheless, high labour costs are not necessarily a problem in and of
themselves. It is better to think in terms of labour costs relative to labour outputs – in terms
of product unit labour costs or unit labour costs.

Data is sourced from Wikipedia, “List of minimum wages by country”, accessed 25 February 2014,
http://en.wikipedia.org/wiki/List_of_minimum_wages_by_country#cite_note-2. The site is an excellent
resource and provides calculations and documentary support for each gross minimum hourly wage.
2
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Unit labour costs
The price of labour (its labour cost) needs to be measured relative to the value it provides to
the entrepreneur. This generally occurs through the measurement of product unit labour
costs, which provide an estimate of the cost of labour relative to its output. It is measured by
dividing per employee labour cost by employee output to give a product unit labour cost (unit
labour cost):
product unit labour cost = cost per unit of labour / unit product output
Unit labour costs decrease, therefore, as labour costs decline or productivity increases.
Historical measurements of unit labour costs in Papua New Guinea have shown that unit
labour costs are high relative to other nations in the South Pacific and Southern and South
East Asia (see McGavin (1991:126-139) and Duncan and Lawson (1997:42-50)).
Because of the lack of verifiable employment and output data, it has not been possible to
determine estimates of unit labour costs for this study. This is a significant problem because
without an understanding of unit labour costs it is difficult to make informed labour resource
policies, including decisions about what is an appropriate “minimum wage”. Although we do
not have quantifiable data, our formal sector interviews indicated that unit labour costs in
Papua New Guinea are high relative to its export competing countries. This is a problem
because entrepreneurs use unit labour costs as a determinant for making decisions about
where they will undertake investments. High unit labour costs reduce the level of
international (and domestic) investment in Papua New Guinea, especially in the sectors
where labour provides a significant input (such as in agriculture and food processing).

Changes in unit labour costs
In the long-term, policy makers should be concerned with the direction of changes in unit
labour costs.

This can occur in two ways: through lowering labour costs or through

increasing output per unit of labour. Given the difficulty that the majority of Papua New
Guinean households face in meeting their basic expenses, it is difficult to argue for a general
lowering of the minimum wage. Instead, changes to unit labour costs are most likely
available through changes to other non-wage related costs (such as leave provisions) and
through structural changes to the economy, especially through the provision of the public
goods provided by the public sector (such as law and order). The preferred option,
nevertheless, is to increase productivity.

Labour and productivity │101

Productivity
Calls for enhanced productivity are common in modern political and economic discourse but
often these calls are made with little intellectual understanding of what the term means.
From an economics perspective, productivity is a value relationship, the relationship
between input values and output values. The idea being to increase output values at a
greater rate than input values increase. This can occur through a number of means:


through a reduction in cost of input values relative to a given level of output (that is,
through an efficiency gain);



through an increase in the level of output relative to the level of inputs (that is,
through an increase in the total level of output per unit of input); and



through rearranging resources to achieve an output of goods and services that has a
higher added value (that is, through changing the nature of what is produced or the
value that is afforded to what is produced).

In practice, productivity gains are multi-factored and occur through a variety of measures. It
is for this reason that when economists refer to productivity they refer primarily to “multifactor productivity” not simply “labour productivity”.
Labour productivity refers to the amount of output produced per unit of labour (generally
measured in output per hour worked). It can be a misleading measure because it can be
interpreted in terms of the employee having the upmost influence on productivity. In many
cases this is not correct. Employees generally do not affect things such as the amount of
capital used in production, the product that is produced and the level of management
expertise. Multi-factor productivity, by contrast, examines output changes with reference to
the combined inputs of labour and capital. Increases in multi-factor productivity may simply
reflect efficiency gains (that is, a movement towards the existing production possibility
frontier). Nevertheless, they may also represent a rightward shift of the production possibility
frontier. Such changes are generally explained as changes in technology. Technology is
used here in a broad sense to represent both new items of capital (better machines), new
techniques of production (such as better yielding crop strains) and more efficient
management techniques.
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Real wages, labour and productivity
Labour is exchanged for goods and services. Wages, more specifically money wages, are a
medium of exchange for goods and services. The reason that we focus on labour being
exchanged for goods and services is because this is the true measure of the returns to
labour. Labour is worth what it can exchange itself for. When comparing wages, therefore, it
is best to do this in terms of what the wage can buy. Economists do this by comparing “real
wages”. Where labour can buy more goods and services with each unit of labour, its “real
wage” increases. Where labour can buy less goods and services with each unit of labour its
“real wage” decreases. Changes in “real wages” can also be interpreted in terms of changes
in labour productivity, from the perspective of the person supplying the labour. As real wages
decline, the productivity of each hour of offered labour declines and vice versa.
Figure 7.1 depicts that Papua New Guineans have experienced declining and or stagnant
real minimum wages since independence in 1975 (see Annex Table 7.1 of this chapter for
the data). Minimum wages remained indexed to CPI until 1992 but were largely stagnant
since 1975. Following the 1992 Minimum Wage Board, real wages declined because
inflation exceeded any rise in income. Recent Minimum Wage Board decisions in 2008 and
2014 returned the minimum real wage to a level slightly above the level of the 1975 rural
minimum wage. Overall, however, Papua New Guinean’s on the minimum wage have little
more capacity to buy goods and services in 2015 than they did in 1975.
The reader is cautioned against conceiving nominal wage rises as a long-term solution to
declining real wages. It is likely that the circumstances of international market
competitiveness combined with relative rates of price inflation and relative rates of foreign
exchange will reverse any unsustainable rises in the minimum wage. Alternatively, there
may be reduced usage of base-level labour (reduced wage employment) and/or higher skills
expectations for base-level labour recruitment. In brief, where base level wage increases are
unrealistic in the economic dynamics of the economy (and of the economy viewed
internationally, the open economy) they will be found to be unsustainable in real terms.
Without prudent sustainability, increases in regulated minimum wages will be reversed
through processes of market adjustment, whether of price, quantity, or quality.
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Figure 7.1 – Papua New Guinean real minimum wages 1972-2014
(2013 Kina per week) 3

In a similar fashion to the way in which labour is exchanged for goods and services,
countries exchange their productive efforts for goods and services. The level of productivity
in a country reflects its capacity to produce goods and services that it can exchange for the
goods and services produced by other countries. If Papua New Guineans wish to access
more modern market goods and services, they can only do so through increasing their level
of productivity in the modern market economy (productivity being measured in real terms).
This can occur through the more efficient use of the factors of production (land, labour,
capital and enterprise) and through the application of the factors of production to activities
that produce the most exchange value. In both circumstances it is humans who provide and
promote these changes. Productive change is human induced change; it is the product of
purposeful human endeavour. It is for this reason, that labour and productivity are tied and a
nation’s human resources are seen as its most valuable resource.
Alternative means of increasing incomes and of distributing productivity gains
In a seminal study examining the link between productivity and technical change, Salter
(1960:171) observed that:
There is a high inverse correlation ... between movements in output per manhour and unit labour costs ... productivity gains have been distributed to
consumers by means of [negative] price changes.

This conclusion reflected Salter’s key finding: industries that experienced big increases in
productivity during the industrial revolution did not experience equivalent increases in wages,
rather the product unit costs of these industries fell. This fall in product unit costs was
Source: The data in this figure is a result of the authors’ own calculations. Explanations for the
source of the data are provided in Annex 1 to this chapter.
3
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accompanied, over time, with falls in product prices. In short, productivity increases meant
cheaper goods and services, rather than higher nominal wages. That is, real wages
increased because product prices for goods and services declined. Similar processes have
occurred throughout North Asia and South-East Asia over the last forty years. We see this
very evidently in the falling prices of items such as internationally-traded electrical goods that
make many electronic products accessible to those who previously could not afford them.
The same story cannot be said of Papua New Guinea where the real minimum wage has
stagnated since 1975 (that is, real minimum wages as estimated on an overall basket of
goods and services, not real minimum wages in respect of a narrow product range such as
electrical goods). The main reason for this is that the general level of productivity in the
economy has not resulted in an overall lowering of relative product prices. Instead, increases
in output have almost invariably been matched by increases in product prices. This is
because of the key structural rigidities in the economy that act to increase economy wide
costs (see Chapter 4). These rigidities have acted to reduce real wages. In such
circumstances the kind of reasoning documented in McGavin (1991:48f, 2001:82f) – as
applied in the minimum wage increases determined by the 1974 Minimum Wages Board –
that “wage increases lead to productivity increases” is counterproductive.
A more refined perspective is that the relationship between wages and productivity is bidirectional. That is, wage increases increase productivity (such as a better-fed workforce is a
more productive workforce), and productivity increases increase wages (such as better
output outcomes in quantity and in price lead to better scarcity valuations for labour with
increases in wages). The crucial question is, “Which of these directional influences is the
stronger? wages → productivity or productivity → wages? Throughout this report, we find
the evidence consistent with a view that administrative increases in wages lead to product
price increases and with lagged effect to reductions in real wages. The evidence is stronger
that increases in productivity lead to reductions in or moderation of product price increases
and thus to increase in purchasing power of wages to (increases in real wages) and that
increases in productivity – especially increases in labour productivity – lead to increases in
scarcity valuations of labour and to increases in wages (and where such wage increases are
less diminished by increases in product prices [“inflation”], with the result that increases in
real wages are more enduring).
We thus conclude that if the “wage” → “productivity” relationship is to be viewed as monodirectional (rather than bi-directional), then the causal direction is better presented as
“productivity” → “wages”. As a simple corollary, we see that for the most part, administrative
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wage increases mainly serve to increase the prices of goods and services and, in so doing,
over time further reduce real wages: that is, people can command fewer goods and services
for their market labour services.
It follows that the dominant story is that Papua New Guinea needs to focus on letting the
benefits of productivity distribution occur through lower prices. As McGavin (1991:133-134)
argued:
The particular appeal of this way is that there is something in it for everyone. Firms that are
successfully managed thereby gain, employees in successful firms also gain, people entering
the new jobs that are created gain, and those who buy goods and services from non-wage
incomes, such as cash-croppers, also gain.

In practice, wage increases are likely to be necessary in order to motivate employees to
increase productivity. Nevertheless, it is expected that the greatest benefits to all Papua New
Guineans would be through a general lowering of prices in the economy. This is likely to
have the greatest long-term effect on raising real wages and real household incomes.
Achieving these cost reductions will occur primarily through the removal of the constraints to
enterprise as identified in Chapter 4. As we have consistently argued, the public sector is the
most important actor in bringing about this change.

Conclusion
This chapter has examined the link between labour and productivity.

It began with an

examination of the concept of labour as a cost. This occurred through the identification of
unit labour costs, which are used by enterprises to make investment decisions and to
compare performance of enterprises across national boundaries. It is essential that policy
makers recognise that labour regulations, of which wages are only part, have implications for
unit labour costs. These costs, in turn, affect the quantity of labour that enterprises demand.
It is also vital that policy makers identify that unit labour costs can be reduced through
increasing productivity. The increase in productivity may simply reflect the more efficient use
of factor inputs (land, labour, capital and enterprise) such that the economy moves closer to
its production potential. There is considerable scope for achieving such efficiencies in Papua
New Guinea, especially in the public and rural sectors. Alternately, the increase in
productivity may occur through a shift in the productive capacity of the economy. This is
achieved through a change in the level of technology. In both cases productivity
enhancements are purposefully identified and driven by human actors.
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Annex 7.1 – Minimum weekly wage for general labourers, kina, 1972-2014
(mid-2014=1.00)

Current prices
Year
(Dec)
(a)
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
Jul-14

“Real” prices

Rural

Urban

Rural

Urban

CPI

CPI %

(b)

(c)

(d)

(e)

(f)

(g)

5.9
5.9
8
8.9
9.43
10.23
10.98
11.73
13
14.01
14.65
15.48
16.25
16.97
17.7
18.58
19.14
19.5
21.08
21.7
22.96
22.96
22.96
22.96
22.96
22.96
24.68
24.68
24.68
24.68
24.68
24.68
24.68
37.2
37.2
37.2
37.2
48.53
101.8
101.8
101.8
101.8
140.8

11.5
13.8
20
25.8
27.18
28.03
29.71
30.96
34.84
37.36
39.28
41.51
43.59
45.51
47.47
49.84
51.33
52.3
56.33
58.17
22.96
22.96
22.96
22.96
22.96
22.96
24.68
24.68
24.68
24.68
24.68
24.68
24.68
37.2
37.2
37.2
37.2
48.53
101.8
101.8
101.8
101.8
140.8

121.68
112.38
123.64
124.57
122.62
127.44
129.28
130.58
116.52
128.80
127.62
124.97
122.09
122.98
121.62
123.57
120.72
117.69
118.98
114.49
116.12
110.64
107.56
91.70
82.16
79.03
74.80
65.08
56.30
51.51
46.07
40.17
39.31
58.22
56.88
56.36
50.89
62.09
122.86
113.30
110.82
107.03
140.80

237.18
262.85
309.11
361.11
353.43
349.17
349.81
344.65
346.09
343.46
342.18
335.12
327.50
329.80
326.16
331.48
323.76
315.65
317.94
306.91
116.12
110.64
107.56
91.70
82.16
79.03
74.80
65.08
56.30
51.51
46.07
40.17
39.31
58.22
56.88
56.36
50.89
62.09
122.86
113.30
110.82
107.03
140.80

60.4
65.4
80.6
89
95.8
100
105.8
111.9
125.4
135.5
143
154.3
165.8
171.9
181.3
187.3
197.5
206.4
220.7
236.1
246.3
258.5
265.9
311.9
348.1
361.9
411
472.4
546.1
596.9
667.3
765.4
782
795.9
814.7
822.2
910.6
973.6
1032.2
1119.3
1144.3
1184.8
1245.7

6.15
8.28
23.24
10.42
7.64
4.38
5.8
5.77
12.06
8.05
5.54
7.9
7.45
3.68
5.47
3.31
5.45
4.51
6.93
6.98
4.32
5
2.86
17.3
11.61
3.96
13.57
14.94
15.6
9.3
11.79
14.7
2.17
1.78
2.36
0.92
10.75
6.92
6.02
8.44
2.23
3.54
5.14

Notes: For wages minima at 1990, see McGavin (1991:263, Table A39). The urban wage prior to 1992 is given for previous
level-1 centres. The CPI is for urban areas and is of doubtful applicability to rural areas, where different bundles of goods and
services are obtained at different prices. The “real” rural minimum wage series is thus at best only indicative.
BPNG Economic Bulletin shows minimum wage increasing to K44.00 for Sept qtr 2009 and K75.70 for Dec qtr 2009. A 4quarter average has been used in this table to give K48.53. Constant price series are derived by using a linked CPI index as
published by BPNG to mid-2014 prices.
Sources: 1972-81 Colclough and Daniel (1985:31,39), 1982 DFP (1989:67), 1983-1989 BPNG Quarterly Economic Bulletin
various issues (currently enumerated as Table 9.1).
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8 - The labour force and the labour market
This chapter provides an overview of the labour force in Papua New Guinea. A basic
understanding of the labour force, as well as the economy and society in which it is situated,
is necessary fully to comprehend the wage data presented in subsequent chapters. The
chapter has two purposes:


to provide an overview of the Papua New Guinean labour force, and



to highlight that labour force issues cannot be discussed in isolation from wider
economic and social issues.

Disclaimer. It would be desirable for the first part of this chapter to provide a
summary of key 2011 Census data as is relevant to the labour force. Unfortunately, it
was not possible to get such data prior to writing and, as such, the first part of this
chapter draws heavily on 2000 Census data. After many earlier requests over an
extended period, the authors received 2011 Census data in late April 2015 and have
attempted to update the chapter where practical. Nevertheless, because the chapter
was already completed prior to this date, only a partial update has been practicable.

Population general
This section uses data presented in preliminary 2011 Census release documents,
particularly the 2013 National Population and Housing Census 2011 final figures document.1

Table 8.1 – Census population estimates 1980-2011 2
1980
Population
Estimated inter-censual annual
growth rate3

1990

2000

2011

3,010,727

3,761,954

5,190,786

7,275,324

1980-1990

1980-2000

1980-2011

2000-2011

2.2

2.7

2.9

3.1

The 2011 Census estimated the total Papua New Guinean population at approximately 7.3
million people, an increase of 40% from the estimate in the 2000 Census. This increase
represented an average annual population growth rate of 3.1% over the period 2000-2011.
We have used these figures to project a 2014-2015 population estimate of 7.9 million

NSO (2013) National Population and Housing Census 2011 Final Figures (Port Moresby: National
Statistics Office).
2 Source: Extracted from NSO 2013, Table 2.
3 Source: The figures are taken from NSO (2013), Table 2.
1
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people. This represents an increase of 58% from the 2000 Census and a doubling of the
population estimate at the 1990 Census.
Population growth has not occurred uniformly across the country. Table 8.2 indicates that
average annual population growth was highest in the Islands region (3.5%) and lowest in the
Momase region (2.4%). For those interested in data regarding specific provinces, please see
Table A8.1 which is presented as an Annex to this chapter.

Table 8.2 – Papua New Guinea’s population distribution based on 2011 census 4

Region
Southern region
Highlands region
Momase region
Islands region
Papua New
Guinea

Households
235,388
593,179
348,648
197,429

Persons
1,456,250
2,854,874
1,867,657
1,096,543

1,374,644

7,275,324

Males
763,620
1,497,645
962,252
569,347
3,772,864
(52%)

Females
692,630
1,377,229
905,405
527,196
3,502,460
(48%)

Average
Household
size
6
5
5
6
5

population
20
39.2
25.7
15

Intercensual
population
growth rate
3
3.3
2.4
3.5

100

3.1

% of total

Papua New Guinea’s population is not evenly distributed throughout the country. As
depicted in Table 8.2 and Figures 8.1 and 8.2, approximately 40% of the population is
located in the Highlands region. Thereafter the Momase region (25%) is the most populous,
followed by the Southern region (20%) and the Islands region (15%).

These regional

percentages have remained relatively constant since 1966; nevertheless, there remain
significant differences within and across provinces. For example, 48% of the population lives
in just seven provinces: National Capital District, Southern Highlands, Enga, Eastern
Highlands, Morobe, Madang and East Sepik. By way of contrast, Manus Province contains
less than 1% of the total population. As a consequence of this skewed population
distribution, the labour force is also not evenly distributed throughout the country.
Figure 8.1 – Percentage of Papua New Guinean households and persons by region5
Persons

Islands region

Households
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Highlands region
Southern region
0%

4
5
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Source: Extracted from NSO 2013, Table 2.
Source: Extracted from NSO 2013, Table 2.
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Figure 8.2 – Total population by province and region 6
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Urban and regional divisions
The 2011 Census results do not present detailed information relating to urban populations.
This information is useful for understanding formal wage employment distributions so we
reproduce a summary by Bourke and Harwood (2009:31) of the 2000 Census results, which
we expect remain indicative:
Of the total population, 686 301 (13%) are located in urban areas, notably Port Moresby (254
000), Lae (78 700), Mount Hagen (28 500), Madang (27 900), Wewak (20 250) and a number
of much smaller towns and administrative centres. There are 73 urban areas, 40 of which
have populations of more than 1 000 people. A further 311 924 (6%) live in settlements that
are classified as “rural non-village” census units. These are boarding schools, mission
stations, sawmills, logging camps and similar settlements located in rural areas, but which are
not villages. The rural village population is 4 192 561 [or 81% of the total population].

Age divisions
The preliminary 2011 Census results do not break the population into age divisions. As a
substitute, we present data from the 2000 Census. Although it is likely the composition has
changed since this time, we present the figures because they are used later to generate
estimates of the labour force. Table 8.3 indicates that Papua New Guinea has a relatively
young population. 98% of the population is aged below 65 years of age and 82% of the
population is aged below 40 years of age. 60% of the population lies between the ages of
10-64 years. We shall now refer to the relevant age cohort(s) for labour market analysis
and/or schooling analysis as the “in-scope population”. As at the 2000 census, therefore,
the in-scope population for labour force measurement appeared to be in the vicinity of 3.6
million people (based on an active population of 10-64 years), of whom 1.8 million (52%)
were males and 1.7 million (48%) were females.

6

Source: Extracted from NSO 2013, Table 2.
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Table 8.3 – 2000 NSO census estimate of PNG population by age and sex 7

Males

Females

Total

population

Cumulative %
total
population

0-4

377,776

348,904

726,680

14%

14%

5-9

381,339

346,031

727,370

14%

28%

10-14

330,965

289,909

620,874

12%

40%

15-19

293,277

261,204

554,481

11%

51%

20-24

239,863

234,938

474,801

9%

60%

25-29

219,680

228,734

448,414

9%

68%

30-34

191,662

192,598

384,260

7%

76%

35-39

166,656

163,681

330,337

6%

82%

40-44

128,910

123,458

252,368

5%

87%

45-49

104,867

93,890

198,757

4%

91%

50-54

79,899

71,114

151,013

3%

94%

55-59

59,308

49,400

108,708

2%

96%

60-64

48,530

40,973

89,503

2%

98%

65 +

69,012

54,208

123,220

2%

2,622,732

2,499,042

5,190,786

100%

% Total

Age group

Total

100%

Figure 8.3 provides an estimate of the changes in the size of the working age population (1064 years) and the school age population (6-24 years) from 2000 - 2015. It is evident that
there has been a sustained increase in both. Although statistics are limited, it would appear
that the economy and the education sector have not kept pace with these increases.
Figure 8.3 – Estimated growth of working age and school age populations 2000-2015 8
Population
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These estimates are based on a reference table found on the NSO website entitled “Key Stats
PNG”, accessed 25 February 2014. The table is included in an Excel file that can be located from a
file reference in the bottom right hand corner of the homepage.
8 Authors’ own calculations from NSO data. Education age population is measured for people aged 624 years. There are multiple estimates of the “education age population” in Papua New Guinea and
we simply present statistics as measured. These statistics often use different “education age” ranges.
7
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Summary
There has been a sustained increase in Papua New Guinea’s population over the last thirty
years. This increase has significant implications for economic and social policy makers,
particularly those involved with education, health care and labour resource planning. The key
theme is that policy makers have found it very difficult to develop and enact policies that
keep pace with population growth. Education provides a simple example. Using rough
calculations, it is estimated that over the period 2000-2015 there has been a 58% increase in
the number of people within the education age bracket of 6-18 years. 9 The Papua New
Guinea National Labour Market Assessment – Supply Report (NLMA 2009:21) indicates that
over the period 2000-2008 just over 3000 additional schools were built in Papua New
Guinea (the majority were rudimentary primary schools). This represented a 50% increase in
the total number of schools in the country. Despite this increase, Figure 8.4 indicates that
over the same period, the gap between the eligible school age population (6-18 years) and
actual school enrolments remained relatively constant at 61% – that is, 61% of children aged
6-18 years were not enrolled in school. Population growth had exceeded the capacity of the
state to build schools. We were not able to access more recent data than this but we expect
that the gap would not have narrowed below 50%.

Figure 8.4 – Estimated gap between eligible school age (6-18 years) population and
school enrolments 2000-2008 10
Population
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One of the problems of using different data sources is the use of different age brackets. This age
bracket of 6-18 years differs from the previous age bracket of 6-24 years due to different original data
sources.
10 NLMA (2010b:18).
9
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Labour force estimates
This section provides an estimate of Papua New Guinea’s labour force as at the end of
calendar year 2014. It needs to be stated up-front that the presentation of the labour force
estimates is difficult because there is considerable uncertainty regarding available data. The
reasons for this are indicative of general problems with statistical estimates in Papua New
Guinea and it is worthwhile summarising them here:


The preliminary 2011 Census results do not provide labour force estimates. NSO
(2015) does provide labour force data but, it is very high level and it provides little
detail regarding formal employment. Throughout the research period we made
repeated formal and informal requests to the NSO to provide provisional estimates
but were told they were not available.



A fellow researcher made similar requests for labour force data over the same period
and was provided a Census extract regarding formal wage employment. That extract
presents figures that are very difficult to explain relative to other data that we have
collected.



Given that we were not formally provided access to that census extract, we have
been unable to verify the presented statistics.



None of the data sources available to us provides a complete outline of the labour
force.

As a result of the conflicts between data sources we have decided to present our own
estimate of the labour force. These estimates are based on historical census data as well as
research conducted as part of the The Papua New Guinea National Labour Market
Assessment –

Demand Report (NLMA 2010). The later combined data from the 2000

Census with survey responses from 1342 firms. For completeness, we also present the
findings of the 2011 Census for formal wage employment.

The labour force
We first need to say something about how we conceive the “labour force”. Typically, labour
force data do not treat non-market activities. In fully marketised economies, non-market
activities are chiefly domestic in the sense of within-the-domestic-home, such as cooking,
cleaning, child-raising activities. Persons whose engagement is in these activities are
deemed to be “not in the labour force” in typical labour force statistics. Where such activities
are shifted to the market, as occurs with out-of-home child-minding centres, purchased
meals, wage employment of house cleaners, these same activities are deemed to be “labour
force” activities. It is not practical for us completely to turn around language usage that
derives from marketised modern market societies. But some modification in usage is
necessary if we are realistically to speak about Papua New Guinea where about 88% of the
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population is economically active outside a wage employment understanding of the labour
force.
Most Papua New Guineans conduct their economic affairs outside wage labour
arrangements. It would be ludicrous not to view these people as part of the “labour force”. It
would be ludicrous to view these people as “not in employment” (more clarification on this
later). Such a view would be ludicrous because overwhelmingly these people are
economically active. They are in “employment”, although not in “wage employment”. We thus
shall use a qualifier where we speak of employment in the market economy, and consistently
call it “wage employment”. The use of the term “employment” in our usage thus includes
those who are economically active in traditional economy and society and those who are
economically active or who are actively seeking to be economically active in the market
economy and society. Of course, traditional economy and society and market economy and
society in Papua New Guinea are not necessarily mutually exclusive sets, and there is
overlap (overlap that will be clearer in the case of our discussion of informal sector
employment).
Adopting this perspective and language or terminological usage, Table 8.4 below outlines
historical estimates of the Papua New Guinea labour force for the Census years 2011, 2000
and 1990. The estimates are based on a mixture of sources including 1990, 2000 and 2011
Census data as well as data presented in NLMA (2010). Table 8.4 indicates that although
there was a significant increase in the size of the labour force from 1990 to 2000 (1.7 to 2.4
million people) the labour force participation rate (the labour force as a percentage of
economically-active age cohorts of the population) remained relatively constant. As of 2000,
it was estimated that 10.4% of the employed [economically active] population were in formal
wage employment (6.75% of the of in-scope population of people aged 10-64 years). In
contrast, the 2011 Census recorded a reduction in the labour force participation rate from
67.5 in 2000 to 61.4 in 2011 (NSO 2013:65). This reduction appears odd, especially so given
that the biggest reduction occurred in the rural regions. NSO (2013) provides no explanation
for this contraction in the labour force participation rate.
Typically, labour force data on “unemployment” does not simply refer to persons who are
simply economically inactive, but refer to people who during the survey period are actively
seeking wage employment and are able to commence wage employment should it be
available. It is this sense of “unemployment” (which is really “wage unemployment”) that
Census data for Papua New Guinea capture. Wage unemployment at 2000 was estimated at
2.8%, which is a very low number and reflects the fact that the vast majority of the employed
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Table 8.4 – Estimates of census labour force statistics 2011-1990
2011
Total population
Total in-scope population (population aged between 10-64
years)*

In-scope population as % total population (10-64 years)

2000

Total
Total
Total
Males
Females
Males
Females
Males
7,254,442 3,757,198 3,497,244 5,190,786 2,622,732 2,499,042 3,761,954
5,453,542
75.18

2,817,954

2,635,588

75.00

75.36

Employed
Unemployed
Not in the labour force
Not stated

Labour force participation rate (Labour force as %

in-scope

population)

Employed
(% of labour force)

Unemployed
(% of labour force)

Not in labour force
Unaccounted for

(% of total population in scope)

Formal wage job employment (% of employed
population)
% formal wage employment of total in-scope
population

3,613,516
69.61

1,903,119

1,788,814

2,514,924

72.56

71.58

66.85

58.44

58.42

1,256,887

1,156,470

1,203,233

1,141,501

53,654

14,969

581,704

578,525

64,528

Females

1,320,417

1,194,507

1,002,891

712,439

912,124

670,394

90,767

42,045

305,131

472,110

53,819

1,715,330
1,582,518
132,912
777,241
22,353

12,395

9,958

3,336,007
3,248,463
87,544
2,101,348
16,187

1,746,837

1,589,170

1,682,132

1,566,331

64,705

22,839

1,062,353

1,038,995

8,764

7,423

57.60
2,413,357
2,344,734
68,623
1,160,229
118,347

61

62

60

67

66

65

68

76

60

97

96

99

97

96

99

92

91

94

3

4

1

3

4

1

8

9

6

39

38

40

31

32

40

0

0

3

3

31
1

23

0

32
1

1

1

In-scope population as % total population (15-64 years)
Labour force

1990

Unknown

11.1
(360,732)

10.4
(243,852)

6.6%

6.75%

Unknown

* The 2011 figures are taken from NSO (2013) and unpublished 2011 Census data. 2011 Census figures are not yet presented in age brackets so they are best read as persons > 10 in employment.
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[economically active] population are involved in subsistence activities. In practice, wage
unemployment is much higher in urban areas, especially for youth (those classified 20 years
and younger). There are no data available regarding subsistence and informal employment
or unemployment levels. Nor are data available for total hours worked, which makes it very
difficult to say anything about underemployment and hidden unemployment in traditional
economy and society in Papua New Guinea.
The figures outlined in Table 8.4 are used in conjunction with population estimates to
determine a labour force estimate for 2010 and 2014. This estimate is rough and involves
the calculation of the labour force figures based on the same percentages identified in
previous censuses. It is obviously preferable not to make such calculations, but it is
necessary to have a basic understanding of the labour force in order to discuss broader
labour resource issues and to make sense of the 2011 Census and NLMA (2010) results.
Based on Table 8.5, we estimate that in 2010 the number of people in formal wage
employment was between 274,000 and 395,000 persons (the latter estimate using a working
age of 15-64 years). These figures are in keeping with the 2011 Census estimate of 360,000
persons in formal wage employment. Nevertheless, they differ significantly from the NLMA
(2010:29) estimate of 468,000 people in formal wage employment in 2010. Filer et al
(2013:13), using HIES 2009-2010 data, place the 2012 estimate at around 450,000 persons.
It is difficult to know how to interpret these differences. McGavin (2001:61) estimates formal
wage employment in 1998 at 246,000 persons. The BPNG employment index indicates an
increase in formal employment of approximately 46% between 1998 and 2010. Applying this
to the last McGavin estimate would provide a figure of about 359,000 wage employees,
which is very close to the 2011 Census figure. Whilst it is difficult to provide a certain
conclusion, we defer to the Census estimate.
Based on the 2011 Census preliminary results, we estimate that formal wage employment in
2014 was approximately 465,000 persons (calculated using the census formal wage
employment figure and the BPNG employment index). This estimate exceeds that presented
in Table 8.5 but is not excessive, particularly given the level of economic activity in Papua
New Guinea during the period 2011-2014, which included the construction phase of the
ExxonMobil LNG Project. Using these figures as a baseline and maintaining percentages
from previous censuses, Table 8.6 presents crude estimate is made for the labour force.
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Table 8.5 – Estimate of the 2010 and 2014 labour force statistics

Year
2010

Projected total population
( based on 3.1% annual growth rate)
7,044,007

Measured 10-64
years

Measured 15-64
years

Projected total in-scope population

4,903,333
3,285,233
3,186,676

4,057,348
2,718,423
2,636,870

331,414

274,235

478,001

395,531

5,540,208
3,711,939

4,584,341
3,071,509

3,600,581

2,979,363

374,460

309,854

540,087

446,904

Labour force
Employed [economically active]
Formal wage employment
(assuming formal wage employment is 10.4% of employed
[economically active] population)
Formal wage employment
(assuming formal wage employment is 15 % of employed
[economically active] population)

2014

7,958,925
Projected total in-scope population
Labour force
Employed [economically active]
Formal wage employment
(assuming formal wage employment is 10.4% of employed
[economically active] population)
Formal wage employment
(assuming formal wage employment is 15 % of employed
[economically active] population)

Table8.6 – Estimate of the 2014 labour force
Projected total population
( based on 3.1% annual growth rate)
7,958,925
Projected total in-scope population
Labour force
Employed [economically active]
Formal wage employment
Informal employment [economically active]
Includes subsistence employment [economically
active]
Wage unemployment [actively seeking wage
employment]

Measured
15-64 years
4,584,341
3,071,509
2,979,363
465,000

2,514,363
92,145

Table 8.6 needs to be interpreted with significant caution. Whilst the general story of an
increase in the aggregate level of formal wage employment appears to be correct, it is not so
clear that this increase represents an increase in formal wage employment as a percentage
of the labour force. This is because the labour force may have increased in size over the
period (as the population increases and as more persons have become economically

Grappling afresh with labour resource challenges in PNG │117
active). General observation indicates that there has been a significant increase in the level
of informal activity in the economy, especially in urban regions. This activity may simply
reflect a movement from the subsistence sector to the informal sector. Alternately, it may
also reflect a movement from the household sector (not classified as being part of the labour
force) into informal money earning activities. Our informal sector survey indicates that there
has been considerable movement from the household sector into informal self-employment
for the simple reason of declining real household incomes (in this case, by “informal
employment” we mainly mean “informal self-employment”). Unfortunately, we do not have
sufficient access to census and other labour force data to prove this hypothesis.

2011 Census formal wage employment estimates
This section provides an overview of the 2011 Census formal wage employment statistics.
The statistics presented in this section are not yet formally published and are based on 2011
Census extract data from the NSO. For ease of presentation, this section provides graphical
overviews of Census findings. The tabular data are provided in Annex 8.2 and Annex 8.3 to
this chapter. It is not possible to compare these findings with past Census results because
we were unable to locate comparable data.
Figure 8.5 – Formal wage employment by industrial classification 11
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Figure 8.5 indicates that 52% of all formal wage employees are employed by just four
industrial sectors: Education (15%), Agriculture, hunting and forestry (13%), Real estate,
11

Source: Authors’ calculations from preliminary 2011 Census results.
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renting and business services (13%) and Construction (11%). By contrast, the mining and
quarrying sector (including hydrocarbons) provides 2% of formal wage employment.
Although mining and quarrying only provides limited direct wage employment, in practice it
supports a significant amount of wage employment in other sectors of the economy. For
example, during the construction phase of mineral and hydrocarbon resource projects,
employment is classified in the construction sector even though its primary purpose is to
support the mining and hydrocarbon sector. Moreover, many of the other domestic sectors
primarily serve the mining industry or gain significant increases in trade as a result of an
increase in activity in the mineral and hydrocarbon sectors. This correlation between sectors
is important for understanding changes in formal wage employment and is examined in the
next section of the chapter.

Differences in industry employment by sex
Figures 8.6 and 8.7, indicate that there are differences in the formal wage employment
undertaken by men and that undertaken by women. 50% of all male formal wage
employment occurs in four industry groups: Construction (14%), Real estate, renting and
business service activities (13%), Agriculture, hunting and forestry (12%) and Education
(11%). By contrast, 50% of all female formal wage employment occurs in three industry
groups: Education (22%), Agriculture, hunting and forestry (13%) Wholesale and retail trade,
sales and repairs (13%).12
Figure 8.6 – Male formal wage employment by industrial classification 13
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The figures do not quite total due to rounding.
Source: Authors’ calculations from 2011 Census data.
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Figure 8.7 – Female formal wage employment by industrial classification14
Education
Agriculture, hunting & forestry
Wholsesale & retail trade, Sale & repair motor vehicle…
Real estates renting & business service activities
Health
Public administration & defence compulsory social security
Private households with employed persons
Manufacturing
Other community social and personal service activities
Hotel & restaurants
Extra territorial organisations and bodies
Tranport storage & communications
Financial intermediation
Construction
Mining & quarrying
Fishing
Electricity Gas steam & hotwater

0%

5%

10%

15%

20%

25%

% of total formal employment

Private and public sector
The 2011 Census extract does not distinguish between public sector and private sector
employment. It is useful to distinguish between these two forms of formal wage employment
because, in general, they employ different types of skills. The public sector is dominated by
professional skills (primarily education) and the private sector is dominated by trades and
low-skilled workers (termed “elementary workers”, or base-level workers). Figure 8.8 reflects
our broad attempt to remove public sector employees from the census figures. The results
reinforce the primary roles of the agriculture, real estate and construction sectors as sources
of formal wage employment.

Figure 8.8 – Estimated private sector formal wage employment by industrial
classification 15
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Source: Authors’ calculations from 2011 Census data.
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Employment by occupation/employment category
Because different industries can employ similar types of skill sets, occupation categories can
differ from industry categories (for example, clerks are employed in nearly all industries). It
is, therefore, useful to depict employment by occupation categories as this often tells more
about the type of skill sets employed in the formal economy. Figure 8.9 depicts the
percentages of formal wage employees employed in different occupation categories.
The first thing to note about Figure 8.9 is that it depicts persons, not persons by sex. This is
because although there are differences between sexes in terms of dominant occupations,
the differences are relatively predictable and, therefore, they are presented in Annex 8.3 of
this chapter. The second thing to note is that Figure 8.8 presents two percentage estimates:
one that includes teachers (the blue bars) and one that excludes teachers (the red bars).
Because the education sector dominates formal wage employment, there is a flow-on effect
to occupational categories. This is seen in the dominant category being “Professionals” (20%
of all formal employees), the majority of which are teachers. Professionals do not dominate
the private sector in Papua New Guinea and so the figure presents both pictures. The
difference is significant. After removal of teachers, 40% of all employees are employed in the
categories of “Elementary occupations” or “Service workers shop and market sales workers”.
These would largely fall under a broader classification of “low skilled” workers as used by
McGavin (1991) and Levantis (1998). This description is supported by Figure 8.10 which
depicts the highest grade of schooling completed by formal wage employees.
Figure 8.9 – Total formal wage employment by occupation/ employment category 16
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Source: Authors’ calculations from 2011 Census data.
Source: Authors’ calculations from 2011 Census data.
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Figure 8.10 depicts that 80% of all formal wage employees have 10 years or below of
schooling. The general indication is that Papua New Guinea is not a high-skilled workforce.
This is not stated as a slight on Papua New Guinea, it is stated because it is a recognition
that needs to be integrated into labour resource policy formulation. First and foremost, it
requires policy makers to be realistic about where most formal wage employment will occur
(in low-skilled occupations) and to ensure policies do not unnecessarily affect the willingness
of people to employ low-skilled labour. This does not imply a lax policy attitude toward lowergrade education, since literacy and numeracy competencies are important for base-level
employment, as also is concept education such as identifying inputs as outputs. Willingness
to employ low-skilled labour includes direct measures (such as controlled increases in the
minimum wage) as well as more indirect measures such as ensuring that constraints to
enterprise are removed (such as improvement of transport networks). Further, it implies that
Papua New Guinea has much to gain through increasing the level and quality of formal skills
within its workforce. This applies particularly to female formal sector employees, who
consistently record lower levels of schooling relative to their male counterparts. Female
preparation for wage employment needs however to comprehend opportunities for job
placement. For example, given cultural expectations about which roles difference sexes
perform, it is unlikely a 50/50% output of agriculturist skills by sex would lead to similar
proportional

employment

of

females.

“Discouragement”

influences

as

well

“encouragement” influences need to be considered in targeting skills acquisition by sex.
Figure 8.10 – Highest grade of schooling completed by formal wage employees 17
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Foreign formal employment workers
The 2011 Census presents figures relating to the employment of the “foreign citizen”
population. In total the Census records 1871 foreign citizens involved in formal wage
employment in Papua New Guinea (1410 (75%) males, 461 (25%) females). We have not
been able to determine how these figures were generated but they appear to severely
under-estimate the level of foreign sector worker involvement the formal wage economy in
Papua New Guinea. Annex 8.6 to this chapter, provides a more detailed overview of foreign
employment in Papua New Guinea over the 2010-2013 period, with a particular focus on
work permit and visa holders. This section provides a brief summary of work permit issues
for 2014. Where useful, comparison is made to 2013 and the figures for that year are
presented in [brackets]. The major explanation for the decline in the number of permits
issued in 2014 (25% less) and the change in job types (skilled technicians to skilled
managers) represents the cessation of the construction phase of the ExxonMobil LNG
project.
In total, the Department of Labour and Industrial Relations records that there were 17,345
[23,409] work permits issued in 2014 and that these permits were provided to people from
110 [109] countries. Figure 8.11 depicts the top ten countries from which foreign workers
originated. The top three countries account for 58% [60%] of all worker entries: the
Philippines 25% [36%], China 17% [10%] and Australia 16 [13%]. The remainder of the top
ten nationalities are primarily from either South Asia or South East Asia. Although we do not
have sufficient historical work permit data to support our hypothesis, our personal exposure
to Papua New Guinea leads us to believe that this composition has changed over time away
from countries with significant European cultural heritage.
Figure 8.11 – Top ten nationalities of work visa holders in Papua New Guinea 2014 18
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Source: data provided by Department of Labour and Industrial Relations.
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Figure 8.12 depicts the top ten job types fulfilled by foreign workers. These top ten
categories account for approximately 50% of all work permit holders and they can broadly be
divided into two types: skilled managers 54% and skilled technicians 46%.19 This dominance
of skilled tradesmen and managers reinforces our previous comments regarding low-skill
levels in the Papua New Guinean labour force. This does not mean that Papua New Guinea
is a low-skilled economy, it actually requires a highly skilled workforce to function. By lowskilled we mean that the more skilled jobs are disproportionately filled by foreigners.
Changing this balance should be a clear focus for policy makers. Such changes should not
be based on ideology (such as a program to localise regardless of local capacity) but,
instead, should recognise the complementary nature of foreign skilled employment for the
employment of the largely low-skilled Papua New Guinean labour force. This was
extensively explored in respect of mining employment in earlier worker fly-in/fly-out policies
and the achievement of skills transfer to indigenous employees (see McGavin and Imbun
(1999), McGavin, Jones and Imbun (2001b, 2001c).
At present, skilled foreign workers assist low-skilled Papua New Guinean’s to find work.
Nevertheless, there must be a balance and we believe that a significant number of work
permits have been issued for job types that Papua New Guineans either can perform or
should readily be able to perform. We explore this more fully in Annex 8.6 to this chapter.
Long-term, Papua New Guinea needs to develop processes of skills transfer – particularly
on-job skills transfer – that enable the nation to benefit from exposure to foreign skilled
workers. This exposure includes formal skill sets (the technical aspects of a trade) and
informal skill sets (the nuance of work attitude, workplace behaviour and work ethics in
formal wage employment). In many cases the later appear more important than the former,
especially for the promotion of junior and middle managers into senior roles. It was remarked
by many business owners that many Papua New Guineans struggle with the transition from
middle to senior management, not as a result of technical competence but due to a
deterioration in workplace behaviour and attitude once promoted to senior roles. Unless
Papua New Guineans can transfer these skills, they will continue to occupy low skilled
occupations, which have low productivity and earn low wages.

The INA 2012 survey of the business and investment environment in Papua New Guinea records
the professions that businesses find the most difficult to recruit, and engineers and tradesmen head
the list.
19
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Figure 8.12 – Top ten job descriptions of foreign visa holders in Papua New Guinea
2014 20
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Seasonal worker program
Papua New Guineans also work outside of Papua New Guinea, especially in the mining
sector in Australia. It was not possible to gain figures for all overseas workers but we were
able to gain data for the “Seasonal Worker” program. This program commenced in 2011 and
involves Papua New Guineans who voluntarily register to work in a seasonal fashion in
Australia and New Zealand, primarily in support of agricultural work.21 Table 8.7 presents the
figures for the number of people registered to participate in seasonal work and the numbers
who are ready and available to work as at 2013. Of those ready and able to work, the
majority come from the Southern Region. It is not clear why there is such a large difference
between the number of registered applicants in the Highlands and the number in the ready
work pool. Table 8.8 indicates that over the period 2011-2013 a total of 175 workers have
actually worked overseas, 110 in Australia and 65 in New Zealand. Of these, the majority
were male (73%). It is too early to observe trends in the program but, overall, it does not
appear to have attracted a significant number of workers.
Table 8.7 – Overview of the seasonal worker program as at 2013 22
Region

Registered applicants

In the work ready pool

Southern

555

201

Momase

345

84

Highlands

1102

139

Islands

345

63

Total

2347

493

Source: data provided by Department of Labour and Industrial Relations.
In practice the “Seasonal Workers” are employed under two separate schemes: the Australian
Seasonal Worker Program (SWP) and the New Zealand Recognised Seasonal Employer scheme.
22 Source: Department of Labour and Industrial Relations, National Employment Division, 2013
Statistical Report, “PNG seasonal workers to Australia and New Zealand”.
20
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Table 8.8 – Number of seasonal workers employed in Australia and New Zealand
2011-2013
Country

2011

Australia

Male

Female

25

16

2012
Total
41

New Zealand
Total

25

16

41

Male

Female

35

12

16
51

2013
Total

Aggregate

Male

Female

Total

47

15

7

22

110

5

21

38

6

44

65

17

68

53

13

66

175

Summary
Snapshot summaries of the labour force such as presented here are only really useful in
relative terms. Unfortunately, we do not have sufficient data to present comparisons with
previous censuses. Lacking such data, this section has very briefly summarised the Papua
New Guinean labour force, particularly as it relates to formal wage employment. We have
not presented any data on the informal sector (informal here refers to subsistence and
informal enterprises) because – other than to say that it comprises the majority of
“employed” people (at least 80%) – we have very little data about it. Although we address
this issue later in the study, it remains a significant gap in the analysis presented here,
because the vast majority of the “employed” population is not examined.
Employment and output
The previous sections focused on the labour force. The changes in the number of wage
employees (as a stock) were examined, but little was said labour what brought about these
changes. This section attempts to present some analysis of factors that contributed to
changes in the labour market. Having an understanding of these factors and being able to
situate labour force statistics within a wider economic and social picture is essential for the
development of effective labour resource policies. Again, given a lack of complete and
consistent data, the section takes a somewhat piecemeal approach.
Structure of the PNG economy
The PNG national accounting data are divided into two components: market and nonmarket. Market is the largest component and represents the formal sector. The non-market
sector represents the informal sector, primarily subsistence households. Of the two, the
informal sector (inclusive of informal traders and the subsistence sector) is the least well
defined and its output is largely unmeasured. Output in the formal sector, on the other hand,
is better measured. Whilst the NSO divides industries into classifications, it is more useful to
think of the Papua New Guinean formal sector as comprising of four key sub-sectors:
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The mineral and hydrocarbon sub-sector. As depicted in Table 8.9 and Figure
8.13, this sector has driven the growth in measured GDP since 2005 and comprised
the largest component of GDP in 2011. It is dominated by large firms and, in the
main, has large profit margins that attract and support a large number of domestic
service companies. The sector is highly international in its culture and often operates
in parallel with, rather than as part of, the wider economy and society. It relies on
significant quantities of foreign workers, international finance and often follows highly
prescribed international industrial standards.



The agricultural sub-sector. Agriculture is the largest private employer in the
country. It relies on commodity prices and does not have the large margins that are
enjoyed by mineral resource companies. As depicted in Table 8.9 and Figure 8.13, it
has consistently been the largest component of measured GDP over the period
2000-2011. The plantation sector stands apart from the local population but is much
more integrated into local societies than the mineral and hydrocarbon sectors. Within
the estate agricultural sector, oil palm plantations are the stand-out employers.



The public sub-sector. The public sector is the largest formal employer in the
country and, over time, has been the largest funder of construction projects in Papua
New Guinea. Through various state owned enterprises it plays a key, even if highly
inefficient, role in the delivery of electrical and communications services. Public
sector employees provide a major target market for domestic retailers, particularly
food retailers.



The domestic services sub-sector. All other enterprises tend to service the
agricultural, the mining or the public sectors, including their employees. The sector
has a degree of protection from competition, either through tariff walls, government
remits or because of access to key inputs such as land in urban areas. This results in
high consumer price levels and a high level of rent-seeking.
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Table 8.9 – Industry sector as a percentage of GDP 2001-2011 23
Industry sector
Agriculture, forestry and
fishing
Mining, quarrying and
Petroleum

2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

34.2

37.2

36.2

33.8

32.9

31.0

31.3

32.4

31.2

26.8

25.7

23.0

19.9

22.0

23.8

26.6

29.4

22.1

19.4

19.4

25.4

26.7

Manufacturing

7.0

6.1

6.2

6.3

6.1

5.7

6.5

6.7

6.8

6.1

5.9

Electricity, gas and water

1.6

1.6

1.7

2.0

2.0

2.0

2.2

2.4

2.1

2.0

2.0

Construction
Wholesale and retail
trade
Transport, storage and
communication
Financing, insurance, real
estate and business
service
Services of owneroccupied dwellings

6.7

8.4

8.5

8.7

8.2

8.4

9.5

10.5

10.8

10.5

9.0

5.3

6.3

6.4

6.6

6.2

6.1

6.7

7.0

7.3

7.3

7.2

2.5

2.3

2.2

2.3

2.1

1.9

2.4

2.5

2.6

2.6

2.6

3.9

3.4

3.2

3.1

3.2

3.4

3.9

4.1

4.3

4.7

4.9

1.0

0.9

0.9

1.0

0.9

0.8

0.8

0.8

0.8

0.7

0.7

Other
Community, social and
personal services

2.9

2.5

2.2

2.1

2.3

2.6

3.0

3.2

3.5

4.0

4.2

11.9

11.4

10.5

10.4

9.5

8.9

11.6

11.1

11.3

9.9

11.1

Figure 8.13 – Industrial sector as a percentage of GDP in 2011 24
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There are two major commercial centres in Papua New Guinea: Port Moresby and Lae. As
depicted in Figure 8.14, the vast majority of businesses in Papua New Guinea are registered
in the National Capital District. Figure 8.15 indicates that this applies especially to foreign
companies. Although registration does not necessarily imply place of operation, it would
appear that large firms increasingly base their operations in Port Moresby rather than in Lae,
which has experienced a serious decline in economic and social infrastructure over the last
20 years.

23
24

Source: GDP data provided by the NSO.
Source: GDP data was provided by the NSO in 2014, we believe the data is otherwise unpublished.
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Figure 8.14 – Investment Promotion Authority business registration by province
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Figure 8.15 – Investment Promotion Authority foreign company registrations by
province 26
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We have serious reservations about the currency and accuracy of the output figures
presented in this section. IMF (2014:60) indicates that the NSO has not publicised national
accounts data since 1998. Since this time various other organisations (primarily Treasury)
have publicised output statistics but these data are based on sample extrapolations. We do
not believe that raw data has been collected for the non-market sector in decades. Given
these limitations, we have decided not to use the output figures presented in this section to
generate assessments of unit labour costs and multi-factor productivity. Nevertheless, we

25
26

Source: Data provided by the Investment Promotion Authority in 2014.
Source: Data provided by the Investment Promotion Authority in 2014.
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believe the data can be used to show the links between the wider economy and the general
level of employment, particularly formal wage employment.
Figure 8.16 – GDP Nominal and GDP Constant (1998) – Kina million 27
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Figure 8.17 – Rates of nominal GDP and constant GDP (1998) growth 1994-2011 28
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Figures 8.16 and 8.17 indicate that over the period 2000-2011 there has been a significant
increase in nominal and real GDP. In nominal terms, annual GDP in 2011 was triple that
recorded for the year 2000. This significant increase in output is supported by sustained
increases in business registrations over the period. Figures 8.18 and 8.19 show increases in
IPA business registrations and increases in foreign company business registrations. Figure
8.19 and Figure 8.20 show that since 2008, both Investment Promotion Authority (IPA)
business registrations and National Super Fund (NASFUND) company contributors have
increased substantially (see Annex Table A8.4.1, Table A8.4.2, Table A8.5.1 and Table
8.5.2 for enumerations).
27
28

Source: Authors’ calculation on GDP data provided by the NSO.
Source: Authors’ calculation on GDP data provided by the NSO.
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Figure 8.18 – New foreign company registrations per year – 1990-2013 29
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Figure 8.19 – IPA new local company and business registrations per year
– 1990-2013 30
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Figure 8.20 – Changes in NASFUND contributing companies by region 1990-2013 31
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These increases are expected to be tightly linked to the construction phase of the
ExxonMobil led LNG project. The increase in IPA business registrations seems extremely
large, we were not able to gain formal explanation for this increase. The most credible
informal explanation was that in order to apply for government contracts it is necessary to
Source: IPA data supplied directly to the researchers.
Source: IPA data supplied directly to the researchers.
31 Source: NASFUND data supplied directly to the researchers.
29
30
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have a formally registered business and it was expected that the future revenues from the
LNG project would dramatically increase government contractual offerings.
Although the level of GDP has increased, the majority of this increase was brought about by
an increase in commodity prices rather than through increased physical output. Figures
8.21, 8.22, 8.23 indicate that, in general, the output of the agricultural and mineral sectors
(when measured in tonnes of exports) have declined or remained stagnant over the period.
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Figure 8.21 – Agricultural exports – thousands of tonnes 1990-2013 32
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Figure 8.23 – Crude oil exports 1990-2013
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In contrast, Figures 8.24 and 8.25 indicate that since 2004 there has been a sustained and
marked increase in Kina-denominated commodity export prices. The increases in mineral
export commodity prices, in combination with a general lowering of the Kina exchange rate
since 1994 (see Figure 8.26), has prompted significant increases in mineral and

Source: BPNG Quarterly Bulletin.
Source: BPNG Quarterly Bulletin.
34 Source: BPNG Quarterly Bulletin.
32
33
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hydrocarbon exploration in Papua New Guinea. It is this exploration, incentivised by higher
prices during the relevant investment decision periods, as well as the construction of the
ExxonMobil led LNG infrastructure, that has underpinned the increase in overall national
output since 2003.
Figure 8.24 – Mineral export price indexes 35
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Figure 8.25 – Nominal agricultural export prices (kina per tonne, f.o.b) 36

Year

1.6
1.4
1.2
1.0
0.8
0.6
0.4
0.2
0.0

Kina float

2013

2012

2011

2010

2009

2008

United States $

2007

2006

2005

2004

2003

2002

2001

2000

1999

1998

1997

1996

1995

1994

1993

1992

1991

Australian $

1990

Kina exchange rate (Foreign currency units per
kina)

Figure 8.26 – Changes in the Kina exchange rate 1990-2013 37
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Source: BPNG Quarterly Bulletin.
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Output
Inflation has also played a significant role over the period. Figure 8.27 plots the consumer
price index for the period 1994-2014. As depicted in the figure, there has been a steady
increase in the price level since 1994 (an annual inflation rate of 6.7%). This high level of
inflation has acted to reduce the real wages received by Papua New Guineans and to lower
household incomes. Figure 8.28 depicts real GDP and real GDP per-person over the period
1960-2014. It can be seen that despite significant increases in real output over the period,
high annual population growth resulted in Papua New Guinea achieving negligible growth in
output per person. This is depicted in the blue line in Figure 8.28, which indicates that real
GDP (measured in USD) has grown very little since 1960. GDP per person, of course,
masks actual divisions of income distribution across the population. Given the highly
pluralistic nature of Papua New Guinean society and economy, it is likely that the division of
this output is extremely skewed.
Figure 8.27 – PNG Consumer Price Index, 1994-2014 38
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Source: BPNG Quarterly Bulletin.
These data are taken from the World Bank’s Papua New Guinea data set. We have serious
reservations about how the data was created, but believe the trend it displays to be accurate.
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Figure 8.28 – Real GDP and real GDP per capita 1960-2014 (Constant 2005 $US) 39
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The high levels of inflation in Papua New Guinea over the period are to be expected given
the significant increase in nominal growth. Nevertheless, it also reflects structural rigidities
within the Papua New Guinean economy. These rigidities result in the price of factors of
production increasing more than their usage rate (output). It would also appear that
structural rigidities constrained the level of labour resource take-up into formal employment
over the 2000-2014 period. Figures 8.29 and 8.30 graph the BPNG employment index for
the period 1990-2013. The index indicates that there has been a 69% increase in formal
employment over the period 2000-2013. This figure is very close (uncannily close) to the
increase in the number of employee superannuation accounts managed by the National
Super Fund over the period (68%) (see Annex Table A8.5.2). Although this is a significant
increase, it is not clear that it is commensurate with the overall increase in market GDP.
Given that the estimated nominal GDP in 2011 was treble the level of 2000, even after
accounting for price effects, it would appear a 69% increase in formal employment from such
a low base is at the lower end of the scale.
Figure 8.29 – Bank Papua New Guinea Employment Index 1990-2013 40
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Figure 8.30 – Bank Papua New Guinea Employment Index 1990-2013 41
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Figure 8.29 indicates that the increase in employment has not been uniform across industry
groups. In terms of percentage growth, the mineral hydrocarbon sector has had by far the
most pronounced increase in formal employment. This growth represents the significant
investments made in the sector as well as a low starting point. Despite also experiencing
higher commodity prices from 2006, the percentage level of employment growth in
agricultural sector was less pronounced. It is expected that this reflects the higher starting
base and the increasing shrinkage of components of the plantation sector in Papua New
Guinea. This shrinkage should be of significant concern to Papua New Guinea’s policy
makers and is further examined in Chapter 16.
Figure 8.30 depicts this shrinkage of the plantation sector in the cocoa industry and its
replacement by the small-holder sector. Unfortunately we were unable to gain similar graphs
for other sectors, but Bourke and Harwood (2009:3) indicate that the trend is consistent
across the majority of agricultural commodities, except for oil palm.
Figure 8.29 – Change in the BPNG employment index by industry group 2000-2013 42
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Figure 8.30 – Plantation and smallholder output of cocoa production 2000-2011 43
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Employment by region also varied significantly over the period. Figure 8.31 indicates that the
strongest growth occurred in Morobe and this primarily reflected the use of Lae as a centre
for transport of goods and services to mineral resource development projects. Interviews
with Lae businessmen indicated that mining had been the main story for business growth
over the last decade. It is also expected that the high level of population growth in the
Highlands region contributed to jobs growth in Lae, because Lae is the major service port for
this population. Somewhat surprisingly, the level of formal employment in the Highlands
region actually fell over the period. (We were unable to investigate whether there is a
periodicity element in this, since the agricultural component of Highland employment is
markedly seasonal.) The measured reduction in Highland wage employment is surprising
and alarming, for two reasons:


First, the Highlands region had the second highest population growth rate in the
country over the 2000-2011 period and the largest population growth in total
numbers.



Secondly, much of the mineral resource exploration and development over the period
occurred in the Highlands region.

It is important to distinguish between these percentage figures and aggregate numbers. In
terms of total employees, the Southern region is likely to have recorded by far the largest
increase in numbers of formally employed people. Figure 8.32 graphs the increase in the
number of employees enrolled in the NASFUND from 1991-2013. It indicates both a
significant increase in total registrations since 2000 (a doubling) and that the majority of this
increase occurred in the Southern region. The data on which this Figure are based is
provided in Annex Table A8.5.2 to this chapter.

Change in BPNG wage employment
index

Figure 8.31 – Change in the BPNG employment index by region – 2000-2013 44
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Figure 8.32 – NASFUND – Number of employees for whom super is paid per year
1991-2013 45
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Summary
This section has highlighted that although the headline figures of nominal GDP growth and
formal wage employment growth have been very positive for the 2000-2014 period, the level
of growth by industry and region has differed significantly. This difference is expected to
result in differences in the regional labour markets (including in the price of labour) and
suggests the use of tailored labour policies, rather than broad based national regulations.
This tailoring will provide much greater flexibility to enterprises in local regions, which should
increase the demand for labour or, at the very least, prevent a contraction in demand.

Conclusion
This chapter provided an overview of the labour force in Papua New Guinea as well as the
wider economy in which it is situated. It is a highly simplified overview due to the lack of
detailed employment and output data. Nevertheless, the simplified picture enables the
reader to identify the links between employment and output and to see that issues relating to
labour resources require multivariate thinking and causality analysis. In some cases we
over-presented data because it is very hard to access this data in Papua New Guinea. With
similar reasoning in mind, with have included additional data in the Annexes. The key points
made in this chapter are that there has been a large increase in formal wage employment
since 2000. This increase has primarily been driven by enterprises responding to increases
in the price of agricultural and mineral commodities. The result has been a significant
increase in nominal GDP as well as company and business registrations. Real GDP has also
risen over the period, but due to significant increases in the population from 2000-2014, real
GDP per person has remained largely stagnant. Subsequent chapters investigate the effects
of these increases in output on wages and incomes in the formal and informal sectors.
45

Source: NASFUND data supplied directly to the researchers.
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Annex 8.1 – Summary of the 2011 Census population estimates
Table A8.1 – Summary of 2011 Census population estimates 46

Province
Southern
region
Western
Gulf
Central
National Capital
District
Milne Bay
Northern
Highlands
region
Southern
Highlands
Hela
Enga
Western
Highlands
Jiwaka
Chimbu
Eastern
Highlands
Momase region
Morobe
Madang
East Sepik
West Sepik
Islands region
Manus
New Ireland
East New
Britain
West New
Britain
A.R Bougainville
Papua New
Guinea

46

Households

Persons

Males

Females

Average
Household
size

% of total
population

Inter-censual
population
growth rate

235,388
31,322
25,819
41,309

1,456,250
201,351
158,197
269,756

763,620
103,762
81,814
142,231

692,630
97,589
76,383
127,525

6
6.4
6.1
6.5

20
2.8
2.2
3.7

3
2.5
3.6
3.5

47,559
55,262
34,117

364,125
276,512
186,309

194,834
143,791
97,188

169,291
132,721
89,121

7.7
5
5.5

5
3.8
2.6

3.3
2.5
3.1

593,179

2,854,874

1,497,645

1,377,229

5

39.2

3.3

88,041
65,271
76,421

510,245
249,449
432,045

263,523
128,895
244,663

246,722
120,554
207,382

5.8
3.8
5.7

7
3.4
5.9

3.2
2.7
3.5

85,101
65,155
76,198

362,850
343,987
376,473

183,791
178,418
197,307

179,059
165,569
179,166

4.3
5.3
4.9

5
4.7
5.2

3.2
5.6
3.4

136,992
348,648
130,109
86,140
87,465
44,934
197,429
10,360
29,634

579,825
1,867,657
674,810
493,906
450,530
248,411
1,096,543
60,485
194,067

301,048
962,252
350,902
257,581
225,998
127,771
569,347
31,161
102,494

278,777
905,405
323,908
236,325
224,532
120,640
527,196
29,324
91,573

4.2
5
5.2
5.7
5.2
5.5
6
5.8
6.5

8
25.7
9.3
6.8
6.2
3.4
15
0.8
2.7

2.6
2.4
2
2.7
2.5
2.6
3.5
3
4.5

58,458

328,369

168,760

159,609

5.6

4.5

3.6

50,744

264,264

138,942

125,322

5.2

3.6

3.3

48,233

249,358

3.4

3.2

7,275,324

121,368
3,502,460
(48%)

5.2

1,374,644

127,990
3,772,864
(52%)

5

100

3.1

Source: NSO 2013
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Annex 8.2 – Summary of the 2011 Census formal sector employment estimates
Table A8.2.1 – 2011 Census estimates of formal wage employment by industry sector 47
Industry

Total

Agriculture, hunting and forestry
Fishing
Mining and quarrying
Manufacturing
Electricity Gas steam and hotwater
Construction
Wholsesale and retail trade, Sale and repair motor
vehicle personal and household goods
Hotel and restaurants
Tranport storage and communications
Financial intermediation
Real estates renting and business service activities
Public administration and defence compulsory social
security
Education
Health
Other community social and personal service
activities
Private households with employed persons
Extra territorial organisations and bodies

Male

360,732
47,021
1,052
9,011
15,397
3,177
38,547

73%
261,682
33,625
550
7,847
11,451
2,877
37,171

Female
27%
99,050
13,396
502
1,164
3,946
300
1,376

30,152
5,281
23,902
4,359
46,868

16,795
2,614
21,732
2,221
36,468

29,716
53,371
15,763
13,176
5,908
18,031

Total %

Male%

Female%

100%
0.13
0.00
0.02
0.04
0.01
0.11

100%
0.13
0.00
0.03
0.04
0.01
0.14

100%
0.14
0.01
0.01
0.04
0.00
0.01

13,357
2,667
2,170
2,138
10,400

0.08
0.01
0.07
0.01
0.13

0.06
0.01
0.08
0.01
0.14

0.13
0.03
0.02
0.02
0.10

22,939
31,236
7,346

6,777
22,135
8,417

0.08
0.15
0.04

0.09
0.12
0.03

0.07
0.22
0.08

9,451
1,922
15,437

3,725
3,986
2,594

0.04
0.02
0.05

0.04
0.01
0.06

0.04
0.04
0.03

Table A8.2.2 – 2011 Census estimates of formal wage employment by occupation 48
Occupation
Legislators and senior officials
and managers
Professionals
Teaching and associates
professionals
Office clerks
Service workers shop and
market sales workers
Agricultural animal and fishery
workers
Craft and building trade
workers
Plant and machine operators
and assemblers
Elementary occupations
Not stated

47
48

Total
360,732

Male
261,682

Female
99,050

Total
100%

Male%
100%

17,330
76,512

13,748
45,866

3,582
30,646

0.05
0.21

0.05
0.18

0.04
0.31

28,441
24,440

19,433
10,211

9,008
14,229

0.08
0.07

0.07
0.04

0.09
0.14

35,942

22,574

13,368

0.10

0.09

0.13

14,184

9,862

4,322

0.04

0.04

0.04

57,937

54,333

3,604

0.16

0.21

0.04

29,956
72,267
3,723

28,436
54,588
2,631

1,520
17,679
1,092

0.08
0.20
0.01

0.11
0.21
0.01

0.02
0.18
0.01

Source: Unpublished 2011 Census data.
Source: Unpublished 2011 Census data.

Female%
100%
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Annex 8.3 – Differences in 2011 Census formal employment occupation
categories by sex
Figures A8.3.1 and A8.3.2 indicate that there are differences between males and females interms of occupations. Males dominate the occupation categories of “Craft and building
trades workers” and “Plant and machine operators and assemblers”. In contrast, females
dominate “Office clerk categories” and are primarily employed as teachers. These findings
are not surprising and reflect similar sexual differentiations observed in other countries, for
example Australia.
Figure A8.3.1 – Male occupational categories 49
Elementary occupations
Craft and building trade workers
Professionals
Plant and machine operators and assemblers
Service workers shop & market sales workers
Teaching and associates professionals
Legislators and senior officials and managers
Office clerks
Agricultural animal and fishery workers
Not stated
0%

5%

10%

15%

20%

25%

% of total formal employment

Figure A8.3.2 – Female occupational categories 50
Professionals
Elementary occupations
Office clerks
Service workers shop & market sales workers
Teaching and associates professionals
Agricultural animal and fishery workers
Craft and building trade workers
Legislators and senior officials and managers
Plant and machine operators and assemblers
Not stated
0%

5%

10%

15%

20%

25%

30%

35%

% of total formal employment

49
50

Source: Unpublished 2011 Census data.
Source: Unpublished 2011 Census data.
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Annex 8.4 – IPA company and business registrations 1990-2013
Table A8.4.1 – Total IPA business registrations per year 1990-2013 51
Year
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013

51

Associations
37
29
82
51
50
40
77
69
135
222
322
399
326
464
550
629
691
644
767
849
866
962
814
1154
10,229

Business
Groups
366
504
737
1040
888
216
292
278
416
201
222
235
145
235
173
152
173
144
268
182
209
253
171
261
7,761

Business
Names
863
739
1590
1693
1952
1896
2343
2776
3838
3179
3089
2878
3054
3434
3891
4449
5419
6696
7977
7959
9064
10658
16604
20277
126,318

Local
companies
959
1296
1932
1658
1734
1848
1967
2098
2976
3771
4136
3334
3014
1983
2108
2308
2743
2960
4018
4562
5526
4025
4558
4203
69,717

Source: Unpublished IPA data supplied to the authors in 2014.

Foreign
Companies
26
17
22
8
11
19
15
27
26
21
24
11
16
18
21
22
38
38
42
70
88
117
80
77
854

Total
2,251
2,585
4,363
4,450
4,635
4,019
4,694
5,248
7,391
7,394
7,793
6,857
6,555
6,134
6,743
7,560
9,064
10,482
13,072
13,622
15,753
16,015
22,227
25,972
214,879
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Table A8.4.2 – Total IPA business registrations by province 52
PROVINCE
AUTONOMOUS REGION OF BOUGAINVILLE
CENTRAL PROVINCE
EAST NEW BRITAIN PROVINCE
EAST SEPIK PROVINCE
EASTERN HIGHLANDS PROVINCE
ENGA PROVINCE
GULF PROVINCE
HELA PROVINCE
JIWAKA PROVINCE
MADANG PROVINCE
MANUS PROVINCE
MILNE BAY PROVINCE
MOROBE PROVINCE
NATIONAL CAPITAL DISTRICT
NEW IRELAND PROVINCE
ORO PROVINCE
SANDAUN PROVINCE
SIMBU PROVINCE
SOUTHERN HIGHLANDS PROVINCE
WEST NEW BRITAIN PROVINCE
WESTERN HIGHLANDS PROVINCE
WESTERN PROVINCE

52

Associations

Business
Groups

Business
Names

Local
Companies

Foreign
Companies

3
2
5
5
10
3
2

1
65
25
155
68
219
44

2
3
11
6
7
4

173
48
50
180
16
173
32
32
45
125
150
122
160

1073
329
2606
1226
1879
1463
297
142
105
2453
349
654
5199
42062
1581
534
928
407
1593
1136
4258
1314

5
6
19
3
6
1

4
1
2
13
65
1

3326
3136
4383
4088
8385
5307
947
300
747
5119
1010
2238
14842
40599
3287
1950
1632
2965
2100
4973
4873
2303

149

1,883

118,510

71,588

Source: Unpublished IPA data supplied to the authors in 2014.

7
3
52
985
13
4

9
8
41

1,162
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Annex 8.5 – NASFUND company and member registrations 1990-2013
Table A8.5.1 – NASFUND - number of companies that pay contributions for their
employees per year 53
Year

53

Number of Employers
Southern

Momase

Highlands

Islands

Total

1990

378

246

122

164

910

1991

425

266

131

178

1000

1992

530

314

155

207

1206

1993

559

339

184

230

1312

1994

625

377

202

252

1456

1995

669

396

216

266

1547

1996

693

405

221

271

1590

1997

722

413

225

281

1641

1998

737

420

231

282

1670

1999

750

421

232

284

1687

2000

755

424

234

284

1697

2001

763

427

236

284

1710

2002

797

438

241

289

1765

2003

855

452

257

295

1859

2004

899

477

274

303

1953

2005

983

527

307

328

2145

2006

1062

552

318

341

2273

2007

1188

604

333

377

2502

2008

1328

657

360

401

2746

2009

1414

696

368

433

2911

2010

1545

736

384

456

3121

2011

1656

771

401

481

3309

2012

1784

882

441

515

3622

2013

1882

909

467

531

3789

Source: Unpublished NASFUND data supplied to the authors in 2014.
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Table A8.5.2 – NASFUND - number of people for which superannuation paid per year 54
Year

54

Number of Members
Southern

Momase

Highlands

Islands

1991

26347

11723

3333

3788

45,191

1992

70651

38824

8464

9953

127,892

1993

70682

38824

8430

9953

127,889

1994

70672

38823

8430

9953

127,878

1995

70676

38822

8430

9953

127,881

1996

70665

38821

8429

9952

127,867

1997

70687

38820

8427

9951

127,885

1998

70633

38806

8425

9948

127,812

1999

70605

38789

8417

9943

127,754

2000

70483

38758

8404

9935

127,580

2001

70282

38685

8387

9896

127,250

2002

79947

42507

9984

12054

144,492

2003

77858

41583

9739

12053

141,233

2004

77318

41461

9773

12484

141,036

2005

78588

41902

9961

12765

143,216

2006

81116

43744

10495

13481

148,836

2007

85484

44444

11024

14552

155,504

2008

89740

47111

11512

15923

164,286

2009

93036

50155

11786

17005

171,982

2010

90939

47184

11577

17650

167,350

2011

93532

47498

11626

18527

171,183

2012

99912

48521

12230

19672

180,335

2013

101912

51898

12570

20619

186,999

Source: Unpublished NASFUND data supplied to the authors in 2014.

Total
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Annex 8.6 – Overview of Foreign Employee
Work Permit Issues, 2010 - 2013
This Annex was written prior to the receipt of data for the 2014 year and, therefore, is limited
to the period 2010-2013. Figures for 2014 are provided in the main chapter. The overview is
divided into two parts:


a summary of work permit issues for the period 2010-2013, and



a summary of immigration visas.

Foreign employee work permit issues 2010-2013
Data for this section are drawn from the Department of Labour and Industrial Relations
(DLIR). Due to changes in database systems, data are only readily available for the period
2010-2013, and we were unable to gain data for earlier periods. Table A8.6.1 indicates that
there was a significant increase in work permits issues over the period 2010-2013.
Table A8.6.1 – Total work permit issues 2010-2013
2010
14,897
Annual % increase

2011
23,409
57%

2012
24,334
4%

2013
23,409
- 4%

From 2010 to 2011 there was a 57% increase in the level of foreign work permit issues,
growing by 4% again in 2012 and contracting by 4% in 2013. These significant fluctuations
are certainly strongly related to the construction phase of the ExxonMobil LNG project and
the wider construction boom in Papua New Guinea’s major urban centres, especially Port
Moresby. Figure A8.6.1 supports this argument.
Figure A8.6.1 – Top 10 job types for which foreign work permits were issued 2010-2013
Technicians and Trade Coordinators and Supervisors
Specialist Heavy Machinery Mechanic or Technician
Operations Manager
Sales and Marketing Manager

2013

Corporate Services Manager
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Figure A8.6.1 depicts the top ten job types for which work permits were issued over the
period 2010-2013. As depicted in Figure A8.6.1, the job types are consistently divided
between trade/skilled construction workers and managerial positions. From 2011-2013 the
most sustained increase was in trade/skilled construction workers, which supports the link to
the ExxonMobil LNG project and wider construction projects. Figure A8.6.2 indicates that
these worker have increasingly been drawn from East Asia and South East Asia, especially
the Philippines. As depicted in Figure A8.6.2, in percentage terms, the most significant
increases in work permits occurred to labour from the Philippines, followed by China,
Indonesia, Bangladesh and Thailand. The Philippines experienced the most dramatic
increase because it provided the majority of trade/skilled construction labour imported over
the period (approximately 45% of all such work permits were issued to Filipinos in 2013).
Figure A8.6.2 – Top 10 nationalities to which foreign work permits were issued 2010-2013

Numebr of work permits issued

9,000.00
8,000.00
7,000.00
6,000.00
5,000.00
4,000.00
3,000.00
2,000.00
1,000.00
0.00

2010

2011

2012

2013

2013 results. In percentage terms, The Philippines (36%) Australia (12%), and China (10%)
accounted for approximately 60% of all work permits issued in 2013. Nevertheless, as
depicted in Table A8.6.2, the job types for which these permits were issued vary significantly
across these three counties. As depicted in Table A8.6.2, the top 45% of all work permits
issued to Filipinos were for trade/skilled construction labour. In contrast, 23% of the top work
permits issued to Australians were for trade/skilled construction labour, and 15% were for
senior managerial roles. The Chinese results seem to be irregular.
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As indicated in Table A8.6.2, the top 42% of all visas issued to Chinese nationals were for
managerial roles. Whilst these managerial roles appear to be more junior than those issued
to Australians, it is still a very large number. Even a casual observer of building sites in Lae
and Port Moresby could not help but notice the very large number of Chinese construction
workers employed on what are effectively Chinese-language construction sites – even site
banners are maintained in Mandarin. We find it very hard to believe that management roles
outnumber these construction workers to such a degree. In fact, we find it hard to believe
that the category of “manager” accurately describes the role performed by the vast majority
of Chinese nationals in Papua New Guinea. Chinese employees do not dominate
managerial roles in formal sector workplaces. Whilst there may be some notable exceptions
(such as the Ramu NiCo mine in Madang), the vast majority of Chinese nationals appear to
be employed on construction sites or within unregulated enterprises where they perform
basic supervisory roles. We amplify our comments relating to this issue below, but the point
needs to be made that there appear to be significant irregularities in the data for foreign work
permits issues relating to Chinese nationals.
Table A8.6.2 – Top six job types for the Philippines, Australia and the China for 2013
Country

Total permit

%

8525

36%

Technicians and Trade Coordinators and Supervisors

1088

12.76%

Steel Fixer

1040

12.20%

Structural Steel Erector

585

6.86%

Metal Fabricator

429

5.03%

Scaffolder

424

4.97%

Specialist Heavy Machinery Mechanic or Technician

304

3.57%

Philippines

Australia

2938

12%

Technicians and Trade Coordinators and Supervisors

561

19.09%

Operations Manager

160

5.45%

Chief Executive or Managing Director

155

5.28%

General Manager

134

4.56%

Specialist Heavy Machinery Mechanic or Technician

127

4.32%

Aeroplane Pilot

104

3.54%

China, Peoples Republic of

2378

10%

Sales and Marketing Manager

377

15.85%

Retail Manager (General)

344

14.47%

Operations Manager

157

6.60%

Corporate Services Manager

127

5.34%

Scaffolder

124

5.21%

Technicians and Trade Coordinators and Supervisors

114

4.79%

Range of countries and job types. The data reveal that the range of countries from which
labour is drawn is large and so too is the number of job types fulfilled. Data tables gathered
at the end of this Annex give tabulations for the top ten job types and nationalities over the
period 2010-2013. The 2013 year provides an indicative example. In total, work permits were
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issued to people from 109 countries (this figure is fairly consistent over the period) and for a
total of 363 job types (again this total is fairly consistent over the period). Table A8.6.3
provides an overview of the countries to which work permits were issued. As the reader will
see, the workforce is highly cosmopolitan.
Table A8.6.3 –Nationalities to which work permits were issued in 2013
Total
number
of
permits
5

% of
total
permits
0.09%

Angola
Argentina
Australia
Austria
Bangladesh
Belgium
Bolivia
Bosnia and
Herzegovina
Brazil
Brunei
Bulgaria
Burma
(Myanmar)
Cambodia
(Kampuchia)
Cameroon
Canada
Chile

1
5
2938
8
614
17
3

0.05%
0.19%
10.11%
0.28%
1.61%
0.47%
0.09%

1
7
4
2

0.05%
0.24%
0.19%
0.09%

Israel
Italy
Jamaica
Japan

179

1.71%

Jordan

6
11
178
2

0.14%
0.33%
2.18%
0.09%

China
Colombia
Congo

2378
54
2

5.55%
0.47%
0.09%

Kazakhstan
Kenya
Kiribati
Korea
Korea,
Republic
Latvia
Lebanon

Costa Rica
Croatia
Cyprus
Denmark
Ecuador

1
2
1
13
1

0.05%
0.05%
0.05%
0.43%
0.05%

Egypt
EL Salvador

6
2

Ethiopia

Country
Algeria

Fiji
Finland
France
Georgia
Germany
Ghana
Greece
Grenada
Guinea
Guyana

Total
number
of
permits
1

% of
total
permits
0.05%

3
1
39
749
1456
4
71

0.14%
0.05%
0.14%
6.45%
3.99%
0.14%
1.33%

Russia
Samoa
Serbia
Sierra Leone
Singapore
Slovakia
Solomon Islands

18
46
1
116

0.33%
0.76%
0.05%
0.85%

South Africa
Spain
Sri Lanka
Sudan

4

0.14%

Swaziland

2
4
4
19

0.09%
0.19%
0.14%
0.66%

Sweden
Switzerland
Syria
Taiwan

249
1
18

2.42%
0.05%
0.47%

Madagascar
Malaysia
Malta
Mauritius
Mexico

8
1672
1
3
2

0.19%
4.56%
0.05%
0.14%
0.09%

0.14%
0.09%

Mozambique
Nepal

1
55

0.05%
1.14%

3

0.14%

45

1.28%

186
5
63
2
91
4
2
1
2
1

2.94%
0.24%
1.14%
0.05%
1.76%
0.19%
0.09%
0.05%
0.05%
0.05%

Netherlands
New
Zealand
Nigeria
Norway
Pakistan
Palestine
Panama
Peru
Philippines
Poland
Portugal

Tanzania
Thailand
Tonga
Trinidad and
Tobago
Tunisia
Turkey
Uganda
Ukraine
United Arab
Emirates
United Kingdom
United States of
America

615
30
6
23
4
1
4
8525
37
23

4.75%
0.76%
0.19%
0.95%
0.19%
0.05%
0.19%
11.01%
0.38%
0.33%

Country
Haiti
Hong Kong
S.A.R.
Hungary
Iceland
India
Indonesia
Iran
Ireland

Country
Romania

Vanuatu
Venezuela
Vietnam
Zambia
Zimbabwe
Grand Total

Total
number
of
permits
18

% of
total
permits
0.28%

56
1
2
2
52
2
19

0.95%
0.05%
0.09%
0.09%
1.00%
0.09%
0.47%

108
12
131
2

1.95%
0.38%
2.37%
0.09%

1

0.05%

6
41
1
17

0.28%
0.62%
0.05%
0.33%

5
812
6

0.19%
1.66%
0.24%

11
2
211
1
2

0.28%
0.09%
1.23%
0.05%
0.05%

5
389

0.19%
4.70%

782

4.51%

3
1
37
2
7
23,409

0.14%
0.05%
0.76%
0.09%
0.24%
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Increased role of Asian non-citizen work entries
The Work Permits data that we present at the end of this chapter show the “Asianisation” of
non-citizen work entries into Papua New Guinea. The Philippines are notable for both the
dominance of labour provision (36% of all work permits) and the range of job types fulfilled
(233). The simple explanation for this is that Filipinos provide a source of labour that is both
well skilled, disciplined and, relative to most non-Asian nationalities, has much lower total
labour costs. Total labour cost includes requirements for housing, schooling and leave.
Although Australian and European expatriates have historically dominated work permit
categories, a number of employers commented that they were simply unable to afford labour
from these countries anymore for positions that did not require very high levels of skills and
experience. For example, the authors observed many mid-tier management roles in
manufacturing and service industries being fulfilled by South Asians and South East Asians
– especially Indians and Filipinos.
Substitution of foreign labour for local labour
Many of the skill sets brought into Papua New Guinea over the 2010-2013 period are for skill
sets that may well be able to be performed by Papua New Guineans. In a country with such
high levels of formal unemployment and general underemployment, at first glance this
seems to be anomalous. Very large scale mineral and resource developments have very
long lead times which enable the advanced training of citizen workforce skills ahead of
project implementation. For example, planners for the ExxonMobil LNG project were located
in Papua New Guinea for at least a decade prior to construction beginning. Time itself is not
an excuse for non-use of local labour. We suspect the main reason for non-employment of
nationals is that, when employing a labour force in the tens-of-thousands, it is easier for subcontractors to “buy off the [Asian] international shelf” than to train local persons in
anticipation of skills needs. There is no doubt that this has occurred in Papua New Guinea
over the period 2010-2013.
Part of the regulation of non-citizen employment involves investors submitting localisation
policies, and this is a reasonable policy framework. But the DLIR generally lacks the
competencies and resources for critical evaluation of submitted localisation policies and
effective auditing of their implementation. One way in which large multi-national corporations
with head office international standard reportage and transparency requirements are able to
circumvent Papua New Guinea’s regulations is through the sub-contracting of project
components. Come-and-go smaller sub-contractor operators who do not have head office
international standards of reportage and transparency requirements offer ways of armslength corrupt practices. For example, in 2013 there were 614 work permits issued to
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Bangladeshi nationals, with 421 or 69% of these in three job description categories of
“construction rigger”, “scaffolder”, and “steel fixer”. One may reasonably question the
likelihood of such foreign workers legitimately passing English language competencies and
occupational health and safety standards, and we have had recounted to us on-site
experiences that expose these deficiencies. We elsewhere in this report also argue how the
narrowing of the gap between foreigner wage costs and citizen wage costs works in favour
of substituting foreigners for citizens and works against investment in on-job skills formation
for citizens. Papua New Guineans know this, and they speak bitterly about it. But those who
lose out are not the ones who are instrumental in allowing these covert corrupt practices to
continue.
We have raised instances of what we see as abuse of the work permit system and the
manner in which this disadvantages lower skilled workers (and even skilled workers) in
Papua New Guinea. Nevertheless, there is a need to see the labour issue from the
perspective of the investor. Very large-scale developments occur within tight budgets and
tight timeframes. The investor has very large debts to pay (in the billions of dollars) and
contracts to fulfil (LNG contracts are generally at least partially pre-sold). They cannot afford
delays to schedule created by poorly-trained or ill-disciplined labour. Filipino labour is so
liked worldwide because it is skilled, reliable and productive. Whilst Papua New Guineans
may be able to be trained, there remain concerns regarding reliability of supply (simply
turning up to work) and general productivity (quality and volume of output). Moreover, much
of the labour employed in mineral and hydrocarbon construction is highly specialised – they
spend nearly their entire working lives only building mineral and hydrocarbon projects. Such
specialisation means that they are efficient and require less supervision. This efficiency
translates to construction occurring at a faster rate and to a higher standard. Just as it would
be silly to require a company to use locally manufactured plant equipment, it is equally silly
to require investors to use local human capital regardless of the capacity of that human
capital. What is required is a balance and it is up to the Papua New Guinean Government to
negotiate an effective balance with investors. An effective balance is one that promotes
human resource development prospects of for locals (including employment) but not at the
cost of hampering or dissuading investors.
Differences in skills transfer
Measuring labour inputs in terms of price for a certain job performance does not capture
some of the non-priced transfers that occur in any workplace. All workplaces are social and
each workplace maintains its own unique culture. In Papua New Guinea a large part of skills
exchange in the workplace simply occurs in the socialisation of employees to modern market
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production processes and work ethics. Our fieldwork indicated that there are differences in
the degree and type of skills exchange that occurs between foreign workers from different
backgrounds. One officer captured the significance of this with the observation, “Bring in one
Australian, and you train ten Papua New Guineans; bring in ten Asians and you train no
Papua New Guineans.” There of course was an element of rhetorical speech in such an
observation, and a passing-over of the fact that not all Asians fit a certain type, as not all
Australians fit a certain type. We believe the core generalisation holds. We have constantly
encountered in Papua New Guinea a cordiality toward Australians that is not extended to
Asians. Part of that, as we observe, is a lack of Asian employees relating with citizens in
ways that assist the transfer of workplace skills. Skills transfer should be central to the
presence of non-citizens in Papua New Guinea’s workforce.
An associated aspect of skills transfer relates to the transfer of ethical practices and norms
of social and business behaviour. Whilst no country is immune from corrupt political and
business processes, anyone who has worked in different parts of world can easily recount
differences in accepted practices of what is “acceptable” and “unacceptable” business
behaviour. In general terms, the culture of doing business in Asia is patronage-based. The
formal and informal constraints on corrupt behaviour are reduced and the moral recognition
of what is corrupt is less developed than in European countries or countries with
predominately European cultures. These differences are not simply cultural perceptions,
business and politics in Asia more pervasively involve practices that are simply corrupt.
Where workplace managers bring such practices to Papua New Guinea, Papua New Guinea
suffers.
If it should be thought that our observations are those of a couple of Australian expatriates,
the following selective quotes from an indigenous Papua New Guinean, now a specialist in
Employment Relations at an Australian University, corroborate our observations:
Most Papua New Guineans have come to disapprove of the dubious business
activities and the manner in which many Asians have come into the country. Other
protagonists of [indigenous] development, such as key PNG line departments,
NGOs, and media have frequently raised serious concerns about numerous
deficiencies with Asian connections, including the manner of their entry and the
operation of businesses reserved for locals…. The local media are littered with
tales of chronic and endemic corruption cases sometimes appearing on a weekly
basis involving government officials and Asians….The actions [of those who
covertly support corrupt practices] compromise national laws and regulations…and
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deprive Papua New Guineans of business opportunities and incomes (Imbun,
2014: 28,30,32).

We will not dwell on these points other than to say, foreign labour brings both seen and
unseen benefits and dis-benefits, and the price of labour does not necessarily represent its
net benefit to Papua New Guinea.

Abuse of the work permit system
In principle, the DLIR understands that the foreign work permit scheme is readily abused.
The well-crafted 2009 publication, Work Permit Guideline, specifies occupations reserved for
citizens and occupations which must be advertised for Papua New Guinean candidates. We
are assured that in recent years the administration of tests for English language proficiency
has generally been tightened. Nevertheless, we can still readily observe construction sites
where most on-job communication is Chinese, where international-standard occupational
health and safety regulations are not evident, and where essentially labouring work is being
undertaken by non-citizens. And, as we recount from our fieldwork experience of
unregulated wage employment, this overwhelmingly involves employment of citizens by
Asians who are small-operations entrepreneurs, and not skilled business persons properly
described as “managers” in the terms found in the Work Permits Guidelines. There appears
also to be a general failure to enforce labour regulations in relation to foreign nationals. In
our dealings with businesses cooperating in this research, the frequent observation has
been that when Labour Inspectors make their visitations they head for formal businesses
operating within the regulatory framework, and not to businesses that operate outside the
regulatory framework. Close to this observation is the implication of corruption (bribes) by
illegal immigrants to avoid regulations and wrongful gaining of work permits according to
spurious skills categories.
Certainly we are convinced that within the DLIR there are now concerted attempts to
administer the authorised public policy framework. But, as the sustained stream of media
stories keep telling, political interference in public administration continues. The data that we
have does not allow us to identify foreigner work permits granted under “exemption”. The
Work Permit Guideline states:
In exceptional cases, the Secretary [DLIR] may grant a work permit to a non-citizen who is
unable to demonstrate proficiency in English. However, in these circumstances the employer
must provide evidence that the non-citizen will receive appropriate language training after
arriving in PNG (p. 19).

The Immigration data that we later discuss does include “exemption” grants of visas, but the
difficulty is that there is a licit list of 26 exemption categories, and we are unable to discern
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what exemptions are licit in these terms and what are political grants, whether at top-level or
at the level where persons who are basically labourers are represented as skilled persons or
persons who are minor entrepreneurs are represented as retail managers.
The pervasive resentment that Papua New Guinea’s citizens have for Asians signals that
current laudable efforts to clean-up this area of public administration is undertaken in a
context of the weight of past and present experiences of failures in the foreigner work
permits area of public administration. Further, the DLIR remains under-resourced to fulfil a
mandate that includes, “Undertake compliance and integrity checks to ensure employer and
employee are abiding by the conditions of the work permit and relevant regulations” and
“promoting a work permit system that contributes to the creation of employment, training and
skills-acquisition opportunities for all Papua New Guineans” (Work Permit Guideline, pp.
3,6). The powers of DLIR Authorised Inspection Officers as specified at page 37 of the
Guideline book do not include the verification of skills transfer by way of on-job training
activity for Papua New Guinea’s employees.

Immigration visas
The Work Permit Guideline summarises the different roles and responsibilities of the DLIR
and the Department of Immigration. Lack of public confidence in the probity of the
Department of Immigration’s administration led in mid-2010 to the establishment of a new
independent agency within that department, the “PNG Immigration and Citizenship Service
Authority (PNG ICSA)”. Thanks to the Chief Migration Officer of this Authority, we were able
to access its 2012 Annual Report. From this it may be seen that visa applications in all
categories have grown by 52% over the past 5 years, with grants in 2012 of 47,079 Working
Resident visas (p. 10). We are unable to explain the disparity between the number of
Working Resident visas and the number of Work Permits.
The data on visa applications by the top-10 nationalities does not include a break-down by
visa type. It is likely that the Australian share (32.4%) is inflated by Visitor visa. The
Philippines and China respectively record 17.0% and 7.6% and we suspect that the genuine
Visitor component of these applications is likely to be small. The 2012 Annual Report
acknowledges:
Monitoring of compliance with and enforcement of Papua New Guinean immigration
laws has been weak primarily due to lack of modern record keeping and minimal
training offered to staff to utilise the information that is available.
This problem is compounded by the Papua New Guinea Arrests Act requiring the
presence of a Police officer to effect lawful detention of unlawful non-citizen (p. 22).
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A moratorium was granted during 2012 for the departure of unlawful non-citizens. Of the 169
departures that occurred under this moratorium, 57.4% were Filipinos and 26.0% were
Chinese nationals (p. 26). The Report notes:
Deportations/removal figures were extremely low for the period from 2008 to 2011.
This may be explained by the fact that during these years [the Authority’s]
enforcement and compliance branch was not in a position to perform this function
adequately due primarily to the fact that it did not have the capacity in terms of
manpower.

During 2012 there were 14 recorded deportations (p. 24). The Report includes the following
accounts:
Most over-stayers, especially Chinese, are holders of a Tourist visa.
Young females from the Philippines are the main abusers of Business Multiple Entry
visas. Filipino citizens are also the main offenders in job-hopping or jumping from
company to company without completing their contractual obligations. Chinese were
also prominent in this activity.
Bangladeshi nationals are the main instigators of visa hiking, meaning that they come
into the country and work for 1-2 years with a company owned by a Bangladeshi and
then lure unsuspecting young PNG women to be their partners or to marry them and
secure Marriage Certificates from the Office of Civil Registry to legitimise their claim to
be a dependant of a citizen. They then organise change of status from Employment
visa to Dependent of Citizen visa. This is a clear manifestation of marriage of
convenience where young PNG females are being used as “fronts” by foreign
nationals to engage in illicit business activities in the country.
The worst thing that results from this change of status is that once they obtain the
Dependent of Citizen visa, they move into Reserve Businesses and venture into the
settlements, villages and operate other low-category businesses around the city
causing anxiety and discord for PNG citizens (p. 27).

We have quoted from the Report at some length because by standards usually found in
Papua New Guinea, it is clear that the Chief Migration Officer has introduced a new level of
accountability, transparency, and pro-activeness in a crucial area of public administration.
Further, it is clear that he and the Deputy Chief Migration Officer (Compliance and Border
Division) who also assisted our researches, understand how crucial is the attraction,
retention and training of competent officers. This understanding is supported through the
annual report’s comments regarding the need for a competitive remuneration structure:
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The Authority has also gained approval to move to a 15-grade structure with
remuneration levels more closely aligned with other Statutory Authorities in order to
attract and retain key people. The new grade structure and salary levels will position
the organisation as an employer of choice, one that values staff who in turn are
enthusiastic, productive, loyal and committed to achieving the goals and objectives of
the organisation (p. 42).

We were unable to obtain visa data over the past 5-years as the present Border
Management System was then only recently implemented and extracting data from the
previous system was not practical. We were informed that in the provinces where the
Authority does not have a presence, joint operations will be conducted with the relevant law
enforcement agencies in order to regulate visa administration. We learned that new offices
are planned for West Sepik Province (Wutuns) and Western [Fly River] Province (Daru) for
better policing of border entries from the Indonesian side of the island of New Guinea. With
such a long national coastline and so many minor ports, the policing of shipping entry is
difficult, and stories abound of covert coastal entries for logging and for minor Asian
businesses. We gained a sense that under the present leadership the Authority is proactively engaging these logistic difficulties. From what we have said in our survey of work
permits, reformed effective collaboration of DLIR and ICSA is crucial for furthering Papua
New Guinea’s national development and the welfare of Papua New Guinea’s citizens.
Tables A8.6.4 to A8.6.11 below provide work permit statistics for the period 2010-2013. All
data are from the DLIR.
Table A8.6.4 –Work permits issued by country 2010
2010 -Total number of work permits issued
Rank

Country

1
2

14,897

No. work permits

% of all work permits issued

Philippines

3161

21.22%

Australia

3109

20.87%

3

China PR

2301

15.45%

4

Malaysia

1773

11.90%

5

USA

723

4.85%

6

Indonesia

662

4.44%

7

New Zealand

549

3.69%

8

India

427

2.87%

9

United Kingdom

374

2.51%

10

Canada

186

1.25%
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Table A8.6.5 –Work permits issued by country 2011
2011 -Total number of work permits issued
Rank

Country

1

23,409

No. work permits

% of all work permits issued

Philippines

6743

33.98%

2

Australia

2784

14.03%

3

China PR

1845

9.30%

4

Malaysia

1583

7.98%

5

Indonesia

1324

6.67%

6

India

740

3.73%

7

USA

654

3.30%

8

Bangladesh

641

3.23%

9

New Zealand

580

2.92%

10

Thailand

433

2.18%

Table A8.6.6 –Work permits issued by country 2012
2012 -Total number of work permits issued
Rank

Country

1
2

24,334

No. work permits

% of all work permits issued

Philippines

8336

34.26%

Australia

3110

12.78%

3

China PR

2875

11.81%

4

Indonesia

1869

7.68%

5

Malaysia

1578

6.48%

6

Thailand

1051

4.32%

7

Bangladesh

918

3.77%

8

New Zealand

673

2.77%

9

India

632

2.60%

10

USA

563

2.31%

Table A8.6.7 –Work permits issued by country 2013
2013 -Total number of work permits issued
Rank

Country

1
2

23,409

No. work permits

% of all work permits issued

Philippines

8525

36.42%

Australia

2938

12.55%

3

China PR

2378

10.16%

4

Malaysia

1672

7.14%

5

Indonesia

1456

6.22%

6

Thailand

812

3.47%

7

USA

782

3.34%

8

India

749

3.20%

9

New Zealand

615

2.63%

10

Bangladesh

614

2.62%
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Table A8.6.8 –Work permits issued by job type 2010
2010 -Total number of job types for which permits were issued – 383
Rank

2

Job type
Technicians and Trade Coordinators and
Supervisors
Specialist Heavy Machinery Mechanic or Technician

945

6.34%

3

Operations Manager

815

5.47%

4

Sales and Marketing Manager

515

3.46%

5

General Manager

495

3.32%

6

Corporate Services Manager

485

3.26%

7

Skilled Forestry Worker

474

3.18%

8

Chief Executive or Managing Director

453

3.04%

9

Supply and Distribution Manager

418

2.81%

10

Production Manager

392

2.63%

1

No. work permits

% of all work permits issued

1363

9.15%

TableA8.6.9 –Work permits issued by job type 2011
2011 -Total number of job types for which permits were issued – 356

No. work
permits
2356

% of all work permits
issued
11.87%

Specialist Heavy Machinery Mechanic or Technician

952

4.80%

Steel Fixer

887

4.47%

4

Operations Manager

821

4.14%

5

Scaffolder

622

3.13%

6

Construction Rigger

577

2.91%

7

Structural Steel Erector

577

2.91%

8

Chief Executive or Managing Director

561

2.83%

9

Corporate Services Manager

549

2.77%

10

Sales and Marketing Manager

507

2.56%

Rank

Job type

1

Technicians and Trade Coordinators and Supervisors

2
3

Table A8.6.10 –Work permits issued by job type 2012
2012 -Total number of job types for which permits were issued – 356

No. work
permits
3355

% of all work permits
issued
13.79%

Steel Fixer

1434

5.89%

Specialist Heavy Machinery Mechanic or Technician

1236

5.08%

4

Scaffolder

1067

4.38%

5

Operations Manager

1019

4.19%

6

Sales and Marketing Manager

864

3.55%

7

Corporate Services Manager

746

3.07%

8

Construction Rigger

729

3.00%

9

Structural Steel Erector

666

2.74%

10

Fitter (General)

550

2.26%

Rank

Job type

1

Technicians and Trade Coordinators and Supervisors

2
3
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Table A8.6.11 –Work permits issued by job type 2013
2013 -Total number of job types for which permits were issued – 356

No. work
permits
3339

% of all work permits
issued
14.26%

Steel Fixer

1625

6.94%

Specialist Heavy Machinery Mechanic or Technician

1236

5.28%

Operations Manager

898

3.84%

5

Scaffolder

835

3.57%

6

Structural Steel Erector

785

3.35%

7

Sales and Marketing Manager

718

3.07%

8

Retail Manager (General)

658

2.81%

9

Corporate Services Manager

641

2.74%

10

Construction Rigger

566

2.42%

Rank

Job type

1

Technicians and Trade Coordinators and Supervisors

2
3
4
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9 – Survey and data set overview
This chapter provides an overview of our survey process and the types of statistics that can
be produced from our data set. The chapter presents findings from our research but its main
focus is providing an overview of how the data were collected and the limitations that this
generates for data analysis. We feel the reader needs to understand these issues in order
properly to interpret the wage data presented in the next chapters and to make use of the
primary data set. The chapter has two purposes:


to provide an overview of the methodology used in our study, and



to provide an overview of our data set and how this data set can be analysed.

Conduct of the study
The study collected data from the following sectors:


The formal sector – data was collected from the government and private sectors
and covered a broad range of occupations and industries.



The informal sector – comprising of two sub-sectors:
o

The informal trader sub-sector – that predominantly consists of sole trader,
self-employed street/market vendors. Data were not collected for subsistence
producers.

o

The unregulated sub-sector – data were collected from people who were
employed in businesses of a larger scale that indigenous informal traders that
operate outside of the regulated labour market. The employees in this
category are termed “unregulated employees” and typically consist of retail
workers

employed

in

small-scale

general

stores,

predominantly

managed/owned by Asians.
Survey data were collected across each of the four regions in Papua New Guinea using field
visits to: Port Moresby, Lae, Kokopo, Madang, Gorokoa, Mount Hagen, Alotau and Kimbe.
In each region a mixture of small (≤ 20 employees), medium (21-500 employees) and large
enterprises (≥ 500 employees) were surveyed. Surveys were conducted using in-person
interviews with General Managers and Human Resource Managers and through the
provision of survey forms. Although medium enterprises were the largest responders (53%),
large firms provided the vast majority of the data (84%). In some ways this is misleading
because many of the largest firms are conglomerates that consist of multiple medium and
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small businesses often operating in quite diverse industry sectors and running with some
degree of autonomy. The size of the firm and the industry association, therefore, should be
used as a guide only.
The data were collected over the period December 2013 – July 2014. This extended period
reflected the need for continual and persistent chasing of responses. In practice, the
government data was collected as of March 2014 and the vast majority of informal and
unregulated data were collected by May 2014. The large waiting period was for private
sector firms, especially for them to provide wage data. All wage extracts were requested for
representative pay fortnights. This excluded pay extracts for large annual holidays (such as
Christmas) or periods where firms employed large numbers of seasonal workers.
Table 9.1 indicates that the majority of data were collected through in-person interviews
using structured survey forms. The surveys were delivered by the two principal researchers
and their research assistants. We utilised four research assistants in total, although for the
vast majority of time only two research assistants were available. The number of research
assistants was inadequate for a project of this size. Similar Papua New Guinean studies
often employ 10s of research assistants. That said, our research assistants provided
invaluable assistance, especially in the collection of informal data, we mention four here with
gratitude:


Mr Steven Goie



Mr Raywin Ovah



Ms Rosemary Benjamin



Ms Gretel Matawan

Survey forms
The survey forms used to collect the data for the study are provided in Annex 1 to the study.
In total, four forms were used:


Formal sector survey - detailed. This was the primary survey used to collect formal
data. Parts 1-2 of the survey collected general information about the firm and its
employment practices. Part 3 requested detailed employee wage data. It was
intended that this data would be provided as an extract from the firm’s payroll system
but, in a number of cases, firms either did not have an electronic payroll system or
were unable to run specific queries in order to answer our request. This resulted in
the need to conduct significant “normalisation” of received data – see the Technical
Notes section below.
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Table 9.1 – Overview of survey collection methods
Sector

Method of collection

Formal sector. The formal sector data set

Public service data were collected through an

covers 134, 000 employees (Government

extract

97,000/

were

Management’s (DPM) human resources database.

collected for employees working across 22

Data was requested from Statutory Authorities and

provinces.

State Owned Enterprises but none was willing to

Private

37000).

Data

of

the

Department

of

Personnel

and

provide data. The data are correct as at March 2014.
Private sector data were collected through surveys
that were delivered by a mixture of e-mail, hardcopy
and in-person delivery. Wage data was collected
through payroll extracts and/ or manual entries into
survey

sheets.

Data

collection

required

very

extensive follow-up across eight months and, in
nearly all cases, required an in-person visit from one
of the research team to the business. The data were
collected over the period December 2013 to July
2014.
Informal sector.




Data were collected through in-person surveys at

Informal traders who comprise

market places and domestic residences.

over 460 responses (432 useable)

collection was primarily conducted by research

from eight provinces.

assistants and questionnaires were delivered in Tok

Unregulated
comprise
across

employees

over

two

620

provinces

who

The

Pisin.

responses
(National

Capital District and Morobe [Lae]).



Formal sector survey – simplified part three. Due to the low response rate, a
simplified “Part 3” version was produced about two months into the survey exercise.
The simplified part three form removed a number of fields from the initial survey,
making it easier to complete. Despite these changes, we did not see a significant
increase in the response rate from private firms. Firms were very reluctant to provide
wage data.



Informal sector. This form was used to structure conversations with people
operating in the informal sector. Research assistants were provided detailed and
elongated training in the delivery of the survey.
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Unregulated sector. This very simplified form was used to collect data about
unregulated employees. It was difficult to gain ready access to these employees at
their place of work (as they were fearful of their employers) so the majority of
interviews occurred in households or on the way to and from places of employment.

Survey response rate
The response rate for the informal sector was very high (> than 99%). In contrast, the
response rate to the formal survey was very low. In total, 570 formal surveys were
distributed across the range of Papua New Guinea’s industry sectors and 107 survey
responses were received (19%). Of these only 93 had completed all three parts of the
survey. This gives a full completion rate of 16%. This is a very low response rate, especially
given the significant amount of in-person follow-up (bordering on cajoling) that was
conducted with each firm. Nevertheless, the response rate is relatively consistent with
previous wage and cost surveys conducted by the INA. Response rates for the historical
surveys were around 25% but these surveys requested much lower levels of wage detail.
For example, the surveys focused on general wage bands instead of payroll extracts. We
believe there are two main reasons for our low response rate:


Too much detail. Many firms were not in a position to provide the level of detail that
we requested – either because they do not collect the data or they are not easily able
to generate reports about the data. Thankfully, many firms did try earnestly to
generate the data but this, in itself, resulted in significant delays because it often
meant sorting through thousands of paper records.



Firms are very reluctant to provide wage data. This is an understandable position,
especially given that many industries are dominated by a number of key firms.

Given the low response rate, it is not unfair to assume our data set is unrepresentative. The
data set is certainly not a random sample (see below); nevertheless, it is likely to be highly
representative in some sectors, especially the public sector. In the private sector we
collected data on over 30,000 employees from firms that actually employ over 55,000
employees. Given that this represents 15% of the formal wage sector (calculation is based
on our estimate of the labour force), we expect that our results are quite representative or
major urban employers and rural employers. The similarities between our results and that of
the HIES 2009-2010 survey supports this statement.
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Imputation
Despite the low response rate, we did not impute data for non-respondent firms. Imputation
is a common practice in Papua New Guinea (some studies impute 75% of values) but we
believe the pluralism of Papua New Guinea makes mass imputation error prone.
Other sources of data
We made significant attempts to access other forms of labour market data throughout the
period of the study. Where we were able to access data, we have done our best to present
it. At times this results in the presentation of data that may appear forced or out of place;
nevertheless, given the paucity of publically available labour market data in Papua New
Guinea, we have chosen to present the data. We will not list all data sources here but there
are two that we were particularly interested in accessing that proved either unusable or
unobtainable. Because we think these sources provide excellent prospects for conducting
labour surveys more effectively, we mention them here:


The Internal Revenue Commission (IRC). Despite repeated attempts to gain data
from the IRC, our efforts were largely unfruitful. We were advised that this reflects the
inability of the IRC to share such data (even though our requests were for nonpersonal, summary data) and that this constraint is a product of legislation inherited
from the period of the Australian administration. We were unable to verify this claim
but we believe the constraint is a significant impediment to productivity. New Zealand
generates considerable labour force data through its tax office, as does Australia.
Accessing these data would reduce the need for extensive and time consuming
surveys.



The National Super Fund (NASFUND). Despite being provided very enthusiastic
assistance by Mr Anapu Anapu of the NASFUND, we were unable to gain access to
NASFUND data that could be used to predict wages and changes in wages over
time. There are, of course, a number of technicalities with attempting to re-engineer
wage data from superannuation systems, but – if the data could be accessed – it
would provide a useful means of wage comparison over time. The large
superannuation providers in Papua New Guinea appear to be an excellent resource
for collecting wage data and better structuring of their data sets and more
streamlined access processes would generate significant productivity improvements
for data collection.
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Techncial notes
This study report is intended for a general readership and, therefore, we avoid burdening the
reader with technical peculiarities and statistical trivia. Nevertheless, given the size of the
data set and its intended use for policy formulation, the reader should be aware of some
general aspects of the way in which the data were collected, collated and analysed. These
aspects affect how the data set should and can be interpreted and need to be understood by
the reader. The key point for the reader is that the data set contains irregularities and whilst
the sample size is large it does not necessarily represent the actual population. In short, if
the data looks unbelievable, we advise that the reader remain sceptical and use the data
with care. Key points are as follows:


Not a random sample. The data used for this survey were not collected randomly.
This reflects the lack of an up-to-date business register in Papua New Guinea and
the difficulty of getting firms to respond to the survey. Whilst in some sectors the
sample is very close to the population (such as for the public sector) in other sectors
the data is not necessarily representative of the population and should not be used to
extrapolate statistics about the entire population. Where possible, we have tried to
compare our data with the data collected in other surveys but, in most cases,
comparative data also contains its own “irregularities”.



Low response rate. See the previous section.



Normalisation. The collected data, especially in the formal sector, came in varying
formats and degrees of completion. This required significant “normalisation” of the
data prior to analysis. By “normalisation” we mean putting the data into a fashion
whereby it can be meaningfully compared. The act of normalisation required the
authors to make many, many judgements about the received data. It is impractical to
list these and the judgements undoubtedly affected the collected data. The effect of
these author biases were reduced by one person doing the normalisation with
reference to international guidelines for labour statistics (The International Standard
Classification of Operations). Nevertheless, the biases remain.



Irregularities in the data. We identified irregularities in the data collected from each
sector. Where practical the irregularities were checked with the original data source.
In other cases this was either not practical or it was impossible because the original
data source was itself corrupted. Where it was possible to remove or adjust irregular
data, it was removed. In many cases it was not possible to conduct such an informed
assessment so the irregularities remain.
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 Incomplete data. The survey instruments contained multiple fields. Received data
did not provide responses for each field. The result is that significant areas of the
data set are incomplete. This is not the case for the wage/income data that is the
main focus of the survey but it does apply to fields that provide key meaning to the
data (such as age, sex, education). In many cases the organisations providing the
data either do not keep this data themselves or they keep it across multiple
databases which prevented them accessing it for this study.


Gross and nominal wages. The majority of the presented data is for average gross
fortnightly wages recorded in nominal 2014, Kina terms. Calculations have been
made for net wages and these are used in the analysis of the data set but net wages
are largely not presented in statistical tables. The reasons for this are as follows:


Incomplete data. The generation of net wages requires information about
deductions. Whilst some private employers record deductions in detail, many do
not. This makes it very difficult to present and explain “net” figures. To generate
the net figures a number of assumptions needed to be made, including, in many
cases, appropriate rates of taxation.



Historical wage surveys. Historical wage surveys primarily presented results in
gross figures. The use of gross wages, therefore, enables comparison over time.



Net incomes can be misleading. The real value of the net wage is to show
what people have available to spend after all compulsory deductions are made.
It is was often difficult to generate these “net wages” using provided data. Many
formal wage earners make direct deductions from their wages for things such as
home loan repayments and school fee payments. Moreover, many undertake
salary sacrificing and this makes the presented after tax wage data difficult to
interpret. The net income is not simply tax minus super and other compulsory
levies, it is tax minus consumption. By incorporating consumption, the net figure
removes the link to “available funds to spend”. Considerable effort was devoted
to generating “net income” figures that represent funds available to spend.



Skewed data. The collected data contain some very high wages and some very low
wages. In general, the very high wages are the most irregular and they act to skew
positively the data so that arithmetic means appear higher than the median. For this

Survey and data set overview │166
reason we try to present statistics with arithmetic mean, median (the mid-point of the
data set) and mode (the data point that occurs most often) values. Nevertheless,
presentations of this type are voluminous, so we do also present a number of data
sets with just the arithmetic mean. The reader is advised to favour median values
and to examine the range of the data (the difference between the minimum and
maximum data points) when making interpretations.


Sample size. The data has been divided into very detailed categories, nested by
industry and occupation. As the category detail increases, the sample size on which
it is based greatly reduces in size. We have decided to keep the very detailed data
because wage data is very difficult to come by in Papua New Guinea and it is quite
possible that users of the data will find the statistics useful, even if they risk being
highly unrepresentative. We have attempted to provide an indication of sample size
for each data category. The user should examine the sample size when interpreting
the data. Low sample sizes have a greater chance of being misleading.



Negative values. Negative values have been removed from the data set. Whilst
there were a number of formal and informal sector workers with negative weekly
earnings, these were considered unrepresentative. In the informal sector, the
negative values are largely expected to be errors or the result of seasonal/ periodic
influences. In the formal sector they represent re-payments for pre-paid wages or
employee loans. As a consequence of removing negative values, minimum and
mean values are increased. The increase is largely trivial due to the very small
number of negative values (<100).



Excel. The data has been tabulated and analysed in Excel 2010. Whilst the
researchers have access to more specialised statistical analysis tools, it is preferred
that the data set remains in Excel format (or that of a common office productivity
suite) so that it can be readily accessed by its readers. Given different computational
methods across statistics packages and even different versions of Excel, users can
expect irregularities in calculations using the same data set with different software
packages. Median and mode data are not easily computed in pivot tables in Excel, so
we generated these estimates in Statistical Packages for the Social Sciences (SPSS)
version 22.

Overview of the data set
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This section provides a high-level overview of the data set. The majority of the data is
presented in tabular or graphical form. Where text analysis is presented, it relates to a
technical aspect of the data set, not the data itself. Please note, the presented data is for
gross nominal 2014 Kina wages.
General statistical aspects of the data set
The primary data set was compiled from four separate data sets: the public sector, the
private sector (formal), the informal sector and the unregulated sector. Each data sub-set
was normalised individually. This involved the removal of obvious errors and the
categorisation of data by industry and occupation. Industry classifications are based on the
International standard industrial classification of all economic activities, Revision 4. 1
Occupation codes are based on the International Standard Classification of Occupations
Structure, group definitions and correspondence tables, ISCO–08.2 After normalisation, the
common wage related aspects of the individual data sets were then merged into the primary
data set. The majority of wage related statistics were generated from the primary data set
but some statistics were generated from the four data sub-sets. This is because these data
sub-sets provide more detailed information, including original data and responses to parts 1
and 2 of the formal and informal questionnaires.
Table 9.2 provides the general descriptive summaries of the data set. Key points to note are
that the data set is positively skewed (as expected) and the arithmetic mean/median values
relate to fortnightly gross wages (prior to the removal of tax, personal superannuation
contributions and personal deductions). The positive skewing of the data set is expected for
wage and incomes data and is reflected in the histograms created for the data set.

1

ISCO 08 (2012) International Standard Classification of Occupations Structure, group definitions and
correspondence tables, ISCO–08 (Geneva: International Labour Organization 2012) accessed 25
February 2015, http://www.ilo.org/wcmsp5/groups/public/---dgreports/---dcomm/--publ/documents/publication/wcms_172572.pdf
2
ISIC (Rev.4) (2008) International standard industrial classification of all economic activities, Revision
4 (New York: United Nations) accessed 25 February 2015,
http://unstats.un.org/unsd/publication/seriesM/seriesm_4rev4e.pdf
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Table 9.2 – Overview of the data set’s descriptive statistics 3*
All
sectors
Number of
responses

Private

Informal Unregulated

Public

135,610

37,662

432

623

96,893

Mean

820

748

1,250

228

850

Median

769

389

600

224

851
873

Mode

873

472

600

199

1,117

1,980

2,195

58

442

158,957

158,954

25,986

414

12,175

Minimum

8

11

8

89

168

Maximum

158,965

158,965

25,994

504

12,343

3,587

449

47

2

90

38

17

5

1

5

Std. Deviation
Range

Kurtosis
Skewness

* Statistics relate to the average gross fortnightly wage, measured in nominal 2014 Kina.

Figure 9.1 depicts a histogram of the data set. In practice, given the very large range of the
data set (~159,000 Kina for a fortnightly wage), it is impractical to display the histogram for
the entire data set (the graph would be unreadable). For this reason, the histogram is
presented for all respondents that earn wages

< 3200 kina per fortnight (~ 99% of all

respondents). The relevant histograms for individual sectors are provided in subsequent
chapters. The large spike in the 1000 Kina range reflects the impact of the public service,
which has a higher modal wage than other sectors.
Figure 9.1 – Histogram all sectors - Average gross fortnightly wages for all respondents
receiving <3000 Kina
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General demographic aspects of the data set
This section provides an overview of the demographic aspects of the data set. Its main focus
is to show the type of demographic statistics that can be generated from the data set. As
can be seen from Table 9.3, the data set is dominated by the public sector which remains

These descriptive statistics represent the normalised data set. Part of the normalisation process
involved removing negative incomes. The result is that minimums and averages are over inflated but
only negligibly.
3
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the largest single employer in Papua New Guinea. The informal and unregulated sectors are
very small data sets and reflect the primary focus of our research towards the formal sector.
Table 9.3 – Government and private division
Row Labels

Total
employees

%

Government

96893

71.45%

Private

37662

27.77%

432

0.32%

Private - Informal sector
Private - Unregulated employee
Grand Total

623

0.46%

135610

100.00%

Sector divisions – by industry grouping
Table 9.4 presents the data set in terms of different sectors (government, private, informal
and unregulated) and industry grouping. The industry grouping is based on ISIC Rev. 4. It
can be seen that in the private sector, the “Agriculture, forestry and fishing sector” comprises
the largest response. This response is in keeping with the general census results that
recorded the Agricultural sector as the largest non-government employer and the largest
employer of “elementary occupations” (low-skilled employees). For all other sectors, the
sample does not represent the broad employment percentages presented in the previous
chapter. Even if the census data had been available prior to the collection of study data, it is
unlikely a representative survey could be conducted. It is simply too difficult to identify
businesses (the business register is out-dated) and to get businesses to respond.
Table 9.4 – Responses by sector and industry grouping
Sector and industry group
Government
Government - other services
Government - Teachers
Private
Accommodation and food service activities
Administrative and support service activities
Agriculture, forestry and fishing
Construction
Education
Electricity, gas, steam and air conditioning supply
Financial and insurance activities
Information and communication
Manufacturing
Mining and quarrying
Other service activities
Professional, scientific and technical activities
Public administration and defence
Real estate activities
Transportation and storage
Wholesale and retail trade
Wholesale and retail trade; repair of motor vehicles and
Private
- Informal sector
motorcycles
Other - Informal sector
Private - Unregulated employee
Other - Unregulated retail
Grand Total

Total employees
96893
44800
52093
37662
1069
209
16061
607
502
143
3038
1383
5010
1953
31
116
139
110
4340
2773
178
432
432
623
623
135610

%
71.45%
33.04%
38.41%
27.77%
0.79%
0.15%
11.84%
0.45%
0.37%
0.11%
2.24%
1.02%
3.69%
1.44%
0.02%
0.09%
0.10%
0.08%
3.20%
2.04%
0.13%
0.32%
0.32%
0.46%
0.46%
100.00%
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National/ non-national responses
Very few responses were received for non-national employees. The government sector did
not provide information relating to nationality but it is understood that only a tiny percentage
of full-time employees are non-nationals (<1%). Given that responses were incomplete, the
number of responses identified in Table 9.5 is not the same as the survey sample size.
Table 9.5 – Responses by nationality
Sector and industry group
Private
Accommodation and food service activities
Administrative and support service activities
Agriculture, forestry and fishing
Construction
Education
Electricity, gas, steam and air conditioning supply
Financial and insurance activities
Information and communication
Manufacturing
Mining and quarrying
Other service activities
Professional, scientific and technical activities
Public administration and defence
Real estate activities
Transportation and storage
Wholesale and retail trade
Wholesale and retail trade; repair of motor vehicles
and motorcycles
Grand Total

National
33094
1055
190
12615
607
455
143
3028
1318
5010
1861
28
89
139
110
3540
2728
178
33094

Non-National
272
1
19
16

7

Grand Total
33366
1056
209
12631
607
502
143
3038
1383
5010
1952
31
102
139
110
3540
2735

272

178
33366

47
10
65
91
3
13

Sex distribution
Data regarding respondent sex was incomplete and, the researchers believe, in some cases,
irregular. Because of the high level of incomplete data, a descriptor Unknown (U) was added
to enable statistics to be generated for the entire data set. Males represented 59% of
responses and females 32%, the other 9% were Unknown. This division is largely in keeping
with the results of the 2011 Census that recorded formal wage employment as involving 73%
males and 27% females.

Table 9.6 breaks this division across industry groups for the

different sectors. As depicted in Table 9.6, the largest employers of females are the
agriculture, finance, manufacturing and transport industries. Women dominate the informal
sector (59%) but, with the exception of private education and public administration, they
largely make-up sub-sets of the broader industries.
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Table 9.6 – Responses by sex
%

Male

%

Government

Sector

34044

35.14%

56968

58.79%

5881

6.07%

96893

Government - other services

12440

27.77%

26926

60.10%

5434

12.13%

44800

Government - Teachers

21604

41.47%

30042

57.67%

447

0.86%

52093

Private
Accommodation and food
service activities
Administrative and support
service activities

8613

22.87%

23297

61.86%

5752

15.27%

37662

399

37.32%

442

41.35%

228

21.33%

1069

4

1.91%

2

0.96%

203

97.13%

209

Agriculture, forestry and fishing

2615

16.28%

10226

63.67%

3220

20.05%

16061

Construction
Education
Electricity, gas, steam and air
conditioning supply
Financial and insurance
activities
Information and
communication
Manufacturing
Mining and quarrying
Other service activities
Professional, scientific and
technical activities
Public administration and
defence
Real estate activities

Female

Unknown

%

61

10.05%

546

89.95%

0.00%

607

261

51.99%

241

48.01%

0.00%

502

40

27.97%

103

72.03%

0.00%

143

1354

44.57%

1606

52.86%

78

2.57%

3038

451

32.61%

832

60.16%

100

7.23%

1383

1382

27.58%

3628

72.42%

0.00%

5010

226

11.57%

852

43.63%

44.80%

1953

7

22.58%

24

77.42%

0.00%

31

47

40.52%

69

59.48%

0.00%

116

75

53.96%

64

46.04%

0.00%

139

875

25

22.73%

85

77.27%

0.00%

110

Transportation and storage

1020

23.50%

3319

76.47%

1

0.02%

4340

Wholesale and retail trade
Wholesale and retail trade;
repair of motor vehicles and
motorcycles

591

21.31%

1135

40.93%

1047

37.76%

2773

55

30.90%

123

69.10%

0.00%

178

Private - Informal sector

257

59.49%

175

40.51%

0.00%

432

Other - Informal sector

257

59.49%

175

40.51%

0.00%

432

Private - Unregulated
employee

427

68.54%

196

31.46%

0.00%

623

Other - Unregulated retail

427

68.54%

196

31.46%

0.00%

623

43341

31.96%

80636

59.46%

8.58%

135610

Grand Total

11633

Age distribution
Data regarding respondent age were incomplete and, the researchers believe, irregular. This
applied especially to the public sector where the age of employees appeared either not to
have been collected or had been corrupted such that a great number of respondents had the
same birth date. The result, as depicted in Figure 9.2, is a peculiar age distribution for the
entire data set (dominated at the 35 and 65 year brackets), with a more understandable
distribution for the private sector data set (see Figure 9.3). Figure 9.4 presents an age
pyramid for the ISCO level 1 employment category “Craft and related trades workers”. The
last is presented to show the capability of the data set.
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Figure 9.2 – Age distribution - all respondents
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Figure 9.3 – Age distribution – private sector
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Figure 9.4 – Age distribution – trades workers - private sector
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Province of work
Data regarding province of work were incomplete and, the researchers believe, irregular.
Because of the high level of incomplete data (45%), a descriptor “Other – unknown” was
added to enable statistics to be generated for the entire data set. Table 9.7, depicts the
expected provincial distributions. Whilst it is not evident in the data set, we believe the
majority of employees are employed in the NCD.
Table 9.7 – Province of employment
Government

96893 72.01%

Autonomous Region of Bougainville
Central
2684
East New Britain
3464
East Sepik
3539
Eastern Highlands
3660
Enga
3438
Gulf
1031
Hela
307
Jiwaka
56
Kiunga - Western
892
Madang
4293
Manus
1111
Milne Bay
2390
Morobe
6445
National Capital District
New Ireland
North Solomons
Oro
Other - unknown
Sandaun (West Sepik)
Simbu
Southern Highlands
West New Britain
Western
Western - Kiunga
Western Highlands

2131
2139
3273
1522
35088
2218
3346
5416
2651
1262
1
4536

1.99%
2.57%
2.63%
2.72%
2.56%
0.77%
0.23%
0.04%
0.66%
3.19%
0.83%
1.78%
4.79%
1.58%
1.59%
2.43%
1.13%
26.08%
1.65%
2.49%
4.03%
1.97%
0.94%
0.00%
3.37%

Private

37662

27.99%

4
1
103
25
244
8
2
6
7

0.00%
0.00%
0.08%
0.02%
0.18%
0.01%
0.00%
0.00%
0.01%

Madang
Manus
Milne Bay
Morobe
Morobe - Lae
National Capital District
New Ireland

551
1
3952
1416
744
3521
27

0.41%
0.00%
2.94%
1.05%
0.55%
2.62%
0.02%

Oro
Other - unknown
Sandaun (West Sepik)
Simbu
Southern Highlands
West New Britain
Western

20
26575
11
6
5
175
34

0.01%
19.75%
0.01%
0.00%
0.00%
0.13%
0.03%

224

0.17%

Central
East New Britain
East Sepik
Eastern Highlands
Enga
Gulf
Hela
Jiwaka

Western Highlands

Education
Data regarding education qualifications was incomplete and, the researchers believe,
irregular. Data are only presented for respondents with a recorded qualification. For this
reason, there are obvious disparities between people classified as “professionals” and
people holding “tertiary degrees”. These disparities made it difficult to determine the actual
employment status of the person. For example, is an “engineer” a workplace title or
recognition of a “professional qualification and workplace title”? In such cases, the
researchers made a judgement regarding the employee’s status based on the relevant job
description and salary.
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Table 9.8 – Highest level of completed education
Education level

Government

Private

Post secondary - business and information technology college
Post secondary - Diploma in Teaching
Post secondary - Diploma in Teaching - Primary

850

Grand
Total
850

1862

1862

12272

12272

Post secondary - Diploma in Teaching - Secondary

3

3

Post secondary - Diploma in Teaching - Vocational

186

186

Post secondary - nursing
Post secondary - Teaching Certificate - Primary

7
1380

7
1380

Post secondary - technical trade training

141

141

Primary School - Grade 6 Certificate

128

128

Primary School - Grade 8 Certificate

89

89

Primary School - Less than grade 6

18

18

Secondary School - Grade 10 Certificate

1550

1550

Secondary School - Grade 12 Certificate

140

140

Tertiary - University bachelor degree

234

234

Tertiary - University bachelor degree engineering
Tertiary - University bachelor of education

53

53

1787

347

2134

11

11

52087

3570

55657

Tertiary - University master degree
Grand Total

Employment category and wage data
This section provides an overview of the collected wage data. The purpose is not to show
the results of the study (that occurs in the next chapters) but to show the capability of the
data set. The data is presented in terms of the International Standard Classification of
Occupations (ISCO-08) and has been formally devolved to ISCO level 2. Thereafter, we
devolved the data to sub-levels roughly corresponding to ISCO level 3 data. In practice this
means that the data set can be used to determine wages down to individual job types (such
as builder, waiter, lawyer) across industry groups and economic sectors. Data are available
for gross income, after tax income and the estimated received fortnightly income once tax,
superannuation and leave entitlements are incorporated.
The development of these data sets was onerous and required the researchers to make
many judgements. It is not practical (or indeed possible) to list all of these judgements here,
but the reader should be aware of the following key issues:


Job descriptions. There was extreme variation across respondents in terms
of job descriptions. This required the researchers to make judgments
regarding the actual job and how it may be categorised.



Inability to classify some jobs. Some employees had no job description and
others were incomprehensible. Where this occurred, the researchers made a
judgement based on the underlying data set.
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Wage data. Received wage data varied widely in its presentation,
completeness and accuracy. In some cases wage data were recreated from
generic bands and in others the response was comprehensive. There were
significant irregularities in the received data and, where relevant, these
irregularities were normalised. All data sets required some form of
normalisation.

Given these factors, it is quite possible that individual responses have been improperly
classified. The researchers believe that, on the whole, individual responses have been
consistently classified based on available information. Consistency is the most important
aspect of the classification process. Achieving this consistency requires detailed application
of skills of higher-level international-standard tertiary education – skills that are rarely
available in Papua New Guinea.
Industry groupings. Table 9.9 summarises employee numbers and average gross
fortnightly wages at the ISIC industry group level. It can be seen from the table that the data
set covers 16 of the 21 ISIC standard groupings. The groupings for which no data was
collected are as follows:


Activities of extraterritorial organizations and bodies;



Activities of

households as employers, undifferentiated goods-and-services-

producing activities of households for own use;4


Arts, entertainment and recreation;



Human health and social work activities; and



Water supply; sewerage, waste management and remediation activities.

Occupation groupings – ISCO Level 1. Occupations are grouped using the ISCO
categories. This occurs in a nested fashion such that occupations are first defined at ISCO
Level 1, prior to being decomposed to levels corresponding to ISCO Level 2 and ISCO Level
3. We use the term “corresponding” because data are not presented in the full ISCO format
for the reason that it becomes cumbersome and loses clarity. Instead, we prefer to state
occupations in terms of commonly understood titles such as plumber or electrician. In total
we have wage data for 530 occupational groupings, including apprentices and supervisors.
At the level of a specific occupation such as for a “carpenter”, sample sizes greatly reduce
(sometimes to a sample of 1). Given these small sample sizes, as well as the non-random
nature of the data collection, readers should treat figures for specific job types with care.

4

Informal traders could fit into this category but were not so assigned for this study.
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The summary of employee numbers and average gross fortnightly wages by industry group
at ISCO Level 1 and ISCO Level 2 is provided in Table 9.10. As depicted in Table 9.10,
“Professionals” is the major occupation category (43%) for formal employees. This reflects
the large numbers of teachers employed in the public sector. If teachers are removed, the
largest sector is entitled “Other” (12%), which recognises that the employer had no job
description for the individual. Thereafter, the largest employment category is “Elementary
occupations” (11%). These percentages are broadly in line with the hierarchy of employment
categories recorded in the 2011 Census.

Table 9.9 – Average gross fortnightly wage by industry group
Industry grouping (ISIC Rev. 4)
Accommodation and food service activities
Administrative and support service activities

Mean

Median

Total N

391.62

288.33

1,069

2,719.06

759.00

209

Agriculture, forestry and fishing

417.77

295.12

16,061

Construction

640.63

450.00

607

3,009.34

2,095.07

502

Education
Electricity, gas, steam and air conditioning supply

847.93

590.23

143

Financial and insurance activities

1,405.70

1,044.54

3,038

Government - other services

1,001.42

890.30

44,800

Government - Teachers

720.23

828.42

52,093

Information and communication

862.94

461.54

1,383

Manufacturing

507.49

378.00

5,010

Mining and quarrying

3,376.94

2,141.52

1,953

Other - Informal sector

1,250.90

600.00

432

Other - Unregulated retail

228.57

224.00

623

Other service activities

723.94

400.00

31

1,632.55

778.12

116

Public administration and defence

893.82

903.85

139

Real estate activities

594.96

460.00

110

Transportation and storage

532.66

336.00

4,340

Wholesale and retail trade

374.35

252.00

2,773

Wholesale and retail trade; repair of motor
vehicles and motorcycles

656.37

445.46

178

Professional, scientific and technical activities

Grand total

135,610
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Table 9.10 – Average gross fortnightly occupation (ISCO Levels 1 & 2)

ISCO Level 1 and Level 2 job descriptions
0. Armed forces occupations
Armed forces occupations, other ranks

Average
gross
fortnightly
pay

Total N

Max

Min

Average
gross
wage
per
hour

Median of
gross
wage per
hour

2512

983.34

3933.73

228.64

10.03

1435

686.56

1051.50

228.64

7.01

7.14

Commissioned armed forces officers

292

1982.23

3933.73

784.75

20.23

18.68

Non-commissioned armed forces officers

785

1154.30

1665.92

945.79

11.78

11.83

1. Managers

1617

3511.11

158965.37

132.73

44.85

Administrative and commercial managers

953

3380.63

68388.31

132.73

42.95

27.48

Chief executives, senior officials and legislators

164

5510.54

158965.37

478.15

72.31

54.16

Hospitality, retail and other services managers

161

1859.32

7200.00

265.07

23.69

19.23

Production and specialised services managers

339

3695.11

51953.90

270.16

46.97

25.90

59053

825.11

57178.85

168.42

11.21

Business and administration professionals

2406

1746.75

57178.85

271.46

23.42

21.21

Health professionals

2715

1100.90

18466.00

204.00

14.89

13.80

Information and communications technology
professionals

205

1496.25

4984.43

271.46

19.56

Legal, social and cultural professionals

538

2381.72

12343.90

207.75

32.02

22.20

Science and engineering professionals

683

1674.10

17201.31

208.00

21.68

18.05

52506

739.00

23676.92

168.42

10.08

11.27

13902

1123.78

53861.92

132.00

14.82

Business and administration associate professionals

8736

1270.25

53861.92

132.00

16.71

14.80

Health associate professionals

3469

731.66

4417.50

193.20

9.94

9.15

332

1249.02

5428.80

252.00

15.61

13.25

367

859.56

3064.58

216.72

11.39

998

1260.13

27510.60

189.84

16.18

4. Clerical support workers

5424

714.81

35591.41

41.22

9.21

Customer services clerks

1479

663.46

5240.87

41.22

8.45

6.63

General and keyboard clerks

2167

702.15

5550.45

56.65

9.27

9.15

Numerical and material recording clerks

1664

785.62

35591.41

145.92

9.92

8.39

90

692.50

1484.74

93.44

9.06

7.90

24

197.70

249.30

149.46

2.15

12653

664.52

20074.23

35.00

8.25

26

520.05

793.76

189.00

5.97

5.71

Personal services workers

634

398.03

3429.50

35.00

4.96

3.82

Protective services workers

8980

782.84

20074.23

62.32

9.78

9.57

Sales workers

2493

398.73

7096.47

38.30

4.85

3.40

Unregulated employee - Sales workers

461

226.27

504.00

112.00

2.13

2.16

Unregulated employee - security guard

59

237.47

490.00

89.60

2.31

2.30

167

430.96

2337.27

19.00

5.09

158

424.43

2337.27

19.00

5.01

9

545.44

1028.16

361.20

6.49

2. Professionals

Teaching professionals
3. Technicians and associate professionals

Information and communications technicians
Legal, social, cultural and related associate
professionals
Science and engineering associate professionals

Other clerical support workers
Unregulated employee - Numerical and material
recording clerks
5. Services and sales workers
Personal care workers

6. Skilled agricultural, forestry and fishery workers
Market-oriented skilled agricultural workers
Market-oriented skilled forestry, fishery and hunting
workers

17.67

11.30
13.04

2.22

4.08
4.95
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ISCO Level 1 and Level 2 job descriptions
7. Craft and related trades workers
Building and related trades workers (excluding
Electricians)

Average
gross
fortnightly
pay

Total N

Max

Min

Average
gross
wage
per
hour

Median of
gross
wage per
hour

3779

772.34

30567.44

90.00

9.36

1557

520.66

5004.92

90.00

6.40

Craft and related trades workers

111

506.69

1905.35

199.23

5.77

5.56

Electrical and electronics trades workers

448

1038.42

9852.49

102.50

12.68

7.94

Food processing, woodworking, garment and other
craft and related trades workers

256

663.89

18828.00

127.19

8.20

45

749.84

1390.24

230.91

9.79

10.08

1351

1021.45

30567.44

94.40

12.21

7.25

Unregulated employee - Baker

9

251.74

299.52

149.40

2.64

3.12

Unregulated employee - Handyman

2

298.40

347.20

249.60

2.85

2.85

4146

666.96

50036.59

19.00

8.08

Drivers and mobile plant operators

2704

575.02

9191.50

19.00

7.05

6.04

Stationary plant and machine operators

1431

843.46

50036.59

57.42

10.06

5.00

11

308.22

350.00

254.80

2.96

3.00

15026

366.13

53861.92

11.00

3.83

Agricultural, forestry and fishery labourers

9359

281.26

4616.00

11.00

3.22

2.27

Cleaners and helpers

1611

343.42

1197.71

27.00

4.27

3.75

161

302.40

734.34

105.00

3.60

3.74

3400

373.09

53861.92

33.47

4.54

6

249.02

280.78

199.23

2.96

3.22

48

226.25

400.20

149.46

2.23

5.56

9

246.73

299.52

169.12

2.29

2.35

432

2278.07

42000.00

100.00

10.08

2.23

17331

903.46

23359.21

18.32

11.52

1488

945.75

12495.38

18.32

11.90

7.83

395

907.01

2307.07

239.23

12.32

10.26

Other - unclassified – unattached

7678

885.34

3768.04

287.43

12.04

10.48

Other – unknown

7770

913.10

23359.21

38.24

10.89

10.38

135610

823.66

158965.37

11.00

10.67

Handicraft and printing workers
Metal, machinery and related trades workers

8. Plant and machine operators and assemblers

Unregulated employee - driver
9. Elementary occupations

Food preparation assistants
Labourers in mining, construction, manufacturing and
transport
Refuse workers and other elementary workers
Unregulated employee – Storeman
Unregulated employee – cleaner
Street and related sales and services workers
Other - unclassified/ unknown
Other – unclassified
Other - unclassified - "unmatched employee"

Grand Total

4.95

5.24

3.71

Grappling afresh with labour resource challenges in PNG │179

ISCO Level 3. Table 9.11 and Table 9.12 provide an example of ISCO Level 3 data that can
be gained from the data set for engineers – both in terms of engineer type and location of
work. The tables are presented to show the capacity of the data set to produce data to
occupation titles and reflect that data in terms of industry and region.
Table 9.11 – Average gross fortnightly occupation (ISCO Level 3)
Occupation – Level 3

Average of gross of fortnightly pay

2. Professionals
Science and engineering professionals
Science and engineering professionals - engineer - avionics engineer
Science and engineering professionals - engineer - avionics engineer - Manager
Science and engineering professionals - engineer - bio-medical
Science and engineering professionals - engineer - chief engineer
Science and engineering professionals - engineer - civil
Science and engineering professionals - engineer - electrical engineer
Science and engineering professionals - engineer - environmental engineer
Science and engineering professionals - engineer - graduate
Science and engineering professionals - engineer - maintenance engineer
Science and engineering professionals - engineer - manager
Science and engineering professionals - engineer - marine engineer
Science and engineering professionals - engineer - marine engineer - manager
Science and engineering professionals - engineer - mechanical engineer
Science and engineering professionals - engineer - mining engineer
Science and engineering professionals - engineer - mining engineer - Manager
Science and engineering professionals - engineer - reliability engineer
Science and engineering professionals - engineer - telecommunications
Grand
Total
engineer

Total N

2527.40

192

2527.40
1938.79
3746.74
1252.56
644.00
2041.54
3189.92
6084.62
1057.31
2387.41
1599.00
1312.80
2400.00
1546.36
3488.88
10602.14
1475.49
2060.15
2527.40

192
5
1
3
2
20
7
1
23
2
6
1
1
6
55
4
3
52
192

Table 9.12 – Science and engineering professionals - engineer by province
Average of
No.

Province
Central
East New Britain
Eastern Highlands
Enga
Jiwaka
Madang
Manus
Milne Bay
Morobe
Morobe - Lae
National Capital District
New Ireland
Other - unknown
Western Highlands
Grand Total

employees
1
3
2
3
2
1
1
4
7
8
62
1
228
2
325

Fortnightly total pay
before tax (Kina)
1484.74
1265.43
2170.73
1234.86
1724.69
5200.00
1014.63
2579.29
1459.37
1831.35
1725.54
3746.74
2277.39
1310.44
2125.45
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Conclusion
This chapter provides an overview of research methodology used in this study and the
primary data set produced by our research. The reader needs to have a basic understanding
of the limitations of the data set, including the manner by which it was generated in order
best to interpret the statistics presented in the next chapters. There are a number of
limitations to the data set that reduce its usefulness for policy making: it is not a random
sample and it contains a number of irregularities across multiple variables. That said, the
data set is extremely comprehensive in terms of the number of industries it covers (17
categories divided into 55 sub-categories) and the number of occupations for which it
provides data (530 occupations). It is also drawn almost entirely from payroll extracts and
does not make use of imputation. Relative to similar wage surveys, the data set is of very
high quality in terms of its occupational breadth and wage data depth (cf McGavin 1986,
1991, 2001, Levantis 1998). We believe it to be the most extensive data set covering this
information in the history of the country.
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10 – Wages and incomes in Papua New Guinea
This chapter provides an overview of the findings from our field research surveys in the
formal, informal and unregulated sectors. Much of the usefulness of our data set comes from
its detail; nevertheless, the presentation of this detail can become overwhelming and
confusing. For this reason, we have restricted this chapter to general findings with more
detailed analysis being provided in the subsequent chapters devoted to individual sectors.
Even then, the detail becomes overwhelming so we have chosen to restrict our presentation
to high level data. Those interested in nuanced data are best conducting their own analysis
using the data set provided as a file enclosure to the study. The chapter has two purposes:


to provide an overview of the findings of our study in relation to wages and incomes;
and



to provide comparison, where practical, with previous wage and income studies.

Wages and incomes summary
This section presents an overview of the wages and incomes findings from our study. The
terms “wages” and “incomes” can be somewhat misleading because, in practice, the term
“wage” covers people who are most likely salary earners (that is they are not paid per item or
hour of labour) and the term income is used to describe the net business earnings of people
in the informal sector. Income suggests a wider totalling of receipts and expenses outside of
one particular income source and we have not conducted that research. The two terms,
therefore, are used to distinguish between those in formal employment, those in unregulated
employment (generally wage earners), and those operating informal enterprises. Because it
is cumbersome to distinguish between these two terms throughout the text, the term “wages”
is used as a general catch-all until it is necessary to speak specifically about incomes in the
informal sector.
Gross average fortnightly wages
Table 10.1 provides a high level summary of average gross fortnightly earnings across the
data set (all sectors) and for each sub-sector (government, private, informal and
unregulated). The term gross applies well to the formal sector (government and private)
where taxes and superannuation deductions are removed to produce a “net wage”. In the
informal and unregulated sectors it is less applicable, because these sectors do not
necessarily pay income tax or receive/make superannuation contributions. In our sample,
none of the respondents in these sectors pays income tax or make superannuation
contributions. As such the figures for the informal and unregulated sectors are potentially
better termed “net income” because they represent the income left after all other expenses
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have been removed. The “net income” figure (presented as “gross” in the table) is what they
have available should they decide to pay tax or make super contributions.
Table 10.1 – Summary of average gross fortnightly wages by sector –
July 2014 (nominal Kina)*
Mean

Median

Mode

Standard
Deviation

Range

Min

Max

Total N

820.38

769.1

873.28

1117.5

158957

8

158965

135610

Government

850.24

851.19

873.28

442.3

12175

168

12344

96893

Private

748.43

389.97

472.98

1980.5

158954

11

158965

37662

1250.90

600.00

600.00

2195.4

25986

8

25994

432

228.57

224.00

199.80

58.6

414

90

504

623

Sector

All sectors

Private - Informal sector
Private - Unregulated
employee

* The data underlying the statistical summaries presented in this table were collected during the period December 2013 - July
2014 and pre-date the gazetting of the 2014 Minimum Wage Board decision.

A quick examination of Table 10.1 indicates significant differences between arithmetic
average wages and median wages and the very large range of the distributions for each
sub-sector. Due to these differences, we prefer the median for general analysis but the
distinction is useful because it indicates that the data set contains a number of very high
wage earners that provide it a positive skew. Similar skewing occurs across sectors. Table
10.1 indicates that the government sector has a significant impact on raising the median
wage for the total distribution. The effect of this skewing it much better observed in Figure
10.1 that presents the cumulative distribution of average gross fortnightly wages.
Figure 10.1 – Cumulative distribution average gross fortnightly wages by sector –
July 2014 (nominal Kina)
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Figure 10.1 presents the average fortnightly wage by sector in terms of the percentage of the
data set receiving that wage. It can be used to very quickly gain an understanding of wage
distributions by sector and to estimate the percentage of people receiving above or below a
given wage level. Due to the existence of very large values, the data presented in Figure
10.1 have been reduced from the full sample. The unregulated sector presents 100% of the
distribution. The public sector 99%, the private sector 98% and the informal sector 96%.
Even with this reduction in sample size, the graph is very telling.
Figure 10.1 indicates that the government sector has a narrower wage distribution than the
private sector (its highest wages are lower and its lowest wages are higher). For low wage
occupations, government sector employees earn higher wages than the other sectors. For
example, up until the 65% mark of all business responses, public sector wages exceed the
wages of all other sectors. In contrast, the unregulated sector has the narrowest distribution
and the lowest average wages, the highest only just exceeds 500 Kina per fortnight (504
Kina). 90% of all public sector employees earn more than this figure, 60% of all informal
employees earn more than that figure and 35% of all private sector employees earn more
than that figure.
The effect of removing the government sector on the median wage is depicted in Table 10.2
below. As can be seen from the table, removing the government sector affects both the
mean and median but the effect is most pronounced on the median wage, which has halved.
Table 10.2 – Summary of average gross fortnightly wages non-government sector July 2014 (nominal Kina)*
Sector

NonGovernment

Mean

Median

Mode

Standard
Deviation

Range

Min

Max

Total N

745.67

381.59

472.98

1968.88

158,957

8

158,965

38,717

The private sector has the widest spread of wages. This is not apparent in Figure 10.1
because the full private sector sample has been reduced. The highest wage is paid in the
private sector. Our survey recorded a maximum wage of 159,000 Kina per fortnight. This is
not an error, it represents a payment to a board member of a mineral resource company.
Relative to the government sector, it can be seen that the spread of wages is much more
dispersed, with a much higher ratio between high wage earners and low wage earners. The
vast majority of private sector employees (85%) earn less than government sector
employees. The vast majority also earn significantly less than informal sector employees. It
is only the bottom 10% of the informal sector that earn less than the private sector.
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The informal sector results were surprising. Whilst the majority (65%) earn below public
sector wages, 35% earn significantly above public and private sector wages. Although the
gross figures do not account for the non-wage conditions of employment received by
members of the formal sector, the informal sector incomes still look high. In comparison with
the findings of the HIES 2009/10, the results look unbelievable. The HIES survey results
indicated an informal fortnightly gross average income of 240 Kina, with a median of 83
Kina. Our first impression, therefore, was that our figures were erroneous. Nevertheless, the
original data was re-checked and verified and results did not change.
We are not sure how the figures differ so greatly. The HIES sample is much larger (2301)
but it also includes a much larger percentage of the rural population. Our sample is based
largely on urban areas and includes persons conducting businesses with very high margins
(such as the informal wholesaling of betel nut from rural areas to NCD). Nevertheless,
Gibson (2013:17) used the HIES 2009/10 data to compute median returns for the informal
sector in the NCD and recorded a median hourly wage of Kina 3.21 (net earnings). It is also
possible that there were significant seasonal affects in the sampling and the recorded wages
are not representative of annual or quarterly wages. That said, the results are still difficult to
interpret. It is possible that there were errors in the collection of the data, especially in terms
of people underestimating costs during the survey period and in recording the earnings per
day instead of per week. Additional analysis is provided in the informal sector chapter.
Gross average hourly wages
This section examines gross average hourly wage rates for the private, government,
unregulated and informal sectors. The wages were determined by dividing fortnightly wages
by estimated fortnightly hours of work. The results are depicted in Table 10.3 and Figure
10.2 respectively.
Table 10.3 – Summary of average gross fortnightly wages by sector –
July 2014 (nominal Kina)*
Sector

All sectors

Mean

Median

Mode

Standard
Deviation

Range

Min

Max

Total N

10.67

10.11

11.88

14.10

1,987

0

1,987

135,610

Government

11.32

11.27

11.88

5.8

166

2

168

96,893

Non-government

9.04

4.56

5.37

24.65

1,987

0

1,987

38,717

9.14

4.70

5.37

24.9

1,987

0

1,987

37,662

10.08

5.56

5.00

15.8

169

0

169

432

2.18

2.22

2.00

0.5

4

1

5

623

Private
Private - Informal sector
Private - Unregulated
employee
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Figure 10.2 – Cumulative distribution average gross hourly wages by sector - July
2014 (nominal Kina)
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As depicted in Table 10.3 and Figure 10.2, viewing the results in terms of hourly wages
tends to amplify the findings for average gross fortnightly wages. When viewed in hourly
wage rates, the government sector pays even higher average rates than the nongovernment sector. This reflects the lower weekly hours of work conducted by public service
employees relative to the other sectors (average 36.75 hours per week compared with a
median of 42.5 in the private sector). The gap between wages in the informal sector and the
private sector has narrowed slightly. This reflects the tendency of the informal sector to work
longer hours (median 56 hours per week). The gap between the unregulated sector and all
other sectors has also increased as a result of the longer hours in that sector (median 53
hours per week) and lower gross wages in general. Figure 10.2 also depicts the median
wages for all sectors and the non-government sectors. It can be seen that whilst less than
10% of the government sector earns below the non-government median wage, 99% of the
unregulated sector earns below the non-government median. In many ways these
differences reflect the different nature of the skills sets used in the public service (a higher
level of professional positions); nevertheless, they remain significant.
Annual wage estimates
Table 10.4 and Figure 10.3 provide a general indication of annual wages across industry
sectors. The figures are computed from fortnightly gross wages and do not include nonwage benefits. Again it can be seen that the government sector receives a premium over
other sectors. The stated mean for the government sector is 22,000 Kina per year compared
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with 9,900 Kina for all other sectors. Figure 10.3 indicates that approximately 90% of formal
wage earners earn less than 30,000 Kina annually (approximately 15,000 Australian Dollars
using a direct 2015 conversion).
Table 10.4 – Estimated annual average salary by sector July 2014 (nominal Kina)
Sector

Mean
21,330.00

Median
19,996.60

Mode
22,705.28

Standard
Deviation
29,053.97

Government

22,106.23

22,130.94

22,705.28

Non-government

19,387.41

9,921.26

12,297.48

19,459.13

10,139.22

32,523.34
5,942.92

All sectors
Private
Private - Informal
sector
Private - Unregulated
employee

Range
4,132,892

Min
208

Max
4,133,100

Total N
135,610

11,498.91

316,562

51,191.01

4,132,892

4,379

320,941

96,893

208

4,133,100

12,297.48

51,493.9

38,717

4,132,814

286

4,133,100

37,662

15,600.00

15,600.00

57,081.3

675,636

208

675,844

432

5,824.00

5,194.80

1,522.4

10,774

2,330

13,104

623

Figure 10.3 – Cumulative distribution of estimated annual average salary by sector
July 2014 (nominal Kina)*

1.0
0.9
0.8
0.7
0.6

% 0.5

Private

0.4

Public

0.3
0.2

Unregulated

0.1

Informal
110,000

100,000

90,000

80,000

70,000

60,000

50,000

40,000

30,000

20,000

10,000

0

0.0

Estimated gross annual wage - Kina
* This distribution is based on 100% of the Unregulated sector sample, 99% of the Public sector sample, 93% of
the Informal sector sample and 98 % of the Private sector sample.

Wages by industry group and occupation
The previous section presented wage and income data in aggregate terms. In practice,
wages and incomes vary significantly within and across sectors, within and across industry
groups and within and across occupations. It is not practical to examine these differences in
detail, but the following section presents a high level overview. Subsequent chapters present
additional detail.
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Wages by industry group
Table 10.5 presents average gross fortnightly wages across all sectors for different industry
groups using the ISIC Revision 4 standard. As indicated in the table, there are significant
differences in the median wages paid by different industries as well as within industries.
When measured by range, intra-industry differences are most pronounced in the mining
sector. Nevertheless, because the range is unduly influenced by one or two very large and
unrepresentative wages, it is more useful to examine the ratio between the median and the
arithmetic mean values. When measured in this manner, the “Administrative and support
services” and “Professional, scientific and technical activities” contain the largest
divergences.
Table 10.5 – Average gross fortnightly salary by industry group
‒ July 2014 (nominal Kina)
ISIC Rev 4, Industry group
Accommodation and food service
activities
Administrative and support service
activities
Agriculture, forestry and fishing
Construction
Education

Mean

Median

Mode

Standard
Deviation

Range

Min

Max

Total
N

391.62

288.33

210.00

365.79

6,710

35

6,745

1,069

2719.06

759.00

183.20

7742.64

53,844

18

53,862

209

417.77

295.12

472.98

789.22

29,821

11

29,832

16,061

640.63

450.00

385.71

910.92

16,315

27

16,342

607

3009.34

2095.07

2548.88

4290.36

29,346

200

29,546

502

312

4,231

143

Electricity, gas, steam and air
conditioning supply
Financial and insurance activities

847.93

590.23

311.64

605.66

3,919

1405.70

1044.54

494.80

1766.16

42,895

80

42,974

3,038

Government - other services

1001.42

890.30

672.23

546.19

12,170

174

12,344

44,800

Government - Teachers

720.23

828.42

873.28

265.89

2,288

168

2,457

52,093

Information and communication

862.94

461.54

440.00

876.78

6,477

61

6,538

1,383

Manufacturing

507.49

378.00

294.00

444.96

7,294

33

7,327

5,010

Mining and quarrying

3376.94

2141.52

1720.00

6396.08

158,875

90

158,965

1,953

Other - Informal sector

1250.90

600.00

600.00

2195.44

25,986

8

25,994

432

Other - Unregulated retail

228.57

224.00

199.80

58.56

414

90

504

623

Other service activities

723.94

400.00

360.00

526.64

2,068

332

2,400

31

1632.55

778.12

1153.85

1861.11

14,731

108

14,839

116

4,466

240

4,706

139

Professional, scientific and technical
activities
Public administration and defence

893.82

903.85

575.56

592.69

Real estate activities

594.96

460.00

320.00

427.87

1,756

260

2,016

110

Transportation and storage

532.66

336.00

317.52

596.42

11,064

104

11,168

4,340

Wholesale and retail trade

374.35

252.00

252.00

525.69

8,413

38

8,451

2,773

Wholesale and retail trade; repair of
motor vehicles and motorcycles

656.37

445.46

378.00

691.26

5,120

210

5,330

178

Grand total

135,610

Inter-industry differences are more readily discernible in Figure 10.4, which indicates that the
mining and private education sectors provide the highest average fortnightly median wages
and that the wholesale and retail trade and the accommodation and food service industries
provide the lowest average fortnightly median wages. The difference is significant, the
median of the bottom industry groups is 12% of the median in the mining and quarrying
group. This is not surprising given the significant differences in skill levels required to
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operate in the different industries. It is also representative of the very large economic rents
available in the minerals sector.
Figure 10.4 – Median gross fortnightly salary by industry group July 2014 (nominal Kina)
Mining and quarrying
Education
Financial and insurance activities
Public administration and defence
Government - other services
Government - Teachers
Professional, scientific and technical activities
Administrative and support service activities
Other - Informal sector
Electricity,gas, steam and air conditioning supply
Information and communication
Real estate activities
Construction
Wholesale and retail trade; repair of motor vehicles…
Other service activities
Manufacturing
Transportation and storage
Agriculture, forestry and fishing
Accomodation and food service activities
Wholesale and retail trade
Other - Unregulated retail
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Wages by occupation
Table 10.6 and Figure 10.5, depict significant variation in average forthrightly wages across
occupations. In general, the differences reflect different types of skills and responsibilities.
Managers earn a significant premium but this premium is not unusual for management roles.
It is also to be expected in a country where there is a significant difference in the skills and
understandings of lower level workers and managers. Our field interviews indicated that
managers in the private sector devoted considerable resources to enforcing and monitoring
basic tasks that would normally be undertaken by employees and very low level managers in
Australia.
Table 10.6 – Average gross fortnightly salary by occupation July 2014 (nominal Kina)
Mode

Standard
Deviation

860.33

700.12

2125

3980.74

825.109

851.19

3. Technicians and associate professionals

1123.78

4. Clerical support workers

714.813

5. Services and sales workers

ISCO Level 1 - occupations

Mean

Median

Range

Min

Max

Total N

0. Armed forces occupations

983.343

1. Managers

3511.11

483.3883

3,705

6300.862

158,833

229

3,934

2,512

133

158,965

2. Professionals

873.28

678.5244

1,617

57,010

168

57,179

59,053

958.73

672.23

631.94

440

1356.422

53,730

132

53,862

13,902

725.0055

35,550

41

35,591

664.516

642.75

5,424

642.75

465.458

20,039

35

20,074

12,653

6. Skilled agricultural, forestry and fishery workers

430.955

356.32

199.23

311.9992

2,318

19

2,337

167

7. Craft and related trades workers

772.338

8. Plant and machine operators and assemblers

666.963

530.18

415.8

1153.526

30,477

90

30,567

3,779

470.68

472.98

1725.904

50,018

19

50,037

9. Elementary occupations

4,146

336.595

241.295

472.98

633.7849

53,854

8

53,862

15,026

Other - unclassified/ unknown

903.465

830.19

672.23

569.6104

23,341

18

23,359

Grand total

17,331

135,610
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Figure 10.5 – Median gross fortnightly salary occupation July 2014 (nominal Kina)
1. Managers
3. Technicians and associate professionals
0. Armed forces occupations
2. Professionals
Other - unclassified/ unknown
5. Services and sales workers
4. Clerical support workers
7. Craft and related trades workers
8. Plant and machine operators and assemblers
6. Skilled agricultural, forestry and fishery workers
9. Elementary occupations
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Table 10.7 further decomposes wages by occupation to ISCO level 2. The data in this table
are presented in hourly wages in order to enable comparison of wages relative to hours of
labour input. The results are similar to the higher level classifications: wages reflect skill and
responsibility premiums with managers and professionally skilled employees being paid the
highest hourly wages. The table also identifies the percentage of occupation type across the
data set. The largest category by far is that of Teachers (39%) and, thereafter, Agricultural
labourers (6.9%) and Protective services workers 6.62%. The prominence of Protective
services workers (security guards) is indicative of the high level of physical insecurity in
Papua New Guinea.
Table 10.7 – Average hourly salary by occupation July 2014 (nominal Kina)
ISCO Level 2 - occupations

Mean

Medi
an

Mode

Stand
ard
Devia
tion

Range

Min

Max

Total
N

Administrative and commercial managers

42.95

27.48

27.14

60.24

853.3

1.6

854.9

953

0.70%

Agricultural, forestry and fishery labourers

3.22

2.27

5.37

1.87

28.7

0.1

28.9

9359

6.90%

Armed forces occupations, other ranks

7.01

7.14

7.14

1.90

8.4

2.3

10.7

1435

1.06%

Building and related trades workers
(excluding electricians)

8.95

8.39

8.39

2.73

14.8

4.7

19.5

217

0.16%

Building and related trades workers
(excluding Electricians)

5.99

4.95

4.95

3.88

62.3

1.8

64.1

1340

0.99%

16.71

14.80

12.11

19.59

671.7

1.6

673.3

8736

6.44%

23.42

21.21

22.22

711.7

3.1

714.7

2406

1.77%

72.31

54.16

54.16

18.05
158.5
6

1980.5

6.6

1987.1

164

0.12%

Business and administration associate
professionals
Business and administration professionals
Chief executives, senior officials and
legislators
Cleaners and helpers

% of
survey
sample

4.27

3.75

2.26

1.88

14.6

0.3

15.0

1611

1.19%

20.23

18.68

19.32

5.11

30.3

9.8

40.1

292

0.22%

Craft and related trades workers

5.77

5.56

2.74

3.16

19.4

2.3

21.7

111

0.08%

Customer services clerks

8.45

6.63

5.50

5.52

63.8

1.8

65.5

1479

1.09%

Commissioned armed forces officers

Drivers and mobile plant operators

7.05

6.04

2.93

6.53

114.7

0.2

114.9

2704

1.99%

12.68

7.94

8.61

15.68

120.9

2.2

123.2

448

0.33%

Food preparation assistants

3.60

3.74

3.86

0.83

6.3

2.1

8.3

161

0.12%

Food processing, woodworking, garment
and other craft and related trades workers

8.20

5.24

3.50

15.45

233.1

2.3

235.4

256

0.19%

General and keyboard clerks

9.27

9.15

11.52

5.44

179.8

0.6

180.3

2167

1.60%

Electrical and electronics trades workers
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Mean

Medi
an

Mode

Stand
ard
Devia
tion

Handicraft and printing workers

9.79

10.08

13.04

4.09

16.3

2.6

Health associate professionals

9.94

9.15

9.15

4.08

52.9

2.3

14.89

13.80

9.43

8.06

228.2

23.69

19.23

19.19

17.39

15.61

13.25

12.02

19.56

17.67

ISCO Level 2 - occupations

Health professionals
Hospitality, retail and other services
managers
Information and communications
technicians
Information and communications
technology professionals
Labourers in mining, construction,
manufacturing and transport

Total
N

% of
survey
sample

18.9

45

0.03%

55.2

3469

2.56%

2.6

230.8

2715

2.00%

86.8

3.2

90.0

161

0.12%

10.31

64.9

3.0

67.9

332

0.24%

16.87

9.09

59.2

3.1

62.3

205

0.15%

Range

Min

Max

4.54

3.71

3.97

12.25

672.9

0.4

673.3

3400

2.51%

Legal, social and cultural professionals

32.02

22.20

40.91

30.69

165.3

2.6

167.9

538

0.40%

Legal, social, cultural and related
associate professionals

11.39

11.30

11.27

4.88

36.6

1.8

38.3

367

0.27%

5.01

4.08

2.26

3.89

29.0

0.2

29.2

158

0.12%

6.49

4.95

4.54

3.08

7.9

4.3

12.2

9

0.01%

Market-oriented skilled agricultural workers
Market-oriented skilled forestry, fishery
and hunting workers
Metal, machinery and related trades
workers

12.21

7.25

8.61

20.26

381.0

1.1

382.1

1351

1.00%

Non-commissioned armed forces officers

11.78

11.83

9.65

1.74

7.3

9.7

17.0

785

0.58%

Numerical and material recording clerks

9.92

8.39

11.52

14.81

443.1

1.8

444.9

1664

1.23%

Other - unclassified
Other - unclassified - "unmatched
employee"

11.90

7.83

2.29

12.67

156.0

0.2

156.2

1488

1.10%

12.32

10.26

9.15

5.41

28.4

3.0

31.4

395

0.29%

Other - unclassified - unattached

12.04

10.48

9.15

5.41

47.4

3.9

51.3

7678

5.66%

Other - unknown

10.89

10.38

5.37

7.36

291.4

0.5

292.0

7770

5.73%

Other clerical support workers

9.06

7.90

7.90

3.86

19.1

1.1

20.2

90

0.07%

Personal care workers

5.97

5.71

8.34

2.00

6.8

2.3

9.0

26

0.02%

Personal services workers
Production and specialised services
managers

4.96

3.82

3.00

3.21

40.2

0.6

40.8

634

0.47%

46.97

25.90

29.41

81.13

646.3

3.1

649.4

339

0.25%

Protective services workers
Refuse workers and other elementary
workers

9.78

9.57

8.03

5.83

238.4

0.6

239.0

8980

6.62%

2.96

3.22

2.26

0.48

1.1

2.3

3.3

6

0.00%

Sales workers

4.85

3.40

3.00

4.71

115.4

1.0

116.3

2493

1.84%

Science and engineering associate
professionals

16.18

13.04

14.80

21.33

341.7

2.2

343.9

998

0.74%

Science and engineering professionals

21.68

18.05

15.48

18.15

211.9

3.1

215.0

683

0.50%

Stationary plant and machine operators
Street and related sales and services
workers

10.06

5.00

4.54

35.52

624.9

0.6

625.5

1431

1.06%

10.08

5.56

5.00

15.85

168.8

0.0

168.8

432

0.32%

Teaching professionals

10.08

11.27

11.88

6.40

313.4

2.3

315.7

52506

38.72%

Unregulated employee - Numerical and
material recording clerks

2.15

2.22

2.22

0.27

1.4

1.4

2.8

24

0.02%

Unregulated employee - Baker

2.64

3.12

3.12

0.60

1.5

1.7

3.1

9

0.01%

Unregulated employee - cleaner

2.29

2.35

2.50

0.46

1.6

1.5

3.1

9

0.01%

Unregulated employee - driver

2.96

3.00

3.00

0.32

1.1

2.5

3.6

11

0.01%

Unregulated employee - Handyman

2.85

2.85

2.60

0.35

0.5

2.6

3.1

2

0.00%

Unregulated employee - Sales workers

2.13

2.16

2.00

0.46

3.5

1.0

4.5

461

0.34%

Unregulated employee - security guard

2.31

2.30

2.50

0.45

2.7

0.8

3.5

59

0.04%

Unregulated employee - Storeman

2.23

2.23

2.26

0.39

1.7

1.4

3.1

48

0.04%

135610

100%

Total
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Comparison with previous research
It is not easy to make ready comparison with previous studies. Research by McGavin (1991,
2001) used much smaller data sets and did not compare wages by ISCO categories.
Levantis (2000) used a larger data set but compared wages in terms of skills (low-killed,
middle-skilled and high-skilled). The HIES 2009/10 data set does enable comparison. It uses
an ISCO categorisation scheme, albeit slightly different to the one used for this study. Table
10.8 below presents a comparison for ISCO level 2 occupational categories. Although not all
categories readily align, it can be seen that the medians for our study are considerably
higher than for the HIES study. It is not clear why this is the case.
The HIES data set used a weighted sample of the population, which was designed to be
representative of the population. Nevertheless, they relied on a much smaller sample and
respondents self-reported their income and working hours. The median working hours
indicated in the HIES study (48 per week) is higher than the median working hours recorded
for this study (42 hours per week). The data for the HIES study was also largely collected
prior to the 2009 Minimum Wage Board decision coming into effect. That decision more than
doubled the nominal minimum wage and is likely to account for a considerable amount of the
difference in the median wages for lower skilled occupations. Outside of these influences,
general competition for labour during the construction boom from 2010-2013 may explain the
increases. Whatever the cause, there was a significant increase in median wage rates by
occupation over the period.
Table 10.8 – Comparison of gross hourly pay with HIES 2009/10 (nominal Kina)
Mean

Median

Total
N

Agricultural, Fishery and
related labourers

3.32

1.59

49

Subsistence agricultural
and fishery workers

1.66

1.83

3

1340

Extraction and Building
trades workers

8.08

3.71

130

14.80

8736

Other associate
professionals

12.35

6.00

104

23.42

21.21

2406

72.31

54.16

164

Legislators and Senior
Officials

12.26

7.90

38

4.27

3.75

1611

Industry group - present study

Mean

Median

Total N

Administrative and commercial
managers

42.95

27.48

953

Agricultural, forestry and fishery
labourers

3.22

2.27

9359

Armed forces occupations, other
ranks

7.01

7.14

1435

Building and related trades
workers (excluding electricians)

8.95

8.39

217

Building and related trades
workers (excluding Electricians)

5.99

4.95

Business and administration
associate professionals

16.71

Business and administration
professionals
Chief executives, senior officials
and legislators
Cleaners and helpers

Industry group - HIES
2009/10
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Mean

Median

Total
N

Precision, handicraft,
printing and related
workers

8.32

2.88

13

1479

Customer Service clerks

6.06

2.87

113

Drivers and mobile
machinery operators

5.82

3.66

114

Office clerks

17.28

5.46

188

Industry group - present study

Mean

Median

Total N

Commissioned armed forces
officers

20.23

18.68

292

Craft and related trades workers

5.77

5.56

111

Customer services clerks

8.45

6.63

Drivers and mobile plant
operators
Electrical and electronics trades
workers

Industry group - HIES
2009/10

7.05

6.04

2704

12.68

7.94

448

Food preparation assistants

3.60

3.74

161

Food processing, woodworking,
garment and other craft and
related trades workers

8.20

5.24

256

General and keyboard clerks

9.27

9.15

2167

Handicraft and printing workers

9.79

10.08

45

Health associate professionals

9.94

9.15

3469

Life Science and Health
associate professionals

38.45

7.81

44

Life Sciences and Health
professionals

11.41

7.35

66

Labourers in Mining,
Construction,
Manufacturing and
Transport

21.65

4.19

67

Market-oriented skilled
agricultural, animal and
fishery workers

2.97

1.74

61

Metal and Machinery
Trades workers

9.11

5.30

99

Other craft and related
trades workers

4.29

3.27

41

3.67

2.68

13

17.32

9.22

152

108.72

12.42

94

9.91

5.56

158

Health professionals

14.89

13.80

2715

Hospitality, retail and other
services managers

23.69

19.23

161

Information and communications
technicians

15.61

13.25

332

Information and communications
technology professionals

19.56

17.67

205

Labourers in mining,
construction, manufacturing and
transport

4.54

3.71

3400

Legal, social and cultural
professionals

32.02

22.20

538

Legal, social, cultural and
related associate professionals

11.39

11.30

367

Market-oriented skilled
agricultural workers

5.01

4.08

158

Market-oriented skilled forestry,
fishery and hunting workers

6.49

4.95

9

Metal, machinery and related
trades workers

12.21

7.25

1351

Non-commissioned armed
forces officers

11.78

11.83

785

9.92

8.39

1664

Other - unclassified

11.90

7.83

1488

Other - unclassified "unmatched employee"

12.32

10.26

395

Other - unclassified - unattached

12.04

10.48

7678

Other occupation n.e.c.*

Other - unknown

10.89

10.38

7770

Other professionals

Other clerical support workers

9.06

7.90

90

Personal care workers

5.97

5.71

26

Personal services workers

4.96

3.82

634

Production and specialised
services managers

46.97

25.90

339

Company and Corporate
Managers

Protective services workers

9.78

9.57

8980

Personal and Protective
services workers

Numerical and material
recording clerks

Grappling afresh with labour resource challenges in PNG │193

Industry group - present study

Mean

Median

Total
N

4.23

2.22

74

Physical Science and
Engineering associate
professionals

13.08

9.89

60

Physical, Mathematical
and Engineering Science
professionals

34.22

16.74

34

Stationary-plant and
related operators

7.06

3.87

30

432

Sales and services
elementary occupations

5.74

2.20

272

Teaching professionals

18.17

7.14

258

Teaching associate
professionals

29.66

7.29

46

18.55

9.14

16

8.21

2.64

36

Mean

Median

Total N

Refuse workers and other
elementary workers

2.96

3.22

6

Sales workers

4.85

3.40

2493

Science and engineering
associate professionals

16.18

13.04

998

Science and engineering
professionals

21.68

18.05

683

Stationary plant and machine
operators

10.06

5.00

1431

Street and related sales and
services workers

10.08

5.56

Teaching professionals

10.08

11.27

52506

Unregulated employee Numerical and material
recording clerks

2.15

2.22

24

Unregulated employee - Baker

2.64

3.12

9

Unregulated employee - cleaner

2.29

2.35

9

Unregulated employee - driver

2.96

3.00

11

Unregulated employee Handyman

2.85

2.85

2

Unregulated employee - Sales
workers

2.13

2.16

461

Unregulated employee - security
guard

2.31

2.30

59

Unregulated employee Storeman

2.23

2.23

48

Industry group - HIES
2009/10

Sales-workers,
Demonstrators and
Models

General Managers (small
businesses)
Machine operators and
assemblers

135,610

2,373

Net wages
Table 10.9 depicts net and gross median hourly wages for different high level occupational
groupings. It can be seen from the table that there are often significant differences between
net incomes and gross incomes. The differences are highest in the more highly skilled
occupations (as a consequence of tax and other personal deductions) and can result in
significant cash flow problems for households who often make short-term loans in order to
meet large outflows of cash (such as school fees or funeral commitments). The HIES
2009/10 data indicates that 20% of all households engage in regular loan activity. The
authors’ personal experience is that loan businesses are a common form of informal
employment and that loans are regularly made to people in the private and public sectors. It
is also very common for businesses to lend money to employees, with the majority of
employee payroll “deductions” being for the repayment of loans.

Wages by sex
Table 10.10 indicates differences in average wages by employee sex. The general story is
that in terms of arithmetic average wages, female employees are paid less than their male
counterparts. These findings are reinforced by table 10.11 that shows wage differences by

Wages and income in PNG │194
sex across all sectors. Both table 10.10 and 10.11 show that median wages are higher for
females in the private and the informal sectors. It is not clear why this is but, potentially, it
represents higher male representation in elementary occupations and higher female
representation in clerical roles. It may also be a consequence of the high percentage of
responses where sex was recorded as “unknown”. The general tendency for males to be
paid more than females is consistent with data from the HIES 2009/10 as depicted in Table
A10.2 of Annex 10.1 to this chapter.
Table10.9 – Comparison of gross hourly pay with net hourly pay July 2014 –
(nominal Kina)
Median gross
kina per hour
8.78
27.47
11.58
12.79
8.28
8.03
4.27
6.29
5.51
2.74
10.37

Occupation
0. Armed forces occupations
1. Managers
2. Professionals
3. Technicians and associate professionals
4. Clerical support workers
5. Services and sales workers
6. Skilled agricultural, forestry and fishery workers
7. Craft and related trades workers
8. Plant and machine operators and assemblers
9. Elementary occupations
Other - unclassified/ unknown

Median net
kina per hour
7.17
15.94
6.96
8.05
5.99
5.52
3.72
5.30
4.82
2.43
6.21

Net as a % of
gross
82%
58%
60%
63%
72%
69%
87%
84%
87%
89%
60%

Table 10.10 – Comparison of average gross hourly nominal wage by sex as at
July 2014 – (nominal Kina)
Sex
Female
Male
Unknown

Mean
10.35
10.71
11.57

Median
10.48
10.06
9.82

Mode
11.88
11.88
1.33

Standard
Deviation

8.24
15.57
19.57

Range
394
1987
715

Min
0.04
0.13
0.23

Max
394
1987
715

Total
N
43341
80636
11633

Table 10.11 – Comparison of average gross hourly nominal wage by sector and by sex
as at July 2014 – (nominal Kina)
Sector
Government

Private

4.55

Range
136

Min
2.29

Max
139

Total
N
34044

6.54

166

2.18

168

56968

4.77

83

2.29

85

5881

5.37

15.80

394

0.14

394

8613

4.94

5.37

26.92

1987

0.13

1987

23297

10.99

3.30

1.33

27.40

715

0.23

715

5752

9.03

5.56

5.00

12.44

97

0.04

97

257

11.61

5.00

6.25

19.76

168

0.32

169

175

2.12

2.16

2.00

0.45

4

1.00

5

427

2.30

2.26

2.22

0.49

3

0.80

4

196

F

Mean
10.73

Median
11.00

Mode
11.88

M

11.59

11.30

11.88

U

12.13

11.29

12.23

F

9.28

5.25

M

8.63

U
Private Informal sector

F

Private Unregulated
employee

F

M
M

Standard
Deviation
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Table 10.12 depicts occupations in which the average gross hourly wages paid to females is
greater than that paid to male counterparts. With the exception of customer services clerks,
positions which are overwhlmingly filled by females in Papua New Guinea, there does not
appear to be any determinable trend in the occupation types. The differences may simply
reflect the survey sample.
Table 10.12 – Comparison of average gross hourly nominal wage by sector and by
sex as at July 2014 – (nominal Kina)
Occupation
Customer services clerks
Handicraft and printing workers
Legal, social, cultural and related associate
professionals
Market-oriented skilled forestry, fishery and
hunting workers
Non-commissioned armed forces officers
Personal care workers
Refuse workers and other elementary
workers
Unregulated employee - Baker
Unregulated employee - Cleaner
Unregulated employee - Storeman

Female
9.05
12.44

Male
7.88
9.45

11.36

11.34

12.24
13.35
6.43

5.78
11.76
4.01

3.34
3.12
2.33
2.28

2.88
2.51
2.21
2.21

Wages by age
The government sector data set contains errors relating to employee ages (the majority of
the wages in the raw data were recorded at default age rates). This makes it difficult to
compare average wages by age across sectors. For this reason, Table 10.13 depicts wage
variations by age for the survey data set as a whole (inclusive of the government sector) and
as a sub-set of the non-government sector. In both instances there is a clear correlation
between age and income. For almost each age bracket there is an increase in the average
gross fortnightly wage. Table A10.1 of Annex 10.1 to this chapter depicts changes in gross
wages by age for all sectors. The same trend is apparent, although less noticeable, in the
informal sector in which wage earnings tend to fall dramatically in respondents above 50
years of age. Potentially this reflects the more limited role that this more senior age group
plays in the informal market.
One striking aspect of the age comparison is the low level of employment recorded for youth
of all sexes (measured as people aged ≤ 20 years). As can be seen in Table 10.14, youth
are predominately employed in the unregulated sector and the agricultural industry. The
largest occupation categories are “agriculture”, “labouring” and “services and sales”
occupations. As depicted in Table 10.3, our survey response covered in total 759 people
within the age group 15-20 years across all sectors (or 0.005% of the survey sample). Given
that we estimate this age group comprises approximately 20% of the labour force, it
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indicates a severe under-representation of youth in formal and informal monetary
employment.
Table 10.13 – Comparison of average gross fortnightly wages by age as at July 2014
(nominal Kina)*
All sectors - including public sector

All sectors - excluding public sector

Total N

Gross
fortnightly
average

Total
N

Gross
fortnightly
average

Min

Max

12

465

190

1,597

14-15

Min

Max

12

465

190

1,597

16-20

747

277

73

1,200

21-25

5,928

510

33

13,996

16-20

676

249

73

1,200

21-25

3,369

394

33

13,996

26-30

10,148

710

46

31-35

26,253

718

8

27,204

26-30

4,391

620

46

27,204

22,911

31-35

3,429

794

8

22,911

36-40

8,676

927

41-45

9,512

945

38

30,072

36-40

2,700

927

38

30,072

66

42,893

41-45

1,930

1,120

66

42,893

46-50

8,722

51-55

12,887

1,078

118

46,626

46-50

1,264

1,344

118

46,626

1,004

103

50,037

51-55

836

1,589

103

50,037

56-60
61-65

4,236

1,303

118

158,965

56-60

365

2,631

118

158,965

21,101

825

96

68,388

61-65

141

2,474

96

66-70

68,388

258

1,018

201

22,058

66-70

32

1,249

201

22,058

71-75

103

1,341

253

29,215

71-75

10

3,493

253

29,215

76-80

20

883

406

1,995

76-80

0

81-88

11

1,507

550

6,039

81-88

1

3,846

3,846

3,846

Age
14-15

Grand
Total

108,614

Age

Grand
Total

19,156

* We were unable to collect age data for all survey respondents so the number of respondents recorded for
both the government and private sectors is below the overall number of survey respondents.

Table 10.14 – 15-20 year old “youth” respondents by occupation
Row Labels
Agricultural, forestry and fishery labourers
Armed forces occupations, other ranks
Building and related trades workers (excluding Electricians)
Business and administration associate professionals
Business and administration professionals
Cleaners and helpers
Craft and related trades workers
Customer services clerks
Drivers and mobile plant operators
Food preparation assistants
Food processing, woodworking, garment and other craft and
related trades workers
General and keyboard clerks
Health associate professionals
Information and communications technicians
Labourers in mining, construction, manufacturing and
transport
Legal, social and cultural professionals
Legal, social, cultural and related associate professionals
Market-oriented skilled agricultural workers
Metal, machinery and related trades workers
Numerical and material recording clerks

Total N
166
7
9
5
1
15
1
19
6
6

%
21.9%
0.9%
1.2%
0.7%
0.1%
2.0%
0.1%
2.5%
0.8%
0.8%

1
6
1
1

0.1%
0.8%
0.1%
0.1%

64
1
3
1
6
10

8.4%
0.1%
0.4%
0.1%
0.8%
1.3%
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Row Labels
Other - unclassified - unattached
Other - unknown
Personal services workers
Protective services workers
Sales workers
Science and engineering associate professionals
Stationary plant and machine operators
Street and related sales and services workers
Teaching professionals
Unregulated employee - Numerical and material recording
clerks
Unregulated employee - Baker
Unregulated employee - cleaner
Unregulated employee - Sales workers
Unregulated employee - security guard
Unregulated employee - Storeman
Grand Total

Total N
1
5
8
51
61
1
9
18
12

%
0.1%
0.7%
1.1%
6.7%
8.0%
0.1%
1.2%
2.4%
1.6%

2
2
1
228
7
15
759

0.3%
0.3%
0.1%
30.0%
0.9%
2.0%
100%

The HIES 2009/10 data presents a similar level of under-representation of youth in formal
employment (~ 2% have formal employment), this percentage is approximately 1.5% for
rural regions. These figures are obviously higher than the data we recorded but the general
story of very low level of youth employment remains consistent. It is not clear what causes
this under-representation as it cannot simply be explained by youth remaining in education
or training ‒ 80% Papua New Guineans who receive formal education do not proceed past
grade 10. The following factors would appear to have some affect:


Erroneous age figures for the government and private sector. In part the low
numbers may be explained by the presence of the erroneous age figures for
employees in the government sector and the high level of incomplete responses for
the age field in the private sector (20%). Nevertheless, we expect that the total
number of youth employed in the public sector is low because this sector generally
employs people with higher-level qualifications. These qualifications require more
years of education which increases their average age. For the private sector, we are
confident that for major enterprises the age statistics are correct.



Limited employment opportunities for people with very low skill levels. A10.1
of Annex 10.1 to this chapter, indicate that young females are the main workers in
the unregulated sector. The HIES 2009/10 data reveals that females have lower
school attendance and lower levels of literacy (reading and writing) relative to males
in the same age cohort. Sales service jobs in the unregulated sector are probably the
largest employer of low skilled workers in urban regions. The majority of other
occupations in the formal economy require higher levels of skills, including literacy.
Youth may find it very hard to find formal employment due to the failure of the
education system to provide them with basic skills.

Wages and income in PNG │198


Minimum wage is too high for unskilled labour. The significant number of youth
employed in the unregulated sector, which pays the lowest wages of any sector,
indicates that youth find it difficult to access both formal and informal employment
and are willing to offer their labour at rates below the minimum wage. That is, their
reservation wage is lower than the minimum wage. It may be that the minimum wage
for youth, especially those that require considerable on-job training investments by
employers, is too high. The argument may be extended to unit labour costs for the
economy as a whole: the unit labour cost of employment in Papua New Guinea is too
high to justify investments in industries that employ high levels of unskilled labour.
The result is a surplus of such labour, because the remaining industries require
employees with skills, often highly specialised skills. If this is the case, it is unlikely
that lowering wage rates alone will see an increase in employment prospects for low
skilled workers. There must also be an increase in productivity.



Involvement in illegal and underground activities. Levantis (2000:70) argues that
one of the major reasons for the observed low levels of youth in formal employment
is that they choose to withhold their labour in favour of pursuing higher incomes from
illegal and underground activities. We did not collect any data relating to this issue,
but would agree that if returns from illicit activities are higher than legal, it is likely to
encourage a move towards illegality. This scenario is likely, of course, to require a
more complex argument relating to a prior inability of youths to find employment and,
thereafter, youths finding alternate sources of income and purpose.



Household supply of labour. Across both the formal and informal sectors, the
largest supply of labour occurs for people beyond 25 years of age, with the age
group 25-45 years comprising 40% of all informal and formal employment. It may be
that this age group represents the household age group that has the best
comparative advantage for the provision of labour. Youth have lower earning
capacity so they remain at home conducting household work, including care for the
elderly, the young and the sick.

Whatever the explanation, there appears to be a severe under-representation of youth in
monetary employment. Levantis (2000) identified similar under-representation but not on the
same scale as identified in our survey. As he points out, where youth are unable to find
productive wage employment, they find alternate sources of fulfilment and purpose – in
Papua New Guinea this often appears to occur in criminal activities. We expect that the
inability of youth to find employment results in increased levels of criminal activity in Papua
New Guinea. It certainly represents a key under-utilisation of the nation’s labour resources.
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Conclusion
This chapter provides an overview of wages and incomes in Papua New Guinea as recorded
in our 2014 labour market survey. The figures presented are not drawn from a random
sample and, therefore, cannot be used to estimate national wage and income levels. That
said, we believe the presented data provide a good approximation of wages and incomes in
the government, private, informal and unregulated sectors. The key points made in the
chapter are that the government sector tends to pay higher wages than all other sectors but
over a narrower range of wages. The private sector has the largest range of wages but the
distribution of wage payments is more closely tied to skill and responsibility. The unregulated
sector pays the lowest wages, generally below the minimum wage, and employs a high
percentage of youths (especially females). The results for the informal sector are more
difficult to interpret. Recorded informal incomes are much higher than previous surveys and
are high relative to the private sector. These results undoubtedly are affected by our focus
on urban rather than rural informal workers. They may also be affected by changes in the
minimum wage rate flowing into higher informal sector incomes. Whatever the reason, the
findings differ significantly from previous research. The survey results indicate that females
earn lower wages than males. There appears to be a very strong positive correlation
between higher ages and increased incomes in every sector except the informal sector,
where wages fall for respondents over 50 years of age. Overall, the average arithmetic and
median wage recorded for the data set is far higher than the minimum wage and this
generalisation is true across all industries and sectors with the exception of the agricultural
industry and the unregulated sector. The next chapter examines the issue of the minimum
wage determination process in Papua New Guinea in light of these findings.
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Annex 10.1 – Additional tables relating to age and sex data
Table A10.1 – Current study comparison of wages by age and sector – Jul 2014
(nominal Kina)

Age
Government

Females
number

%

Gross
average
fortnight
pay females

Males number

%

Gross
average
fortnight
pay males

Gross
average
fortnight
pay M&F

Total N

34,044

35%

56,968

59%

16-20

20

28%

639

51

72%

496

536

71

21-25

1,034

40%

713

1,519

59%

627

662

2,559

26-30

2,304

40%

797

3,452

60%

766

779

5,757

31-35

10,310

45%

702

12,399

54%

712

706

22,824

36-40

2,091

35%

915

3,884

65%

933

927

5,976

41-45

2,404

32%

825

5,175

68%

935

900

7,582

46-50

2,403

32%

953

5,052

68%

1,070

1,033

7,458

51-55

4,337

36%

888

7,689

64%

1,007

964

12,051

56-60

1,028

27%

1,035

2,843

73%

1,229

1,178

3,871

61-65

7,337

35%

775

13,621

65%

834

814

20,960

66-70

30

13%

934

196

87%

993

985

226

71-75

6

6%

990

87

94%

1,118

1,110

93

76-80

5

25%

928

15

75%

868

883

20

81-88

1

10%

550

9

90%

1,353

1,273

10

1,059

5,413

Blank

0%

(blank)

734

36%

Private

8,613

23%

14-15

4

44%

16-20

141

21-25

96,893

0%
276

976

48%

23,297

62%

311

332

2,022

381

5

56%

352

365

9

35%

257

265

65%

257

257

406

1,056

34%

451

2,064

66%

372

399

3,120

26-30

1,462

35%

680

2,762

65%

573

610

4,224

31-35

917

28%

906

2,357

72%

737

784

3,275

36-40

713

28%

1,026

1,870

72%

869

913

2,583

41-45

462

24%

1,169

1,433

76%

1,099

1,116

1,895

46-50

286

23%

1,257

964

77%

1,366

1,341

1,250

51-55

145

17%

1,089

684

83%

1,699

1,592

829

56-60

57

16%

1,520

306

84%

2,851

2,642

363

61-65

12

9%

880

127

91%

2,653

2,500

139

66-70

2

6%

507

37,662

30

94%

1,299

1,249

32

71-75

0%

10

100%

3,493

3,493

10

81-88

0%

1

100%

3,846

3,846

1

10,419

53%

521

657

19,526

(blank)
Private Informal
sector

3,356

17%

257

59%

14-15

674

41%

0%

432

2

100%

2,010

2,010

2

16-20

8

50%

1,280

8

50%

1,128

1,204

16

21-25

12

36%

851

21

64%

3,342

2,436

33

26-30

54

57%

1,517

40

43%

3,344

2,295

94
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Females
number

%

Gross
average
fortnight
pay females

31-35

83

66%

1,908

42

34%

2,623

2,148

125

36-40

67

64%

2,135

37

36%

2,872

2,397

104

41-45

16

55%

1,518

13

45%

5,031

3,093

29

46-50

6

50%

813

6

50%

4,700

2,757

12

51-55

4

57%

1,025

3

43%

2,850

1,807

7

56-60

2

100%

1,350

1,350

2

Age

61-65

0%

(blank)
Private Unregulated
employee

%

Gross
average
fortnight
pay M&F

Total N

0%
2

100%

950

950

2

1

17%

300

1,150

6

5

83%

427

69%

196

31%

0%

1

100%

280

280

1

14-15

1,320

Males number

Gross
average
fortnight
pay males

623

16-20

228

90%

217

26

10%

233

219

254

21-25

139

64%

231

77

36%

227

230

216

26-30

29

40%

254

44

60%

240

245

73

31-35

12

41%

315

17

59%

240

271

29

36-40

2

15%

252

11

85%

256

256

13

41-45

1

17%

280

5

83%

278

279

6

2

100%

382

382

2

16

55%

183

13

45%

191

186

29

43,341

32%

80,636

59%

46-50
(blank)
Grand Total

0%

135,610

Table A10.2 – HIES 2009/10 comparison of average gross hourly wages by sex and
sector – July 2014 (nominal Kina)

Sector
Army
Government, public sector
NGO or humanitarian
organization

Other
Private company
Private individual

Female

Mean

Median

Mode

Standard
Deviation

Range

Min

Max

Total
N

9.82

7.71

0.00

10

34

0

34

11

Male

11.12

7.69

0.94

11

41

1

42

31

Female

12.63

7.21

2.78

26

272

0

272

308

Male

23.47

7.95

12.50

88

1,145

0

1,145

518

12.97

3.00

1.98

32

140

1

141

36

Male

13.27

6.25

0.75

21

118

1

119

40

Female

10.80

4.41

5.00

22

103

1

104

25

Male

8.31

3.87

1.79

13

58

0

58

57

Female

7.40

3.18

2.08

19

269

0

269

325

Male

18.84

3.58

1.25

208

5,535

0

5,535

824

Female

4.34

2.06

1.04

8

54

1

55

51

Male

5.68

2.44

2.98

11

69

0

69

89

Female

Total N

2315
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11 – Minimum wage determination in Papua
New Guinea
The original intention of this study was to provide data for input into the 2014 minimum wage
determination process. Delays in the contracting process for the project led us being unable
to collect sufficient data in time to provide input to the determination. We, nevertheless,
learned a good deal that is relevant during our research, and thus feel that some comments
are necessary. Annex 2 to this study outlines in detail the history of the minimum wage
determination process in Papua New Guinea and this section does not repeat that analysis.
Instead the chapter has two key purposes:


to highlight how statistical data can and should be used to support the minimum
wage determination process, and



to review the effects of Minimum Wage Board decisions.

Approaches to minimum wage determination
Papua New Guinea’s most recent Minimum Wage Board (MWB) decisions have been made
with very limited data and, to our knowledge, there is no post-implementation data collection
and analysis process. Regardless of the form the minimum wage determination process
takes, the present approach is unsustainable. Starr (1981) and Eyraud and Saget (2005)
outline clearly and with good detail processes by which minimum wage determinations are
conducted throughout the world. Whilst the approaches taken vary, three key issues stand
out:


Underlying focus. There must be an underlying purpose or focus that frames the
minimum wage decision. This purpose may be social equity, living standards or it
may be the general level of formal employment. The key issue is that it exists,
because it provides focus to the decision, to the data collected to support the
decision and to the people affected by the decision (such as employers and
employees).



Consistency of application. The process must be consistent over time and occur
periodically. If minimum wage decisions are routine, they can be structured into
enterprise cost and investment models and integrated into a wider enterprise plan.
Wage changes become part of doing business. Where wage board decisions are
unpredictable, the changes occur as shocks and result in reactionary planning. This
is not an effective way to manage business planning and to analyse business
investments.
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The process needs to be well documented and regulated. The process for
determining wage changes needs to be well defined and resourced. The process
cannot appear to be unduly influenced by particular lobby groups (politicians,
businesses or trade unions), it cannot appear to be ad hoc and it cannot appear to be
determined by people with inadequate qualifications or expertise.

In practice Starr (1981:114) argues that nowhere in the world has it proven possible to
reduce minimum wage determinations to a “mechanical process of applying precise predetermined rules to readily available data”. Instead, minimum wage setting is generally a
political function, rather than an economic one and it is based on local conceptions of what
purpose the minimum wage serves and reflects changes in these perceptions over time. The
result is that whilst many factors can and should be monitored, in practice two variables are
the most consistently monitored: the rate of inflation and the level of real wages.
Real wages. Inflation and real wages have previously been examined in the study but it is
useful to re-visit them here. As depicted in Figure 11.1 and Figure 11.2, there was a
significant deterioration in the real minimum wage from 1992-2008. This deterioration was
primarily caused by prolonged periods of high inflation (annual average inflation over the
period was 8.5%) and the 1992 conflation of urban and rural minimum wages leading to a
reduction in the urban minimum wage.
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Figure 11.1 – PNG nominal minimum wages 1972-2014 (Kina per week)
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Figure 11.2 – PNG real minimum wages 1972-2014 (2013 Kina per week)
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The decrease in real wages is quite evident in the measured real wage of low-skilled
employees over the period 1990-2013. Table 11.1 depicts these calculations using three
separate wage surveys: McGavin (1991), Levantis (2000) and the present study. It can be
seen for the category of “low skilled” employees there has been a marked decline in real
wages measured in 2013 Kina. Given such a significant decline, it is difficult to accept that
the main focus of the MWB has been towards real incomes, except maybe in decisions from
2008 onwards. The root cause of this problem is high inflation which in many ways reflects
wider constraints within the economy. The majority of these relate to the constraints to
enterprise discussed in Chapter 4.
Table 11.1 – Real wages of low skilled employees in 2013 Kina - 1990-2013*
Fortnightly average wage low skilled

1990

1998

2013

2013 median

631.03

376.26

336.6

241.3

* Source: 1990 data McGavin (1991:158); 1995 and 1998 data Levantis (2000:5), 2013 data present study.
Historical wages reflated using BPNG CPI data.

Given such a prolonged period of declining real wages it would be expected, other things
held constant, that the level of formal employment increased over the period. Of course
other things were not held constant. Although the 1992 MWB decision collapsed the
previous urban minimum wage, as depicted in Figure 11.3, this decision appears to have
had limited expansive effect on the level of formal employment. It was not until 2003/2004
that there appears any noticeable increase in the level of formal employment.
Figure 11.3 – Bank Papua New Guinea Employment index 1990-2013
Mineral and all other compared
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We do not have sufficient statistical evidence categorically to state why this occurred but the
most likely explanation is that provided by McGavin (2001): the wider macroeconomic
performance of the economy was poor and this deterioration dominated any increase in
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formal employment that may have been brought about by lower real wage rates. It was not
until there was a change in the wider macroeconomic situation, primarily the increase in
commodity prices beginning in earnest in 2004, that enterprise increased its demand for
labour. If this is the case, the reader may ask, why worry about the price of labour?
The short answer is that that the basic premise of the question is wrong. McGavin (2001)
addresses this question in detail, but the short answer is that from 1992 to 2004 the lowering
of the real wage prevented widespread contraction of formal employment and, by
association, informal employment. The adjustment in real wages enhanced the flexibility of
the labour market to respond to negative changes in aggregate demand. This ability to
enable adaptation to changes in the macro-economy is the best argument for flexible
industrial regimes with low minimum wages.

What price for the minimum wage?
In order to address the question “What is an appropriate minimum wage?” it is necessary
first to address two larger questions:


What is the focus of the minimum wage process? and



What role does the minimum wage play in wider economic and social policy?

Annex 2 to the study outlines in detail the history of minimum wage determinations in Papua
New Guinea. This section does not repeat that record and analysis, except to say that
historically minimum wage determinations have focused on social considerations, especially
in relation to the supposed ability of the employee to support his or her household. Although
the most recent minimum wage board decisions are not framed in-terms of a “living wage”
argument, the “logic” continues to provide the political incentive for determining minimum
wage adjustments. Given the significant falls that have occurred in the real wage over time,
especially from 1992 until 2008, this concern is understandable. Nevertheless, we would
argue it is misplaced.
As argued in chapter 8, labour market policy decisions need to be situated in a wider
economic and political context. Invariably issues relating to labour supply and labour
demand are determined by multiple rather than single influences. Moreover, the outcomes
intended by minimum wage decisions are more often better pursued through a combination
of policy measures rather than a narrow focus on minimum wages. For example, if the
primary concern of the minimum wage determination is the capacity of people in formal
employment to sustain themselves from the minimum wage, then the wider policy response
needs to focus on inflation. Figure 11.2 indicates that despite significant increases in the
minimum wage from 2008, the rate of inflation has prevented real wages rising much above
the level they were in 1992. As argued in chapter 7, we believe the best way to increase
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real wages is through decreasing the wider level of costs in the economy. This involves
removing the structural rigidities in the economy as outlined in chapter 4. Wider reductions in
economy-wide price levels would enable nominal wage levels to remain relatively constant
but for the employee to experience a rise in the level of his or her real wage. Whilst this
would require a period of adjustment, this policy appears to be the best long-term prospect
for Papua New Guinea to increase both real wages and the level of national output and
employment. From a real wage perspective, we see the best policy response being outside
of the minimum wage arena.
If the concern is for the level of wealth division between formal employees, then the
minimum wage needs to concern itself with differences in the general distribution of wages.
Table 11.2 indicates that there has been a general narrowing of the gap between the
minimum wage and the average wage since 1992. There are of course significant
exceptions to this argument across regions, industries and occupations, but – in general – it
would appear that recent increases in the minimum wage have acted to narrow the overall
gap between minimum and average wage earners.
Table 11.2 – Ratio of minimum wage to average gross weekly wage
(nominal) 1990-2014*
Ratio of minimum urban
weekly wage to average gross
weekly wage all sectors (that
is, 1:5.5)

1990

1995

1998

5.5

4.8

6.0

2013 2014
4.0

2.9

* Source: 1990 data McGavin (1991:158), 1995 and 1998 data Levantis (1998:54), 2013 data present study. 2014 is an estimate based on
2013 wage average and the 2014 minimum wage.

The minimum wage can also be misleading if the real concern is real household income,
which from a public policy perspective appears to be the most appropriate unit of
measurement for Papua New Guinea. This perspective is misleading because it takes the
focus away from expenditure at the household level relative to all sources of household
income. The later include other household wage incomes, subsistence and informal cash
incomes and transfers. MWB decisions focus on individual wage earners in the formal
economy when it is most likely that households supply their labour in the formal and informal
sectors on the basis of perceived household income needs. Household incomes do not
typically derive from a single-wage income source and commonly income sources are
multiple (albeit not always from formal employment). Again, if the household concern is a
target net income, the policy focus needs to be on both household income(s) and
expenditure(s). As examined in chapter 11, one of the major reasons that wage earners
even with relatively high gross incomes feel “poor” is because they reckon with their net
income(s). After all deductions are removed from their gross wage – be they compulsory (tax
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and superannuation) or non-compulsory (mortgage repayments and school fees) – wage
earners often have very little disposable income. It is in this context that real wages become
even more apparent, because changes in prices are much harder to manage with cash at
hand. Wage-earner and household purchasing power is reduced.
Similar arguments could be made if the concern was the level of general inflation in the
economy, formal employment or aggregate demand. The key inference is that minimum
wage decisions should be made within the context of a wider economic and social policy
objective and should be situated as part of a wider policy response. Generating such
decisions requires foremost the setting out of the wider policy focus and, secondly, the
generation of statistics that enable rational decisions to be made about the best means to
achieve the policy objective. Despite a plethora of national development agendas, Papua
New Guinea’s Minimum Wage Board determinations are not set within such an overarching
framework.
Whatever the focus of minimum wage decision, the decision makers must be able to situate
their decisions in terms of how many people and industries their decision is likely to affect.
Table 11.3 outlines the changes in the minimum wage mandated by the MWB determination
of July 2014.
Table 11.3 – Minimum Wage Board decisions No.1 July 2014 1
Minimum nominal Kina hourly wage with effect:
July 2014

July 2015

July 2016

3.20

3.36

3.50

Figure 11.4 enables these wages to be viewed relative to average gross hourly wages in all
sectors of the economy. The first thing to note about Figure 11.4 is that not all employees
were paid the 2008 minimum wage of 2.29 Kina per hour.

In part this reflects simple

accounting errors created by the incorrect recording of wage and working hours in employer
figures and in our attempts to calculate average hourly wages from the gross data we were
provided by employers. For example, almost all persons earning from 0-0.5 Kina are likely to
represent some form of error. Nevertheless, as is depicted in Table 11.4, nearly all industry
groups record employees receiving below the minimum wage. This is most pronounced in
the agricultural industry and the unregulated sector for the occupational categories of
“Elementary occupations” and “Services and sales workers”.

1

Minimum Wages Board determination No.1 of 2014, Industrial Registrar of Papua New Guinea.
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Figure 11.4 – Cumulative distribution average gross hourly wages all sectors ‒
July 2014 (nominal Kina)
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Table 11.4 – Persons receiving below gross average hourly wage of 2.29 Kina
(nominal July 2014 and before implementation of 2014 MWB Decision)
Industry and high level occupation
Accommodation and food service activities
Administrative and support service activities
Agriculture, forestry and fishing
2. Professionals
3. Technicians and associate professionals
4. Clerical support workers
5. Services and sales workers
6. Skilled agricultural, forestry and fishery workers
7. Craft and related trades workers
8. Plant and machine operators and assemblers
9. Elementary occupations
Other - unclassified/ unknown
Construction
Financial and insurance activities
Information and communication
Manufacturing

Total
employees
44
35
5908
1
4
15
138
45
18
105
5504
78
28
1
7
92

Mining and quarrying

8

Other - Informal sector

76

Other - Unregulated retail
4. Clerical support workers
5. Services and sales workers
7. Craft and related trades workers
9. Elementary occupations
Professional, scientific and technical activities
Wholesale and retail trade
Wholesale and retail trade; repair of motor vehicles and
motorcycles
Grand Total

389
21
330
2
36
1
10
15
6614
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These “minimum wages” are misleading, especially for the agricultural sector. Whilst there is
significant variation within the estate agricultural sector in terms of minimum wages paid (see
Chapter 15 for a summary) the minimum wages presented in Table 11.4 are not overly
representative of the “real wage” received by employees in the agricultural sector. This is
because the estate agricultural sector often provides significant non-wage benefits to its
employees. These benefits include housing, water, electricity, medical care, physical security
and schooling assistance. When these costs are incorporated, the minimum wage in the
agricultural sector rises. We do not have data to show this adjustment across all estates but
we do have data shown in Table 11.5 for one plantation and it is demonstrative:
Table 11.5 – Nominal gross hourly wages and adjusted gross hourly wage in the
agricultural sector
(nominal July 2014 and before implementation of the 2014 MWB Decision)

Nominal – average gross hourly wage
Adjusted average gross hourly wage

Mean
2.95
5.98

Median
2.29
5.37

As can be seen in Table 11.5 the adjusted median wage is significantly above (double) the
minimum wage. It is, in fact, above the 2014 minimum wage adjustments. In terms of “real
wages” we expect these adjusted wages to provide a higher “real wage” than other similar
nominal minimum wages in the formal economy. This is because the large estate
agriculturalists generally cover the cost of items that are subject to considerable inflation
(electricity and transport) and provide, in general, higher quality and more reliable services
than is provided to the average urban resident. Electricity supply is subject to fewer
blackouts, water is clean and flows from a tap and medical centres are staffed and have
medicines.
The second thing to note about Figure 11.4 is that the changes in minimum wages from
2014-2016 affect a far larger percentage of the labour force than does the 2008 minimum
wage. A quick reading of Figure 11.4, indicates that less than 5% of those surveyed earn ≤
2.29 Kina per hour. In contrast, 15% of those surveyed earn ≤ 3.20 Kina per hour. Table
11.6 indicates that the change in the rate also affects all sectors and flows across many
more industries and occupation types than the 2008 minimum wage adjustment:
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Table 11.6 – Persons receiving below gross average hourly wage of 3.50 Kina
(nominal Kina July 2014)

Sector/industry/ high level occupation
Government
Government - other services

Total no. of
employees
5909
172

0. Armed forces occupations

161

5. Services and sales workers

5

9. Elementary occupations

3

Other - unclassified/ unknown
Government - Teachers
2. Professionals
Private
Accommodation and food service activities
Administrative and support service activities
Agriculture, forestry and fishing
Construction

3
5737
5737
13669
564
55
8021
108

Education

10

Financial and insurance activities

37

Information and communication

44

Manufacturing
Mining and quarrying
Professional, scientific and technical activities
Public administration and defence
Real estate activities

1450
44
6
9
12

Transportation and storage

1369

Wholesale and retail trade

1886

Wholesale and retail trade; repair of motor vehicles and motorcycles
Private - Informal sector
Private - Unregulated employee
Grand Total

54
135
618
20331

In some ways the figures in Table 11.6 are understated because changes in minimum
wages often act as benchmark wages/ reference wages in the economy. Any change in the
minimum wage, therefore, has a flow-on effect to a large number of other wages. Our
interviews with formal employers indicated that wages serve both as a return to labour and
as an within-firm incentive structure. As such, many wages within are firm a tied to the
minimum wage. Any increase in the minimum wage results in an increase in the other wages
in an attempt to maintain the incentive effect of wage differentials. This incentive effect is a
financial issue (“I earn more than that person due to my skill set”) and a status issue (“my
earning more than that person provides me greater status”). As wage levels increase, status
issues become more important. The change in the minimum wage, therefore, is likely to
affect many more wages than those currently earning at or less than that wage. That said,
both the magnitude of the change proposed and the number of industries affected is far
more significant than the 2008 minimum wage. And, as such, it can be expected the recent
minimum wage decision will have greater flow-on effects for labour and price issues in the
wider economy.
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Labour costs and unit labour costs
Minimum wage decisions need to examine price beyond nominal hourly wages. Enterprises
assess wages from the perspective of labour costs (that is, inclusive of such non-wage
benefits as superannuation and leave). Minimum wages, therefore, need to examine
proposed changes in terms of the effect on total labour costs. Where nominal wage
increases are seen as being important, they may warrant changes to other labour market
benefits (such as leave provisions). We believe such decisions are best left to individual
firms and employees to negotiate. Nevertheless, a fundamental premise of the minimum
wage system should be that the entire industrial regulatory framework remains
internationally competitive. In industry sectors exposed to international competition or that
compete for international investments, minimum wage decisions should also consider unit
labour costs (indeed, international relative unit labour costs). Imposing wage increases on
sectors with inefficient unit labour costs is counterproductive and will only reduce the level of
formal employment in that sector. Given limited output data we are unable to make
assessments of unit labour costs (this subject is taken up again in Chapter 16).
Nevertheless, we are able to make assessments of labour costs inclusive of wages, leave
(annual, sick and long service) and employer superannuation contributions. Table 11.7
provides a basic estimate of labour costs in per unit hour wages across the private and
government sectors:
Table 11.7 – Gross estimates of labour costs expressed in average gross hourly
wages – (nominal in July 2014)
Ser.
a

Mean/ median

Government

Private

Average gross pay per hour - mean

9.63

10.67

b

Average gross pay per hour - median

5.52

4.41

c

Average gross pay per hour - including super & annual leave - mean

10.15

11.20

d

Average gross pay per hour - including super & annual leave - median
Average gross pay per hour - including super, annual leave, sick leave
and long service leave - mean
Average gross pay per hour - including super, annual leave, sick leave
and long service leave - median

6.26

5.02

10.63

11.74

6.37

5.10

Ratio of super+leave+sick leave+long service leave to gross hourly wage (e/a)

1.104

1.100

e
f

Table 11.7 shows estimates of wages per hour inclusive of leave payments, superannuation,
long-service leave, public holidays and sick leave. Because it was not clear how many of the
benefits were paid by individual firms, the data set from which these figures are calculated is
reduced (approximately 90,000 compared to 135 000). It can be seen that these additional
costs of employment add about 10% to the average gross hourly wage rate of employees.
We can also state that in practice these labour costs are generally much higher as many
private sector employers provide employees assistance with medical support, housing and
transport. This assistance is higher again in the estate agricultural sector (especially the
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larger estate agriculture sector), where housing, medical support, electricity and water is
provided to all employees (and their families), sometimes regardless of skill level.

So what wage is appropriate?
We have already made the case for not focusing on minimum wages in isolation. That case
made, we go further to argue that there is simply too much regional difference across Papua
New Guinea to have a one wage solution. As depicted in Chapter 9, there are significant
variations in wage rates across sectors, within and across provinces, within and across
industries and within and across occupations. These differences reflect real differences in
the labour market in each of these micro-economies. We feel that it is inefficient to follow a
single benchmark/ reference wage in such contexts.
The current minimum wage determination process in many ways reflects the need for local
context. It outlines a process for abatements and exemptions, especially in the estate
agricultural sector. Nevertheless, it appears odd that the major employers in the country are
constantly left on edge to see if these adjustments will remain after each MWB decision. A
potentially better solution is to use rural average incomes as the basis for determining the
minimum wage. This would have the effect of basing the wage at a level that is reflective of
the wider supply and demand for labour in the economy and remove any push-factor for
rural-urban drift brought about by wage rate differentials (exaggerated because immigrants
do not well reckon the probability of successful urban job placement). Whilst we have
previously argued that such differentials are not the primary cause of rural-urban drift (see
Annex 2 to the study), a policy based on rural wages alleviates this concern.
Undoubtedly, many readers would be concerned that such a wage setting could result in
considerable reductions in urban wages. Whilst it is likely that there would be a reduction in
the nominal wages for newly employed low-skilled employees, we doubt that there would be
a significant impact on the income levels of current employees, especially skilled employees.
We make this assertion on the basis of the data presented in previous chapters and the
findings of Levantis (1998) who observed that the 1992 changes in the minimum wage
largely did not impact on middle to highly skilled employees (they either maintained or
increased their wages) and had a cushioned impact on low-skilled employees, who
experienced a fall in nominal wages but the resulting wage still remained double the
minimum wage.
Although there are significant imbalances between employers and employees in Papua New
Guinea (in terms of general literacy and numeracy), we believe that there are sufficient
shortages of skills in the economy to provide labour a decent bargaining position. (Note that
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we consistently use the term “low skilled” – rather than “unskilled” – to reflect the fact that
base-level employees necessarily have skills and attaining base-level employment is
influenced by the availability and quality of “elementary skills”.) The major concern of
employers is the lack of skilled labour in Papua New Guinea and their ability to retain the
skilled labour that they have. Employers expend considerable resources in training and
retaining their staff, they are unlikely to risk that investment for small changes in wage rates
(relative to the overall compensation that the employee already receives). Moreover, as
outlined in Chapter 2, there are significant impediments to labour supply in Papua New
Guinea. Employers realise that they have to provide an incentive for Papua New Guineans
to offer their labour services. Even where incentives are not apparent – as we well
demonstrate with our data on wages in unregulated employment – individual wage earnings
have to be assessed in the context of contribution to household incomes. This is seen in the
way that unregulated wage employment is dominated by young employees and by female
young employees in particular.
As outlined in Chapter 10, youths between 15-20 years of age are severely underrepresented in all forms of formal and informal employment, except in the unregulated
sector. The adoption of the rural base wage would likely provide greater incentive for
employers to hire these workers. Whilst there has been some dispute about whether lower
minimum wages affect the demand for labour (for example, see Card and Krueger (1994). A
study of the minimum wage literature by Neumark and Wascher (2006) highlights that lower
minimum wages increase employment of low-skilled labour (especially the lower end of lowskilled labour). In Annex 2 to the study we provide a critique of previous MWB decisions that
have mistakenly contested this economic dynamic. Given that the majority of Papua New
Guinea’s labour force, especially its youth, are “low skilled”, we believe a lowering of the
nominal rate for youths will increase the demand for youth labour. The supply of youth labour
(especially females) to the unregulated sector indicates that some urban Papua New
Guineans, in the context of household income, are willing to supply labour at wages below
the minimum wage rate. In making these points, we do not imply that we are in favour of or
approve of unregulated wage employment as dominated by Asian employers. We are not
advocating unregulated wage employment. We are advocating changes in the application of
the regulated minimum wage, especially for young people.
The final point we would raise against criticisms of moving to the rural wage is that concern
for social wages should be focused on “real wages”. A gradual reduction of the level of lowskilled wages over time is likely to assist with the reduction of economy-wide prices over the
long-term. Lowering the growth in nominal wages may quite readily turn into growth in real
wages. This process has largely been the reason for continued economic growth in South
East Asian export-orientated economies over the last forty years. Nevertheless, this increase
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in real wages can only be achieved if there is wider reform within the economy and discipline
in macroeconomic policy. As can be seen in the significant fall in real wages that occurred
over the period 1992-2008, without these wider reforms, lowering of the nominal wage rate
can have severe consequences for real wages and this especially impacts on the lowest
paid employees. Again we reinforce the point: the primary place of reform for labour policy is
outside the labour market itself.

What effect will the 2014 minimum wage determination
have on employment?
The short answer is that we don’t know. As argued above, labour issues are multi-causal.
They are affected by many factors in the domestic and international economy. An excellent
exposition of this multi-causality reasoning can be found in McGavin’s (2001) explanation of
why the 1992 MWB decision to lower the real wage rate did not significantly increase
employment as predicated. In order to make predictions about the effects of the minimum
wage, therefore, we would need to make some assumptions about how the wider economy
and society are going to function. Such “all other things constant” analysis becomes
somewhat make-believe, so we will simply provide some general observations:


For many domestic-oriented firms wage levels are not a great concern, they are more
concerned with transport infrastructure, electricity infrastructure and the availability of
skilled labour. In contrast, firms in export-orientated or export-competing industries
such as manufacturing or agriculture are concerned with minimum wages, and they
are likely to base employment and investment decisions around labour costs and unit
labour costs. It can be expected firms in these industries are likely to sack staff or to
freeze hiring.



Dramatically raising the minimum wage is unlikely to affect people who are not
holding elementary skills. Skilled workers are in short supply in Papua New Guinea.



People with low skills and little experience (especially the youth (age ≤ 20)) will find it
harder to find work.



Employment in the category of “elementary workers” may well contract or remain
stagnant.



It can be expected that a number of firms with surplus labour resulting from the end
of the recent construction boom will reduce their labour holdings. The MWB decision
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will be used as an excuse to hide a long-term management intention of reducing
labour costs.


Firms may seek to redistribute wage costs internally by lowering the general levels of
wages and conditions as older workers retire – replacement and promoted workers
will be paid less and the difference transferred to lower-skilled workers – or by
reducing average hours of work per employee. Industries in this group include the
agricultural sector as well as domestic food manufacturers who face increasing
pressure from Australian food imports.



In a similar fashion, firms may reduce training expenditure as a means of offsetting
labour cost increases, these training reductions will most significantly affect lowskilled labour which will remain low-skilled.



Firms who have been struggling to cover marginal costs will not replace existing
capital infrastructure and may well divest their investments. Such harvesting of longago invested capital can be readily seen in the weaker areas of the estate agriculture
sector, where plantations have been left to dither, crops are not replanted and
buildings are not replenished.



There may be an increase in incomes in the informal market (due to higher wages in
the formal sector). This change of course depends on the net employment effects of
the decision.



In small regional areas, the wage increase is likely to be directly passed on to
consumers in the form of higher prices – there should be no expectation that
entrepreneurs are willing to reduce normal profit levels. The effect would be an
apparent rise in nominal wages but a flat lining (potentially negative trend) of real
wages.



Mineral resource firms are unlikely to base their investment decisions on minimum
wages. They use relatively little amounts of labour (relative to capital), they are more
concerned with the availability of skilled labour than its costs and their labour costs
are factored in to return-on-investment calculations prior to investment.



Where possible, firms will attempt to substitute capital for labour, but this practice is
already high in Papua New Guinea so it is unlikely to have a significant impact.
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In general, we expect that for the domestic oriented service sector the result will largely be
increases in wages for skilled employees and increased prices paid by consumers. For the
export oriented agricultural sector there will be a general freezing of employment and a
stagnation of investment. The employment of low skilled labour will either stagnate (when
measured in hours of work) or contract. The level or real wages, when prices have had time
to adjust, will remain stagnant or reduce. Overall, there will be an implicit transfer of income
from those with low skills/ low incomes to people with skills and experience. Financial
institutions, especially superannuation funds, will also benefit.

What data to collect?
Similar to the level of the minimum wage itself, the data to be collected is in many ways
determined by the underlying focus of the minimum wage process. That said, continuing our
argument that the minimum wage needs to be situated as part of a wider economic and
social policy framework, we recommend that regulated minimum wage decisions be based in
reference to the following statistics:


Wages – formal sector. Statistics need to be collected and maintained by sector,
industry and by occupation for the formal sector. These statistics would preferably
enable analysis by age, sex and region. The statistics need to be collected prior to
and post regulated minimum wage decisions.



Incomes – Informal sector. Statistics need to be collected on income levels in the
informal sector. These statistics would preferably enable analysis by age, sex and
region and would be collected prior to and post regulated minimum wage decisions.
It is possible that increases in the minimum wage flow through to higher cash
incomes in the informal sector. If this is true, increases in the minimum wage may
increase the level of monetary employment in the economy – we use the term
monetary employment because it is likely many of the entrants to the monetary
employment were already “employed” in subsistence tasks. It is not presently
possible to make this connection because the data are simply not available.



Price level. Price level changes need to be collected over time by rural and urban
regions. These data are necessary in order to identify changes in real wages over
time but also to examine the effect of minimum wages on price levels. They should
be generated for both rural and urban sectors because the vast majority of the
population live in the rural sector and public policy should focus on the vast majority
of the people.
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Household incomes. Household income and expenditure data are necessary to
provide context to all public policy making in Papua New Guinea. Starr (1981:97-98)
outlines the complexity involved in generating data for idealised households. These
complexities are real and suggest that there are significant diminishing returns when
pursuing highly representative data. That said, a basic understanding of expenditure
and income flows in households is essential for making policy decisions in relation to
the labour force. If, as is highly likely, labour supply decisions are made at the
household level, decision makers must have a basic understanding of what drives
this decision making process.



Taxes and other levies. Employees and employers are concerned with net incomes
and net costs. Any discussion of the minimum wage, therefore, must factor in the
effects of personal income taxes and other levies associated with employment.
Changes in these taxes and levies may have a more significant impact on “real
wages” and “real costs” than any change to the nominal wage.



Productivity and output. Minimum wage decisions must take into account changes
in productivity in the economy. This requires the collection of firm level output and
input data over time. These data enable assessment of unit labour costs and can
provide an indication of the capacity and willingness of a sector to tolerate increases
in the minimum wage. It is also likely that there is a link between wages and
productivity. Wages are an incentive system, so it may be possible that increased
wages encourage increased production. Wage increases are likely to enable greater
nutrition and access to healthcare, which in turn should increase the ability of labour
to “labour” more productively.



Capacity to pay. Previous MWB determinations have identified the need to set the
minimum wage with reference to the capacity of firms to pay. Starr (1981:106-107)
highlights that this approach is fraught with misconceptions. Calculations regarding
capacity-to-pay cannot be confused with net profit (profit reflects a return to
enterprise) and requires assessment of the ability of a sector to pay more over time.
In practice, this requires assessment of the ability to pass on costs to consumers and
the ability to switch between labour and capital. It is probably more practical to
examine changes in unit labour costs over time. Under any form of measurement,
normal profits that reflect risk-adjusted returns to enterprise should not be confused
with super-normal profits or rents. If changes in the minimum wage are only achieved
by reducing normal profits, the policy is likely to be counterproductive and result in a
significant reduction in the demand for labour.
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Macroeconomic indicators. Eyraud and Saget (2005:47) argue that wages are both
a cost to businesses but also an indirect source of revenue. The minimum wage,
therefore, is expected to impact on three macroeconomic variables: demand,
employment and inflation. Similarly, these three variables provide significant context
to decisions relating to labour force policy. A basic idea of changes in the level of
GDP (in unit output terms), commodity prices and the size of the labour force are
necessary to provide context to MWB decisions.



Employment and unemployment data. Data on changes in the level of formal and
informal employment are vitally important. These data need to be collected prior to
and post minimum wage decisions. Employment data should be presented by age,
sex and by region. If at all possible, it should be presented for the rural as well was
the urban sector.



Informal sector. Good public policy must focus on the majority of the society and in
Papua New Guinea the vast majority of the society (>80%) exist in the informal
economy, either within the informal monetary economy or in the subsistence
economy. Long-term, the greatest prospects for increasing employment and
household incomes must come from this sector. Accordingly, policy makers must
maintain statistics relating to this sector.



Qualitative interviews with employers and employees. We have found the vast
majority of employers in Papua New Guinea to be candid in relation to labour issues.
The best way to measure the impact of the minimum wage decision is to mix
quantitative data with qualitative data. Questions such as the following should be
posed to employers:
o

How has the firm adapted to minimum wage changes?

o

Were the costs passed on in price increases?

o

Did it affect employment levels or investment decisions?

o

Have employment conditions reduced?

o

Was there a change in staff composition or in the means by which employees
are paid (such as, a movement from salary to wage employment)?

o

Has the number of hours of work offered to staff decreased?

o

Have product lines and product prices changed?

Many readers are undoubtedly thinking “if only”. We are very aware of the difficulties of data
collection in Papua New Guinea. Nevertheless, we believe that with concerted and
structured effort data relating to all of the above issues can be collected. In the vast majority
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of cases, the data are already collected, it is just not compiled or its compilation requires
data to be shared across entities who currently either are unable to share the data or lack
the incentive to share data. If the data collection was incorporated into the minimum wage
decision making process, it could be aligned with national and international research and
statistical collection programs. Of course many of the statistics drawn from the data would be
preliminary and tentative but they would still be better than making decisions without
reference to data.

What future for the minimum wage determination process?
Our experience of the MWB process over time leads us to conclude that the current process
and format is outdated. The 2008 and 2014 MWB did not occur in a well-structured fashion,
with a well-defined focus and on the basis of well-resourced statistical analysis. They
occurred rather in an ad hoc manner and appeared to be unduly influenced by people
instead of a disinterested one-step-removed process. Eyraud and Saget (2005: 24) argue
that in the field of minimum wage determinations:
…there are never any statistical absolutes…. Any definition of “needs” will always be
subjective; consequently, the minimum wage is first and foremost a subject for
negotiation.

This is a true statement and the future of the minimum wage determination process is highly
likely to involve significant negotiation. We suggest the following factors need consideration
as part of this negotiation:


Focus and context. The focus of the minimum wage determination and its context
as part of wider public policy making needs to be clearly established. This focus can
change over time but it must be known in order to provide focus to the entire process.



Format. There has been deterioration over time in the conduct of MWB hearings and
determinations. But the issue is not simply a recovery of past standards – for the
MWB process was based on an adaptation of a redundant Australian model drawn
from “basic wage” decisions of the then Australian Conciliation and Arbitration
Commission during the period of Australian administration of the then Territory of
Papua New Guinea. It further is clear that the tripartite “social partners” model is not
working, and those appointed in forming Boards do not adequately represent either
employees or employers, and government representation is outnumbered. This
model does not present a rational decision making process and typically the persons
appointed do not have the expertise to make informed rational decisions according to
their brief. A new institutional format is necessary. We suggest that this be a
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“technocratic” format, where the Board is constituted with a single expert Chairman
who, in conducting the enquiry, is required to consult nominated “social partners” and
to receive relevant stakeholder submissions. The Chairman would be required to
submit the proposed determination through the Industrial Registrar to the
Government, along with the data and analysis resources that support the decision
and the reasons for the decision. The later should address stakeholder submissions
to the process, including the Government’s submission.


Legislation and publications. Papua New Guinea’s industrial legislation is dated
and needs review. ILO (2008) indicates that the Employment Act 1978 has been
under review since 2008, to our knowledge it remains in place. This review needs to
coincide with better publication of regulations and guidance documents relating to
labour market regulations. There does not appear to be any readily available central
format for storing and presenting labour regulations in Papua New Guinea.
Legislation and minimum wage board decisions need to be gained from multiple
sources, often using personal libraries, and there does not appear to be a proactive
campaign for proclamation of minimum wage determinations and rules of
employment. During the course of this study one of the authors travelled to South
Africa during a minimum wage determination. The findings of the determination were
publicised in papers, on billboards and were paraded on huge banners in every major
airport in the country. By contrast, changes to regulations in Papua New Guinea
receive such little publication that many enterprises are still implementing Common
Rules that no longer exist in law and many private sector “how-to guides” to formal
employment in Papua New Guinea reference the same superseded Common Rules.
There is a drastic need for a better collation and presentation of labour related
regulations and standards. This is best presented electronically and as part of a
government internet site. Preferably the site would provide links to current and past
labour regulations and would also provide links to current standards relating to
taxation and superannuation.



Enforcement. Whilst we are generally in favour of employment above “employment
at the right price”, there is little point going through the motions of generating MWB
decisions and other labour regulations if they are not enforced or only enforced on
complying enterprises. Quite a few employers commented that they regularly receive
visits from government inspectors because the inspectors know that that they comply
with government regulations. By contrast, many of the surrounding businesses who
obviously do not comply with government regulations receive no such visits (or even
perhaps covertly reward officers for not making official visits). There is a need to
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reinvigorate labour inspectors in Papua New Guinea. At present it appears that this
role is both under-funded and emasculated. What, if anything, is the record of penalty
for wage under-payment? Labour inspectors of course do far more than enforce
regulations, they also assist with publicising regulations and adjudicating workplace
disputes. If well used, they could also be an excellent arm for statistical collection.


Data collection and statistics generation. Underlying all of the above, is the need
to base decisions rationally. Consistency of application requires the long-term
collection of data about wages and employment. The effects of regulated minimum
wage decisions on wages and employment need to be measured to determine if they
do, in fact, address the underlying focus.



Time period for decisions and decision making. Regulated minimum wage
determination sittings need to be regularised to a shorter period than has occurred in
the last decade. Once this period is determined, then the process of collecting and
analysing data needs to be factored into the decision making and decision review
process. There is little point starting to try and collect data two months before a
minimum wage decision is being made – it is simply too short a period to collect the
data, analyse it and place it into a wider decision making format. If the process
continues to rely on manual collection, a period of 12 months lead-time would appear
to be the minimum. The task of this data gathering and analysis must be
independently resourced and, if this study is a guide, requires at least two full-time
researchers and four part-time researchers. Given the difficulties encountered in this
study, it is best the actual resource bill is determined after the type and volume of
statistics has been determined.

The original minimum wage process appeared to factor in most of the requirements outlined
above. Nevertheless, over time, the process has simply not been followed and there has
been a general decline in the effectiveness of the MWB. This decline is representative of the
general course of human institutional decline in Papua New Guinea, which is the major
theme of this study.
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Conclusion
This chapter has examined the nature of minimum wage determination in Papua New
Guinea and the expected impacts of the 2014 MWB decision on employment in the formal
sector. Its primary argument has been that if minimum wages are to be effective they need
to be determined in a structured, focused and predictable fashion. Statistics must support
the decision making process and must be used to review the effects of minimum wage
decisions. The current MWB decision making process does not adhere to these ideals and
needs review. This review must begin with the fundamental question of what is the focus of
the “minimum wage” and how does it relate to broader macroeconomic and social policy
objectives. If the principle objective is to maintain purchasing power through the real wage,
then we argue that the most effective long-term policy response is not within the labour
market. It is in wider macroeconomic and social policies designed to remove the structural
impediments to enterprise in the economy. This requires a proper functioning public sector
and that, in turn, can only be achieved through a rebuilding of the basic institutions of the
state.
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12 – Results of the formal sector survey
This chapter provides an overview of the findings from our formal sector survey. Much of the
wage data has been presented in Chapter 10, so the main focus of this chapter is the
presentation of responses to non-wage related survey questions. The chapter has three
purposes:


to provide an overview of the findings of our study,



to compare the findings of our study with previous research, and



to examine how wages and incomes differ across age groups and by sex.

Overview of the formal data set
This section presents an overview of the formal data set. It is important to have an
understanding of key aspects of the data set in order to place presented statistics in context.
Figure 12.1 – Histogram of private sector average gross fortnightly wages for all employees
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Figure 12.2 – Histogram of public sector average gross fortnightly wages for all employees earning

40000
35000
30000
25000
20000
15000
10000
5000
0

More

3000

2800

2600

2400

2200

2000

1800

1600

1400

1200

1000

800

600

400

Frequency

200

Number of employees

< 3000 Kina per fortnight (nominal 2014)

Average gross wage per fortnight - Kina

Results of the formal sector survey │224
Figures 12.1 and 12.2 present histograms of the average gross fortnightly wage of private
sector and government sector employees. The histograms only present data for employees
earning less than 3000 Kina per fortnight. This represents 96% of surveyed private sector
employees and 99% of surveyed public sector employees. The data set was curtailed due to
the presence of extreme outlying values that make the presentation of the complete
histogram impractical. Readers interested in the range of the distributions should read
Chapter 9 which presents an overview of the entire data set. The curtailing of the data set
has had limited impact on the key information presented: the mode and median values for
the public sector are higher than the private sector, with private sector wages having much
greater positive skew. These findings are supported by the comparisons conducted in
Chapter 9 and which are further amplified in this chapter.
Sector and sex
Table 12.1 provides a high level summary of the division of employment across the private
and government sectors by industry groups and sex. As can be seen from the table, males
dominate employment in the formal sector (60%) and we expect that this dominance is
consistent across the private and public services. We use the term “expect” because we did
not receive the sex details for 15% of private sector employees. In most cases this was
because the respondent firms did not collect this data or, if they did, the data was held
separate to the payroll system and it was not practical to match the two data sets.
Age distributions by sector
Figures 12.3 and 12.4 depict the distribution of employees by age across the private and
government sectors. As noted in previous chapters, age data for the public sector appears to
be corrupted in the database of Department of Personnel Management. This results in a
skewing of the age distribution in Figure 12.4 towards the 61-65 and the 31-35 years-of-age
brackets. In contrast, the private sector has a more classical pyramid shape with 66% of
employees being within the age bracket of 26-45 years of age (median 32 years of age). The
very small percentage of youth employees (2%) has been commented in previous chapters.
There also appears to be a significant drop off in private sector employment for those aged
over 45. It is not clear why this is but it appears to be a uniform trend across all occupational
groups and so it does not necessarily reflect the exit of people who have primarily provided
manual labour. It may well be a product of the manner by which households supply labour.
Our interviews with employers indicated that quite a few workers only work to a target age at
which time they declare “it is my turn to eat”, implying that they are no longer the main
supplier of income to the household.
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Table 12.1 – Summary high level industry category by sector and sex

Female

Male

Unknown

Female
%

Male
%

Unknown
%

Total N

%

34044

56968

5881

35.1

58.8

6.1

96893

72%

Government - other services

12440

26926

5434

27.8

60.1

12.1

44800

33%

Government - Teachers

21604

30042

447

41.5

57.7

0.9

52093

39%

8613

23297

5752

22.9

61.9

15.3

37662

28%

399

442

228

37.3

41.3

21.3

1069

1%

4

2

203

1.9

1.0

97.1

209

0%

2615

10226

3220

16.3

63.7

20.0

16061

12%

61

546

10.0

90.0

0.0

607

0%

261

241

52.0

48.0

0.0

502

0%

Sector
Government

Private
Accommodation and food service
activities
Administrative and support service
activities
Agriculture, forestry and fishing
Construction
Education
Electricity, gas, steam and air
conditioning supply

40

103

28.0

72.0

0.0

143

0%

Financial and insurance activities

1354

1606

78

44.6

52.9

2.6

3038

2%

Information and communication

451

832

100

32.6

60.2

7.2

1383

1%

1382

3628

27.6

72.4

0.0

5010

4%

226

852

Manufacturing
Mining and quarrying

11.6

43.6

44.8

1953

1%

Other service activities
Professional, scientific and technical
activities

7

24

22.6

77.4

0.0

31

0%

47

69

40.5

59.5

0.0

116

0%

Public administration and defence

75

64

54.0

46.0

0.0

139

0%

Real estate activities

875

25

85

22.7

77.3

0.0

110

0%

Transportation and storage

1020

3319

1

23.5

76.5

0.0

4340

3%

Wholesale and retail trade

591

1135

1047

21.3

40.9

37.8

2773

2%

55

123

30.9

69.1

0.0

178

0%

42,657

80,265

32%

60%

9%

134,555

100%

Wholesale and retail trade; repair of
motor vehicles and motorcycles
Grand Total

11,633

Figure 12.4 – Age distribution in the
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Figure 12.3 – Age distribution in the
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Occupation by sector
As noted in previous chapters, teaching (comprising teachers in the public and private
sectors) is the largest formal employment occupation in Papua New Guinea. This acts to
skew the occupational distributions as is seen in Figure 12.5 to indicate that formal
employment in Papua New Guinea is dominated by “Professionals”. Figure 12.6 removes
the category of “Professionals”. The revised figure indicates that “Elementary occupations”
dominate the private sector and “Technicians and associate professionals” dominate the
government sector. These distributions reflect our survey sample (which is dominated by
estate agriculture) and the nature of the jobs performed in the public sector – they largely fall
into basic professional services type roles which have been categorised as “associate
professionals”. The large number of “Services and sales workers” in the government sector
represent protective services workers, primarily police officers and prison warders.
Figure 12.5 – Distribution of employees by sector and occupation – ISCO Level 1
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Figure 12.6 – Distribution of employees by sector and occupation – professionals removed
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Overview of the private sector responses
This section provides an overview of the private sector response to parts one and two of our
survey instrument. Previous chapters have presented significant data about the responses
so these data are not presented in full here. Moreover, some data are purposefully not
presented or are presented broadly in order to maintain the anonymity of responses.
The response is based on data received from 107 firms across 17 industry groups.
Measured by industry group, firms from the wholesale and retail trade sector were the main
respondents (18%), followed by professional services groups (12%) and estate agriculture
(10%). Nevertheless, in terms of sectors with the greatest number of full-time national
employees, the main respondents were firms from “Agriculture, forestry and fishing” (40%),
followed by “Wholesale and retail trade” (12%),

“Mining and quarrying” (11%)

and

Manufacturing (10%).

Figure 12.7 – Private sector responses by industry group
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The surveyed firms had been in business for an average of 37 years (median 34) but this
average masks significant differences with the earliest firm being established before 1920
and the latest firm being established in 2014. Data were received from firms operating in
urban and rural regions but urban firms dominated the response. 53% of main headquarters
were located in Port Moresby and 15% in Lae. These figures broadly align with the
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distribution of IPA business registrations as outlined in Chapter 8. The majority of firms
(53%) operated within one province; nevertheless, 21% operated in 5 or more provinces.
One business operated in each province of Papua New Guinea.
Small, medium and large firms. Responses were received for small (≤ 20 employees),
medium (21-500 employees) and large enterprises (≥ 500 employees). Table 12.2 provides
a summary:
Table 12.2 – Summary of small, medium and large firm responses

Attribute
Number of firms - total
Number of firms - part
three completed
Average number of
employees
Range of employees
Total sum of employee
numbers
Number of industry sectors
(ISIC 08)
Percentage of overall data
set
Industry sectors

Small ≤ 20
26

Medium >20 < 500
57

Large firms ≥ 500
24

23

47

23

10

131

1664

3-20

26-476

542-4590

268

5757

31637

12

16

10

0.7%

15.3%

84.0%

Accommodation and food
service activities
Administrative and support
service activities

Accommodation and food
service activities
Administrative and support
service activities
Agriculture, forestry and
fishing

Accommodation and food
service activities
Agriculture, forestry and
fishing

Education
Financial and insurance
activities
Information and
communication
Manufacturing
Mining and quarrying
Professional, scientific and
technical activities
Public administration and
defence

Construction
Education
Electricity, gas, steam and
air conditioning supply
Financial and insurance
activities
Information and
communication
Manufacturing

Real estate activities

Mining and quarrying

Wholesale and retail trade
Wholesale and retail trade;
repair of motor vehicles and
motorcycles

Other service activities

Construction
Financial and insurance
activities
Information and
communication
Manufacturing
Mining and quarrying
Transportation and
storage
Wholesale and retail trade
Wholesale and retail
trade; repair of motor
vehicles and motorcycles

Professional, scientific and
technical activities
Public administration and
defence
Real estate activities
Transportation and storage
Wholesale and retail trade

Table 12.2 indicates that medium enterprises were the largest responders to the survey
(53%), but large firms provided the vast majority of the employee payroll data (84%). Small
firms were both the lowest responders (24%) and provided responses for the least
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employees (0.7%). Nevertheless, small firms had the highest percentage of indigenous
ownership. Large firms were predominantly in “Agriculture, forestry and fishing” sector (81%)
and were also well represented in the “Manufacturing” (40%) and “Mining and quarrying”
sectors (43%). With the exception of very small service businesses, particularly professional
service industries, medium sized firms dominated all other industry groups. This distinction
between small, medium and large enterprises should be used as a guide only. Many of the
largest firms are conglomerates that consist of multiple medium and small businesses often
operating in quite diverse industry sectors and running with some degree of autonomy.
These firms were classified by the dominant industry sector but in reality are probably best
viewed as multiple businesses operating across different industry groups.
Hours of work. Table 12.3 indicates median work hours as 42 hours per week in the private
sector and 36.8 hours per week in the public sector. There is a significant range of working
hours across the data set but the longest recorded working hours are in the private sector.
The very long working week is recorded in a construction firm and appears to be long by any
standard (18.5 hours a day for seven days). The authors questioned these working hours
and it was the result of a particular construction task that needed immediate completion.
That said, it is doubtful that this entire period was spent physically working. Of all sectors,
“Mining and quarrying” worked the longest average week (48 hours) [but remote-area mining
employees typically work intensively, and then have an extended period off] and “Public
administration and defence” the shortest at 31 hours. All other sectors were within ± 3 hours
of the arithmetic mean (42.5 hours).
Table 12.3 – Summary of average hours of work by high level sector

Mean

Median

Mode

Standard
Deviation

Government

37.5

36.8

36.8

Private

42.2

42.0

44.0

Sector

Range

Min

Max

2.8

29

20

49

5.0

130

6

136

Firms were asked to provide feedback regarding how many working hours they considered
to be “part-time” employment. The responses differed significantly across and within industry
groups. For example, “Accommodation and food service firms” recorded part-time work as
anything below 33 hours per week, whilst professional services firms recorded part-time
work as anything below 22 hours per week. Within the “Wholesale and retail trade sector”
part time employment range from 4-16 hours per week.
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Seasonal workers. In total, firms employed just over 3,100 seasonal workers over the 12
month period prior to the survey. Nevertheless, there was great variation across firms with
the majority (>70%) employing no seasonal workers. The largest employers of seasonal
labour was the “Agriculture, forestry and fishing” sector, followed by “Mining and quarrying”
and “Manufacturing” sectors. There was no readily discernible pattern to the employment of
seasonal workers. Estate agriculture employed seasonal workers around harvest time, but
these harvest periods overlapped throughout the year. Other industries such as construction
and meat processors employed labour as required to meet demand. The majority of
seasonal workers were drawn from the immediate area surrounding the firm and, thereafter,
they were mainly drawn from the local province.
Non-wage benefits
Firms were asked to provide an estimate of the annual cost of providing non-wage benefits
to employees (such as housing and transport). On average, expenditure by firms on nonwage benefits is 20% of their annual wage bill. This 20% is in addition to paid wages and
varies considerably across industry groups. Whilst the majority of firms responded to the
question, we expect that there was some misinterpretation of the question because
responses varied significantly across and within industry groups. For example, whilst firms
involved in “Wholesale and retail trade” expend an average additional 8% on non-wage
benefits for each employee, the “Electricity, gas, steam and air-conditioning supply” firms
expend over 100% more. It is expected that this later estimate is an error, but the costs of
providing healthcare, accommodation and transport to employees are significant.
Most firms provided some form of non-wage benefits in addition to direct wages. Firms were
not willing to provide dollar estimates for these benefits for individuals (that is as a
summation of non-wage and wage rewards). Nevertheless, their response to the broad
question of estimated costs for non-wage benefits across the workforce revealed significant
differences between firms in each industry. For example, in the “Accommodation and food
services industry” non-wage benefits varied from < 2% of wages to over 50%. In Kina terms,
the largest provision of non-wage benefits per employee occurred in the “Mining and
quarrying sector” with firms providing in excess of Kina 100,000 in non-wage benefits. Whilst
this figure undoubtedly includes estimates for benefits that are really costs of doing business
(such as accommodation for workers at remote mining sites), it gives an indication that nonwage benefits are a very significant cost of doing business in Papua New Guinea and are a
very large part of the total compensation package of employees. Our interviews with
employers reinforce these statements, with some firms, especially large international firms
with domestic market power, paying extremely generous non-wage benefits.
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Leave entitlements. The arithmetic average for leave entitlements in the private sector is 18
days per year and this range is consistent across small, medium and large firms. The range
is 11-49 days. 49 days was the average for the private education sector but we suspect this
average under-estimates work conducted outside of school term times.
Security staff. The number of security staff employed in total and when measured as a
percentage of total staff varied widely across industry groups and within industries. In some
ways this divergence reflects the structure of the particular firm (firms that operate in multiple
locations need more security staff) and the size of the firm (small firms that require a 24
hours/ 7 days security staff will have a higher percentage of security staff relative to total
staff than does a large firm).
Table 12.4 – Average of security staff as a % of total staff across industry sectors

Industry sector - ISIC Rev 4
Accommodation and food service activities
Administrative and support service activities
Agriculture, forestry and fishing
Construction
Education
Electricity, gas, steam and air conditioning supply
Financial and insurance activities
Information and communication
Manufacturing
Mining and quarrying
Other service activities
Professional, scientific and technical activities
Public administration and defence
Real estate activities
Transportation and storage
Wholesale and retail trade
Wholesale and retail trade; repair of motor
vehicles and motorcycles
Grand Total

Average of
security staff
as a % of total
staff
13%
10%
5%
16%
24%
9%
11%
13%
5%
18%
11%
5%
4%
17%
8%
20%
8%
12%

Table 12.4 presents the average of security staff as a percentage of total staff across
industry sectors. Measured from this perspective, the “Education” sector employs the largest
number of security staff, followed by “Wholesale and retail trade” (20%) and “Mining and
quarrying” (18%). The “Agriculture and forestry and fishing” sector employs nearly the lowest
as a percentage of total staff (5%) but the highest in aggregate numbers of security staff.
Overall, approximately 12% of the total workforce is employed in security related roles.
Given that security staff are largely not directly involved in the primary productive activity of
the enterprise, this is a large percentage by any standard. There did not appear to be a
significant influence of region on the number of security staff employed. For example, the
NCD and the Highlands regions recorded similar ratios of security staff to total staff. What
was of greater influence on the number of security staff employed was the nature of
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production in the location. For example, mineral extraction companies required higher levels
of security staff, regardless of location.
Absenteeism. 63% of firms recorded absenteeism as a problem in their workplace. The
problem was identified in small, medium and large firms but was most significant in large
firms (76% recorded problems). With the exception of estate agriculture, there did not
appear to be a readily identifiable pattern of absenteeism by industry sector. Whilst industry
sectors employing relatively low skilled and low paid workers did identify absenteeism as a
problem, small firms working in professional services industries also recorded absenteeism
as a significant problem. In general, it appears firms that pay higher wages and have more
professional staff (such as private education and financial services staff) have lower
problems with absenteeism. The major cause of absenteeism was immediate family
commitments, with extended family commitments being the next most significant reason
followed by lack of interest, and alcohol related problems. Stress was seen as the least
significant reason for absenteeism.
All estate agricultural firms recorded absenteeism as a very large problem. In the majority of
cases estates employ above 100% of their labour requirements (on average 120%) in order
to ensure they will have sufficient labour on any given day. Given that estates need to
provide non-wage benefits to these additional employees (housing, medical, electricity and
water) this is a very large additional labour cost. Absenteeism is a major problem for estate
agriculture.
The survey requested data on the number of working days lost to absenteeism each
financial year. Nevertheless, it appears the question was poorly phrased and was subject to
misinterpretation. This resulted in firms recording absenteeism as a problem but estimating
less than half of one percent of total working days being lost to absenteeism. Estate
agriculture and manufacturing firms recorded the greatest number of days lost to
absenteeism with some firms recording over 30% of work days being lost. This is a
staggering percentage and, having visited the firms, we believe it reflects less on the
workforce than the management of the enterprises involved – marginal or unprofitable firms
were in the process of closing down, and there was little energy left in the productive
endeavours by managements in such businesses.
Additional training. 90% of firms recorded that they needed to provide additional training to
new employees and this response was consistent across all industries. Whilst this is
common to most businesses (induction training is needed in nearly any firm globally), our
interviews with firms indicated that the training provided often extended to fundamental
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skilling. For example, at least one surveyed firm assessed all employees’ written and
numerical skills and provided bridging lessons in maths and English prior to employing staff.
Given a decline in state provision of technical vocational education, many firms expended
significant resources in training skilled tradesmen. This was a considerable investment and
constrained the wage salaries able to be paid to these employees. Unfortunately, this
created a problem for these firms because other firms (who did not provide training) would
simply offer skilled employees a relatively small increase in hourly wage and receive the
benefit of the skills investments made by other firms. Such “poaching” was seen as endemic
for skilled trades. Skills shortages were a major problem for firms, with 72% of firms
indicating that they would employ more people if they had better training. 48% of firms were
actively looking to employ more people, with professional service firms the most interested.
Table 12.5 – Skills sought by business in mid-2014
Skill requirement

Ranking

Sales/ Client Service

1

Specialized technical staff

2

Driver

3

Mechanical Trades

4

Electrician

5

Finance

6

Clerical

7

Information & communications technology

8

Plant & Machine operator

9

Business Management

10

Public relations/Marketing

11

Human Resources

12

Carpenter

13

Plumber

14

Labourer

15

Fitter & turner

16

Project Management

17

Electrical Engineer

18

Mechanical engineering

19

Agriculture/fisheries/forestry technical

20

Legal

21

Civil engineering

22

Other

23

Table 12.5 outlines the types of skills that firms were demanding in mid-2014. The priority is
listed from highest to lowest (one being the highest and 23 being the lowest). Demanded
skills are diverse but they reflect a common theme: a skilled employee does not necessarily
mean university or trade school qualified or trade college graduate. For example, in most
countries a “Driver” skill would not necessarily be considered “highly skilled”. Nevertheless,
in Papua New Guinea, drivers are often provided high responsibilities for moving goods and
carrying passengers. Finding reliable, safe and honest drivers is difficult and employers are
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willing to pay a premium for this skill set. Similarly, “Sale/ client service” skills are rarely
taught as part of formal education or technical training courses. Nevertheless, it is a very
valuable skill to employers. We are somewhat surprised by the category “labourer”. There is
no shortage of people who could act as labourers in Papua New Guinea. That these
vacancies are not readily filled indicates that there are basic inefficiencies in the labour
market – be they information issues (employers can’t meet employees) or labour supply
issues (labour resources are not interested in labouring). We suspect it is a mixture of both.
Our analysis of the HIES 2009/10 data indicates that in response to the question “Why do
you not want more work (formal or informal)?”, 55% or rural respondents and 24% of urban
respondents indicated they were satisfied with their current situation.
Main barrier to employing more staff
Table 12.6 presents the main barriers to employing more staff as summarised across all
industry sectors. The priority is listed from highest to lowest (one being the highest and nine
being the lowest).
Table 12.6 – Main barrier to employing staff
Factor
Availability of skilled labour
Law and order
Cost of labour
Small scale of the domestic
market
Transport infrastructure
Electricity infrastructure
Telecommunications infrastructure
Corruption
Political uncertainty

Priority
1
2
3
4
5
6
7
8
9

Table 12.6 indicates that the availability of skilled labour was the primary concern, followed
by law and order and then the cost of labour. This differs slightly from previous INA business
sector surveys in which the cost of labour was seen as a much lower concern. The reasons
for this difference are not known. It may reflect the fact that our survey related specifically to
wages and that the surveys were primarily filled out by human resource managers who are
more likely to be concerned with the cost of labour. It undoubtedly reflects the large
representation of estate agriculture in our respondents. The “scale of the domestic market”
highlights the insular nature of much of Papua New Guinea’s private firms – they are
focused on domestic not export markets. Corruption is somewhat puzzling. The majority of
our in-person interviews with firms centred on problems created by blatant corruption in the
political class, but not many firms were willing formally to recognise it as a constraint to
employing more people. This most likely reflects the ability of the firm to work within the
current environment and the failure to connect corruption to the major impediments to
employment: availability of skilled labour (an education problem) and the law and order
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problem (a security problem). Our interviews indicate that firms understand these links well
but they are afraid to state it publicly for fear of potential repercussions.
The next section examines barriers to employing more people by industry.
Figure 12.8 presents the barriers to employment across different industry groups. The
priority is listed from lowest to highest (one being the highest and nine being the lowest). It
can be seen that there are differences across industries regarding barriers to employment.
Concern with the cost of labour is highest for those sectors that are either exposed to
international competition or which employ high levels of low skilled labour (such as
accommodation, agriculture and manufacturing). Corruption is of especial concern in the
construction sector. This reflects perceptions that government tenders are awarded on the
basis of patronage, rather than competitive evaluation. Skilled labour is in the top three-tofour concerns of each industry and for the majority of industry sectors it is the primary
concern.
In addition to these factors, firms were requested to list any other general factors that they
believed acted as a barrier to their taking on more employees. Foremost in these additional
concerns was the general performance of the economy, low levels of skills among staff
(respondents included “experience” as a skill), high costs of labour and a perceived “poor
attitude” among employees. The phrase “poor attitude” was used to summarise employees
that were perceived to lack interest, to lack initiative, to have low levels of trustworthiness
and to be generally lazy.
Additional comments
Part two of the survey concluded by asking businesses to provide additional comments that
they though were relevant to wages and the labour market in general. Less than half of all
respondents (44 firms) made comment but those that did were interested in the five key
issues identified in priority order in Table 12.7:
Table 12.7 – Additional issues raised by firms in priority order 1-5
Additional comments made by businesses

Rank

Cost of living is very high for employees, especially rent

1

Government departments do not function adequately

2

Need for better quality education at all levels

3

Need to enforce labour laws

4

Wage rate needs to be less general to enable smaller enterprises to operate

5
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Figure 12.8 – Barriers to employing more staff by industry group
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Other service activities
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The first comment is indicative of a general feeling among the employers that the cost of
living is very high for their employees. A number commented to us that they could not
understand how their employees made ends meet on their current income. Undoubtedly,
most employers or human resource managers would not know the configuration of
household incomes for their employees, but there was still concern for employees’ “real
wages”. These understandings did not necessarily translate into support for an increase in
the minimum wage (a number of firms simply cannot afford to pay more), but there is general
recognition that employees struggle on current incomes and that this influences their
capacity to work well. The second comment was widespread across all firms: government
departments either do not function at all or function so poorly that they impose a severe
constraint on enterprise. A comment from the estate agriculture sector is indicative:
The lack of any kind of functionality of the Department of Lands and Physical Planning, the
Department of Environment and Conservation, the Department of Agriculture and Livestock
and NAQIA have the biggest impact on the growth of our business.

In the third-ranking comment, firms refer to education but this is a general statement
referring to both formal education and vocational skills. Our qualitative interviews with firms
indicated that the quality of new employees has declined over time. Nevertheless, our
quantitative surveys indicated that the quality of employees have either remained the same
or improved. We are not sure how to interpret these findings. Our perception is that the
question relating to standard of education was measured relative to the skills needed in the
modern workforce. Thus, whilst trainee standards have not changed greatly, the base
standard is too low to enable ready use of their labour in modern market production. A
second consideration, although this was not surveyed, is that many of the people filling
graduate roles in large corporations in urban regions have been educated in private schools
in either Papua New Guinea or Australia. These graduates may well have increased in terms
of quality over time. Nevertheless, employees in regional areas have primarily been
educated in public schools and their education has at best maintained its past standard.
Firms in rural regions and smaller urban centres were particularly critical of the standard of
graduates at all levels. The reference to the need to enforce labour laws also included the
need to address inconsistencies in labour laws, especially through updating and publicising
changes to current labour laws.
Overall we feel that employer sentiment was probably best summarised by the following
statement, much of which we would support:
Salaries should not increase until the government and country actually make accountable
progress on:
1. Better primary education
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2. Better secondary education
3. Proper tertiary education
4. Support to the private sector on training, hiring and firing of staff
5. Re-educate the country about handouts, compensation and corruption
6. Instil a few attributes such as integrity and honesty to the people. Start with the
government…
7. Labour laws need to be revised and updated. There are many inconsistencies and even
Department of Labour and Industrial Relations personnel are unsure.
8. The focus of this should not so much be on wage review. A wage increase is earned
through hard work. It is privilege for those who are hardworking and committed to their work.
A higher salary is not a right. To increase the minimum wage is a cop out and the lazy way to
address the issue of employment in PNG.

Formal sector wages by industry and occupation
Previous chapters have presented quite detailed wage analysis across sectors. This section
does not repeat that analysis. Instead it provides additional comparison of data between the
private and public sectors and presents data in different formats within the private sector.
Cumulative average gross hourly wage distributions
Figures 12.9 and 12.10 present cumulative average gross hourly wages for the private and
public sectors. As can be seen from the graphs, relative to the private sector, the median
and mode wages the government sector are much higher (~11 Kina) and there is a much
narrower distribution (11.32 Kina arithmetic mean and 11.27 Kina median). In contrast, in the
private sector, there is a significant difference between arithmetic mean (9.14 Kina) and
median (4.70 Kina) hourly wage values. The wage distribution for the public sector also
appears to be more stepped than the private sector, which has a smoother curve range. This
reflects the use of detailed wage scales in the public sector (20 separate pay grades with
five salary points in each grade) and the provision of more data for the public sector.
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Figure 12.9 – Cumulative distribution of private sector average gross hourly wages –
July 2014 (nominal Kina)*
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* The cumulative distribution is for 99% of all employees. Other extreme values have been omitted in order to generate a more
useable chart.

Figure 12.10 – Cumulative distribution of government sector average gross hourly
wages– July 2014 (nominal Kina)*
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* The cumulative distribution is for 99% of all employees. Extreme values have been omitted in order to generate a more
useable chart.
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Sector and occupational groupings
Table 12.8 below presents average gross hourly salaries by high level occupational grouping
for the public and private sectors.
Table 12.8 – Average hourly salary by sector and occupation –
July 2014 (nominal Kina)

Sector
Government

Private

Total N
2512

% of
sector
3%

Occupation - ISCO level 1
0. Armed forces occupations

Mean
10.03

Median
8.78

Range
37.81

Min
2.33

1. Managers

31.27

27.11

108.99

8.39

769

1%

2. Professionals

10.78

11.58

165.65

2.29

58032

60%

3. Technicians and associate professionals

13.18

12.79

81.50

3.97

10535

11%

4. Clerical support workers

10.27

9.95

17.47

4.73

2113

2%

5. Services and sales workers

10.60

10.11

47.61

2.18

7469

8%

7. Craft and related trades workers

9.67

9.43

14.76

4.73

358

0%

8. Plant and machine operators and assemblers

7.93

7.72

12.85

3.59

667

1%

9. Elementary occupations

6.31

5.78

10.74

2.31

584

1%

Other - unclassified/ unknown

12.29

11.11

82.48

2.99

13854

14%

1. Managers

57.16

31.81

1985.49

1.58

848

2%

2. Professionals

35.90

26.73

712.47

2.27

1021

3%

3. Technicians and associate professionals

9%

19.93

13.47

671.70

1.57

3367

4. Clerical support workers

8.58

6.26

444.34

0.55

3287

9%

5. Services and sales workers

5.17

3.57

238.38

0.60

4664

12%

6. Skilled agricultural, forestry and fishery workers

5.09

4.27

29.05

0.17

167

0%

7. Craft and related trades workers

9.34

5.99

381.02

1.07

3410

9%

8. Plant and machine operators and assemblers

8.12

5.04

625.24

0.22

3468

9%

9. Elementary occupations

3.54

2.55

673.14

0.13

13953

37%

Other - unclassified/ unknown

8.44

5.37

291.76

0.23

3477

9%

134,555

As can be seen from Table 12.8, the private sector tends to pay more highly skilled positions
higher wages relative to the public sector. Managers are paid a premium and so too are
professional employees. It can also be seen that the dispersion of wages in the public sector
is lower than in the private sector. For example, the ratio between median and arithmetic
mean wages for managers in the private sector is (1:1.79), whilst in the public sector the
ratio is (1:1.15). The different skill sets used in each sector are also apparent. The
government sector is dominated by professionals (60%), the vast majority of which are made
up of teachers. The private sector, on the other hand, is dominated by elementary
occupations (37%). The private sector distribution is somewhat skewed by the number of
agricultural firms in the sample, but it is expected that “Elementary occupations” would still
be the major occupation category in the overall population, albeit as a smaller percentage.
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Public sector wages
The study primarily focuses on private sector formal employment. For this reason, we do not
provide detailed analysis and comment on wages or employment practices in the
government sector. Those interested in such analysis are directed towards the primary data
set that enables very detailed analysis of government sector employment down to individual
occupations by province. Having declared these caveats, we would like to provide some
context to the general presentation of government sector wages provided in this study.
It is clear that average wages in the public sector are higher than those generally received in
the private, informal and unregulated sectors. We have already provided explanations for
these differences – essentially public service employment is dominated by associate
professional and professional type occupations that receive higher levels of pay because
they have higher level skills. These occupation types also receive higher wages in the
private sector. In fact, arithmetic averages and median averages for these occupation
categories are higher in the private sector. This explanation does not apply to lower skilled
employees. For example, clerical and support workers receive higher wages in the
government sector than the private sector. Wages for these lower skilled occupation
categories appear to be dragged up under present public service arrangements.
In general, we would argue that pay rates in the government sector are higher than the
private sector for all job types, relative to productivity levels (but certainly we identified
conscientious public servants who are under-paid). We cannot prove this statement but our
direct and indirect experience of the government sector is that it functions very poorly and its
outputs are both low in volume and in quality. There are notable exceptions and there are
many employees who are genuinely trying and who are in and of themselves “productive”;
but, as a sector, the government is largely unproductive. In truth, the government sector
constrains and retards productivity in the wider economy. We do not wish to dwell on this
point other than to say, relative to its level of productivity, the government sector appears to
be well renumerated.
Our statements should not be interpreted as an argument for reducing government sector
pay levels. Instead, we argue for improving productivity in the government sector to justify
current wage rates. Certainly, it would appear completely wrong to undertake a program of
wage rises for productivity improvements in the public sector – government employees are
producing well within their capacity and productivity should significantly increase before
wages increase. Unfortunately, such productivity improvements are beyond their capacity of
the majority of employees to implement because they rely on very large changes in the
political class and senior elements of the public service.

Because these changes are
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unlikely to occur in the short-term, the public sector can expect to continue to lose its most
productive and public-minded employees as they seek better remuneration and more
productive enterprises in general.
Corruption. It is important to recognise that alongside skill sets, there are other reasons for
paying a premium to certain parts of the public sector. The first relates to corruption.
Rijckeghem and Weder (1997) argue that higher wages in the public sector are often
necessary in order to deter the temptation to behave corruptly. They make a simple but
credible argument that if public servants cannot sustain their basic needs on their wage, they
are incentivised to seek alternate sources of income, often through corruption. This
argument is reinforced by employee notions of a “fair wage” which relates to perceptions
about remuneration relative to other people and other sectors.
Where staff perceive they are underpaid relative to other sectors, they are inclined to adjust
their behaviour so that their perceived wage matches their perceived effort. This may result
in increased theft or demands for bribery or it may simply result in reduced employee effort.
While both arguments could be used to justify paying public servants above average wages,
we believe it is impractical to pay wages high enough to offset motivations for corrupt
behaviour in Papua New Guinea, especially when much corruption is driven from the political
level of the public sector – from the ministers and their appointed secretaries. Nevertheless,
for low-level employees involved in regulatory enforcement (such as police or labour
inspectors) there is a need for a pay premium. These pay premiums must be based on a
professional culture and an audit system that systematically punishes corruption. Without the
later, pay premiums are simply waste.
Relative compensation. The second issue relates to motivation and the capacity to
compete for and retain quality employees. Modern market states cannot function without
motivated and competent public servants. The private sector is the main centre of enterprise
but it relies on the public sector to function effectively and in a non-partisan manner. It is the
public sector that still controls access to land, regulations relating to trade and commerce,
legal conventions and, through budgetary provisions, leads or underwrites the majority of
infrastructure investments. An effective public service must, therefore, compete for quality
employees and this requires competitive remuneration packages.
Our previous analysis focused on the wage rates paid to staff whose pay is managed
through the Department of Personnel and Management. Employees who work in statutory
authorities and state owned enterprises can also be considered “government employees”
and they, therefore, provide a good point of reference for comparing remuneration packages.
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Unfortunately, our requests for wage data from statutory authorities and state owned
enterprises were declined. For that reason, we make use of the work of Wangi and Howes
(2014) who provide detailed comparisons of wage and non-wage benefits across the
university sector, the public sector, statutory authorities and state owned enterprises. The
results indicate that the public sector, in relative terms, receives the lowest total
remuneration. In fact, the differences are so significant that entrants to the public service
have a distinct incentive to choose any of the other alternatives. Even if one accounts for
differences in work intensity and work hours, such significant differences in remuneration are
unlikely to encourage the retention of the most capable staff.
Wangi and Howes (2014) base their findings on data collected for single firms: the University
of Paua New Guinea, one statutory authority and one state owned enterprise. They did not
collect payroll data, but instead compared pay scales and non-wage benefits provided in the
three different enterprises. Whilst this is a limited sample, the results are instructive.
The first thing to note about the comparison is the very detailed pay scale systems used by
the employer entity. Each entity uses a pay grade system with a minimum of 12 increments,
with each increment containing multiple pay scales. The result is an extremely complicated
system that ties remuneration to position titles, instead of performance. The second thing to
note is that pay grade systems provide very high levels of allowances (non-wage benefits)
and that these allowances increase as pay grades increase. Figure 12.11 summarises
wages and allowances for public service employees. Table A12.1, in Annex 12A to this
chapter, provides the data underlying the figure.
Figure 12.11 indicates that non-wage benefits (such as housing and vehicles) can account
for up to 40 % of the salary package received by public service employees (the percentage
is read on the right hand axis). Similar provisions are made in the UPNG, statutory
authorities and state owned enterprises who receive both a “base salary” and “allowances”.
Public service employees receive the lowest share of allowances as a percentage of their
total salary package (average 22%), compared to UPNG (65%), statutory authorities (43%)
and state owned enterprises (38%) (Wangi and Howes 2014:10).
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Nominal wage in Kina

Figure 12.11 – Public service base salary and allowances salary scales - 2012
(nominal Kina)*
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* This figure is a reproduction of that presented in Wangi and Howes (2014:6).

Table 12.9 compares salary packages (base wage and allowances) for similar categories of
employees across the UPNG, public service, statutory authorities and state owned
enterprises. These employee categories reflect junior to senior professional employees and
senior management roles. It can be seen that the public service lags all other sectors
substantially for these positions, especially at the senior levels.
Table 12.9 – Average gross fortnightly salary package earnings by employment
category (nominal Kina)*

Public service 2012

UPNG - 2012

State
Owned
Enterprise 2013

Statutory
Authority - 2013

Tutor

2,199

Graduate

Graduate

1,931

Graduate

3,861

Lecturer 1

2,940

Officer

1,189

810

Officer

3,698

4,858

Lecturer 2

3,796

1,396

Senior Officer

4,228

Senior Lecturer
Associate
Professor

5,229

Heads
Assistant
Secretary

2,351

5,856

6,184

Deputy Secretary

5,690

Manager
General
Manager

Officer
Senior
Officer
Senior
Manager

6,706

Chief Officer

Professor

7,419

Secretary

7,182

MD

No data

CEO

6,106
9,639
13,559
No data

* This table is an amended version of that presented in Wangi and Howes (2014:16). Data has been added for the position of
Public service secretary (using data from this study) and wages have been adjusted to fortnightly instead of gross annual
wages.

Table 12.10 provides the same comparison relative to the private sector but for base salaries
only. It focuses on base salaries, because private sector firms were unwilling to provide data
on non-wage benefits for individual employees. Nevertheless, our discussion with firms
indicated that these benefits are significant and were a significant source of their
“competitive” remuneration package. As can be seen in Table 12.10, the public service pays
the lowest base salary relative to other sectors. State owned enterprises pay the highest
salaries until very high management levels (General Manager and Managing Director), at
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which point the private sector pays the highest average wages. The reader will note that in
the private sector we record General Managers as receiving higher wages than Managing
Directors. This is a product of our data set and is unlikely to reflect the actual distribution of
wages in individual firms.
Overall it can be seen that the public service pays both a low base wage and provides a low
total salary package relative to other sectors. Any considerable reduction in public sector
pay, therefore, is likely to encourage staff to seek employment in other enterprises.
Table 12.10 – Average gross fortnightly base salary earnings by employment
category (nominal Kina)*
UPNG 2011
Tutor

968

Public service - 2012

Statutory Authority 2013

State Owned
Enterprise - 2013

Private 2014

Graduate

Graduate

1,262

Graduate

2,393

Graduate

1,631

Lecturer 1

1,140

Officer

1,102

752

Officer

1,728

Officer

2,984

Officer

1,656

Lecturer 2

1,361

Heads

1,299

Senior Officer

2,041

Senior Officer

3,725

Senior
Officer

2,308

Senior
Lecturer

1,647

Assistant
Secretary

1,913

Manager

2,894

Senior
Manager

5,820

Senior
Manager

3,956

Associate
Professor

2,014

Deputy
Secretary

3,382

General
Manager

8,741

General
Manager

20,371

Professor

2,484

Secretary

4,874

MD

CEO

15,784

3,574
0

Chief Officer
CEO

* Data for the private sector are drawn from this study and is based on the best attempts by the authors to match the
employment categories.

Wangi and Howes (2014:10) make further comparison between the salary package of UPNG
academics to other international academics. They found that when measured in purchasing
power terms, UPNG academics salaries are mid-tier across a mixture of developed and
developing economies. In terms of salary to per capita GDP ratios, Papua New Guinea has
the best paid academics in the world. This gives some indication that formal pay levels for
professional employees in Papua New Guinea, relative to wider income levels, are high by
world standards. We expect a similar conclusion applies to most salary workers, especially
those in state owned enterprises. This is particularly alarming because the 2014 National
Budget (Vol. 1:102) assesses the overall economic performance of state enterprises as
being low to very low:
The average return on equity on the State’s investment in public enterprises from 2002 to
2010 is 4.2 per cent, with an average return on assets of 2.4 %. This is very low. The Asian
Development Bank (ADB) reported the rates of return on private sector investments in
PNG…was around 10-15% for domestic investors and 20-25% for foreign investors.

This returns us to the central theme of this study, the greatest gains to productivity in Papua
New Guinea are to be found in the reform of the public sector and public sector enterprises.
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Conclusion
In this chapter we examined the results of the formal sector survey. It began with a general
overview of the formal sector data set and then went on to provide summaries of responses
by surveyed firms to part one and part two of our survey form. The final section examined
wage data across the private and government sectors. Previous chapters presented a great
deal of wage data for these sectors, so particular attention was devoted to the public sector.
Our overall conclusion is that public sector wages are high relative to the private sector but
only for more lowly skilled occupations. In terms of their total salary package (wage and nonwage benefits) public servants receive lower compensation than employees in statutory
authorities and state owned enterprises. These differences may reflect different skill sets,
responsibilities and work intensities, but they are significant and are likely to affect motivation
within the public service and to provide incentive for talented staff to exit. The solution does
not appear to be increasing public service wages (they are high relative to productivity) but in
reform of the public service and other government sector enterprises. Compensation is
simply too high in these sectors relative to productivity.
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Annex 12A – Additional tabulation
Table A12.1 – Public service salary scale 2012 - inclusive of allowances
(nominal Kina)*
Allowances
Base
salary

Accomodation

PS01

8,290

0

PS02

8,808

0

PS03

9,724

PS04

10,770

PS05
PS06

Allowances
as a % of
total salary

Total
salary

Utilities

0

0

0

0

0

0%

8,290

0

0

0

0

0

0%

8,808

0

0

0

0

0

0

0%

9,724

600

0

0

0

0

600

5%

11,370

12,017

600

0

0

0

0

600

5%

12,617

13,505

1,000

0

0

0

0

1,000

7%

14,505

PS07

15,229

1,000

0

0

0

0

1,000

6%

16,229

PS08

17,192

1,000

0

0

0

0

1,000

5%

18,192

PS09

19,551

1,500

0

0

0

0

1,500

7%

21,051

PS10

22,282

1,500

0

0

0

0

1,500

6%

23,782

PS11

25,489

1,500

0

0

0

0

1,500

6%

26,989

PS12

28,657

2,250

0

0

0

0

2,250

7%

30,907

PS13

31,044

2,500

0

0

0

0

2,500

7%

33,544

PS14

33,785

2,500

0

0

0

0

2,500

7%

36,285

PS15

37,290

5,000

0

350

0

0

5,350

13%

42,640

PS16

41,413

5,000

0

350

0

0

5,350

11%

46,763

PS17

49,732

7,500

0

1,200

900

1,800

11,400

19%

61,132

PS18

58,727

15,000

15,000

1,800

1,200

2,600

35,600

38%

94,327

PS19

71,977

15,000

15,000

1,800

1,200

2,600

35,600

33%

107,577

PS20

87,937

26,000

26,000

2,600

1,800

3,600

60,000

41%

147,937

Grade

Vehicle

Entertainment

Total
allowances

Telephone

* Salary grades are assessed at the median salary point within each grade. Source: Wangi and Howes (2014:5).
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13 – Results of the informal sector survey
This chapter provides an overview of the findings from our informal sector survey. The
chapter presents findings relating to income and to non-income related survey questions
and, where, practical, compares these findings with previous surveys. It has three purposes:


to provide an overview of the findings of our study,



to compare the findings of our study with previous research, and



to examine how wages and incomes differ across age groups and by sex.

Overview of the informal data set
This section presents an overview of the informal data set. It is important to have an
understanding of key aspects of the data set in order to place presented statistics in context.
Figure 13.1 – Histogram of informal sector average net fortnightly incomes for all respondents
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Figure 13.2 – Histogram of informal sector average net hourly incomes for all respondents earning

< 63 Kina per hour (nominal 2014)
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Figures 13.1 and 13.2 present histograms of the average net fortnightly incomes of informal
sector respondents. Due to significant positive skewing of the data set, the histograms
present data for 98% of respondents, which equates to respondents with net fortnightly
incomes < 8000 Kina per fortnight and net hourly incomes < 63 Kina. The term net income is
used to reflect that these are the amounts respondents have left after accounting for all
expenses – gross incomes are often far higher. Differences between gross and net incomes
are discussed later in the chapter with reference to different types of informal businesses.
The curtailing of the data set had limited impact on the key information presented: there is a
strong positive skew for incomes, with the majority of responses clustering around net
incomes of 400 – 800 Kina per fortnight. In terms of hourly wages, the majority of responses
are within the 3-8 Kina per hour range. These findings indicate significant differences in
incomes across respondents and reflect the large differences among the types of
businesses included under the title “informal sector”. These differences are discussed later
in the chapter.

Overview of the informal sector responses
This section provides an overview of responses received from the informal sector to parts
one and two of our survey instrument. Responses to our questions varied significantly and,
for this reason, we have made use of cumulative distribution graphs in order to show the
range of responses. As depicted in Table 13.1 and Figure 13.3, 464 responses were
received across eight provinces, all responses were from urban regions. The NCD (45%)
and Lae (16 %) accounted for the majority of responses which reflects both the larger scale
of their informal sectors and the ease of accessing the respondents in these centres.
Table 13.1 – Informal responses
Province

Total
N

%

EHP

39

8%

ENB

46

10%

Madang

15

3%

MBP

12

3%

Morobe (Lae)

80

17%

NCD

217

47%

WHP

28

6%

27
464

6%
100%

WNB
Grand total

Figure 13.3 – Response by region
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Conduct of the survey
The survey instrument is presented in Annex 1 to the study. It was designed in English and
translated into Tok Pisin for administration. The translation was a significant learning
exercise. Translation was completed by research assistants but involved an extended period
of discussion and clarification. We found the need to recast abstract concepts into specific
concepts and we discovered that our research assistants were largely unaware of the
generic nature of concepts. For example, we were astonished to realise that our graduate
interlocutors simply did not appreciate the generic nature of “skills”, and really thought of
skills as credentials. This underscored for us the criticality of all surveys outside the formal
sector being translated into Tok Pisin to ensure that the concepts used are comprehensible
to those administering and those responding to the survey.
Due to limited knowledge regarding the location and format of informal markets, respondents
were not randomly selected. Instead, interviewers moved throughout urban areas and
requested interviews with different types of informal businesses. Whilst there are obvious
market places in urban regions in Papua New Guinea, a number of informal businesses are
not located in these market places. Sellers at traffic lights cannot easily be randomly
sampled, nor can wholesalers of betel nut and providers of informal loans. Surveys were
conducted by research assistants who were involved in the development of the survey and
were trained in its administration. The survey was conducted verbally, at the locations of
informal businesses, using Tok Pisin.
Sector and sex
There is significant variety within the informal sector. For ease of presentation we divided
surveyed enterprises into three broad groups:


those on-selling pre-purchased products (such as re-sellers of soft drinks);



those on-selling homemade products (such as sale of garden produce); and



those who provide services (such as PMV drivers).

As with any high-level categorisation, there are always inconsistencies in classification. For
example, we classified people selling biscuits cooked at home as “on-selling home-made
products” but the rules regarding how much content needed to be made at home in order to
be “homemade” were not clearly defined. As such, there is overlap between the
classifications.
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Figure 13.4 – Informal business by

Table 13.2 – Informal sector by sex and business type

type – high level
6%
26%

Type of business

On-sale of pre-purchased products
Sale of homemade products
Service provider
Grand Total

68%

Female

174
97
6
277
60%

Male

141
24
22
187
40%

Total N
315
121
28
464

On-sale of pre-purchased products
Sale of home made products
Service provider

Figures 13.4 and Table 13.2 indicate on-selling of pre-purchased products accounts for 68%
or all surveyed informal activity. The service sector was the smallest (6%) and homemade
products accounted for 26% of surveyed activity. Because of survey sample bias, these
percentages may differ from the actual population; nevertheless, for urban markets, it
appears that the on-sale of pre-purchased products, be they manufactured (soft drink) or
grown (betel nut), is the main form of informal enterprise. As shown in Table 13.2, females
accounted for 60% of responses and dominated every sector except for the service sector.
The dominance of males in the service sector reflected their role in transport service
provision (such as cars and PMV provision). 87% of female respondents were married and
67% of male respondents were married.
Figure 13.5 – Age distribution in the

Figure 13.6 – Informal sector age pyramid
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Age distributions
Figures 13.5 and 13.6 depict the distribution of employees by age across the informal sector.
As is depicted in Figure 13.5 and 13.6, 80% of respondents are in the 25-45 years of age
brackets and this is consistent across both sexes. The median age for females (35) was
slightly higher than the median age for males (32) and this is reflected in the age pyramid
which shows more male respondents in the 21-25 age bracket. Less than 5% of respondents
were below the age of 20 and only 2.4% were above the age of 50. We cannot use our
survey to make deductions about the larger population. Nevertheless, these findings are

Grappling afresh with labour resource challenges in PNG │253
consistent with our previous findings in the formal sector that there appears to be a
significant under-representation of youth (people aged < 20).
Whilst this under-representation can be better understood in the formal sector (the youth are
unskilled and/or priced out of the labour market by the minimum wage) it is harder to explain
in the informal sector, where formal qualifications are not as relevant and price is determined
by the market. In some ways under-representation of youth may reflect the set-up costs of
the business and the human maturity requirements for conducting a self-employment
business. Our survey recorded the median set-up costs for informal businesses as 120 Kina,
the majority of which was borrowed from family members. Potentially youth find it harder to
borrow these funds from their families. It may be that, as Levantis (2000) argued, youth seek
better returns in crime. Nevertheless, it is very hard to believe that the majority of Papua
New Guinea’s youth is involved in criminal activities. We suspect that the tendency for the
majority of all wage and income earners to be older than 25 and younger than 45, represents
how households supply labour. The age from 25-45 is an age at which someone is both
expected to earn income and is seen as being most capable of earning income. This would
be a very interesting subject for further research because understanding household
response to labour supply is essential for developing more effective labour market policies in
Papua New Guinea.
Place of origin
56% of respondents were not born in the province in which they operated their business.
This response was largely consistent across sexes but male respondents were slightly more
likely to be born outside the province of work (63%) than females (52%). Business operators
in the highlands provinces and in West New Britain Province and Milne Bay Province were
mainly were born in their province of work. Own-province operators in Madang were few,
with 62% being Highlanders and 28% being from Morobe Province. The NCD sample
showed the widest spread of province-of-origin, with no respondents identifying their
province of origin as the being the NCD and only 10% from Central Province. About 76% of
survey respondents identified their province of origin as being from one of the highlands
provinces.
A complication with this survey question is that in Papua New Guineans will reckon their
province-of-origin in ethnic terms, rather than in province-of-birth terms. We thus had a
further question, “Were you born here [that is in the urban area of survey location]”. Among
Highlander respondents in NCD, about 9% were born there, indicating the in-migrating
subjects predominated in surveyed informal businesses. The major reasons provided for inmigration were “To seek employment/income” (40%); followed by “Followed family/spouse”
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(30%); “To live with extended family” (10%); “Education opportunities” (8%); “Tribal fighting
at home” (6%); and “Seeking better life/standard of living” (6%). These responses did vary
by sex with 49% of women recording the reason for in-migration as “Followed family/
spouse” (9% for men) and 51% of men recording “To seek employment/ income” (30% for
females).
Types of informal businesses and major products
Our survey recorded 56 different types of primary products sold by informal businesses and
29 distinct types of informal businesses. The income section of this chapter (see below)
provides details for each business type and major product lines. By way of summary,
Figures 13.7 and 13.8 depict the top ten types of informal business and the top ten informal
product lines. It can be seen that betel nut dominates the informal sector both in-terms of
products sold (18% of all respondents) and the type of business (21%). Thereafter, garden
vegetables and trade store goods are the main business types and product lines.
Figure 13.7 – Top ten product types sold by informal businesses
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Figure 13.8 – Top ten informal business types
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Use of bank accounts
We were interested to know whether informal business operators had access to banking
services and, of the 456 returns completed on this question, 31% answered “No” while 69%
responded “Yes”. Of the 112 responding to the question, “If no bank account, why not?”;
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43% responded “No need/no reason”; 36% responded “Not interested”; 8% responded “Plan
to open one”; 5% said “Because illiterate”; 4% “Used to have, but closed”, and 4% gave
other reasons. The responses were fairly consistent across provinces but Madang had a
slightly higher number of people not holding bank accounts (17%). Given the small sample
size we do not believe that this can be interpreted as a significant difference. Females were
slightly higher represented in those that responded “No” (44% as a percentage of females)
and this trend was consistent across provinces. These responses indicate that informal
business operators generally have access to banking services but at least one-third do not
use banking services at all. Given that many informal businesses are used to fund
immediate household expenditure needs, it is not surprising that one-third are able to do
without a bank account – any income is quickly consumed. When we later asked about the
financing of informal business set-up costs, it was clear that bank financing or financing from
formal financial institutions was negligible for informal business operations. The majority of
financing comes primarily from personal savings and, thereafter, family members.
Number of people per household
Household configuration is important for giving context to informal business earnings. Figure
13.9 indicates that the number of persons per household cluster in the range 4 to 12 (90%),
with the median household size being 8 persons. To the further question of how many
persons in the household had a wage income, there were 337 respondents that were
clustered in the range 1 to 3 (90%), with a median of 2 persons per household having a
wage job.
Figure 13.9 – Cumulative distribution of people per household
1
0.9
0.8
0.7
0.6
% 0.5
0.4
0.3
0.2
0.1
0

Cumulative
Median number of people

0

5

10

15

20

25

Number or persons

Major household expenses
The survey used a number of prompters to provide context to each question. It was intended
that these would simply act as prompters and the respondent could provide alternate
answers as were relevant to their circumstances. In practice, the majority of respondents
provided responses to the prompters. Multiple responses could be provided and for this
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reason it is not possible to list responses in percentage terms. Instead, as depicted in Table
13.3, responses are listed in priority across 7 categories. The most frequently reported
expenses was “Food” followed by “School fees”. It is expected that there is an overlap
between “Traditional obligations” and “Wantok needs” and if these were combined it would
be the second largest expense (337). It is clear that costs of maintaining social networks is
high and, even clearer, that households are willing to expend considerable effort in
maintaining them. It is clear also that securing school placement for household children is a
significant household concern. Surprisingly, “Rent” was not high up in identification of
household costs. Potentially this reflects many of the respondents living in squatter regions.
Table 13.3 – Major household expenses in priority order (highest to lowest)
Major household expense
Food

Count of
response
443

School fees

256

Traditional obligations

212

Transport

176

Wantok needs
Rent
Other (overwhelmingly, electricity)

125
51
37

Formal education
Although some respondents held university and vocational education qualifications
(approximately 1%), the majority of responses clustered around grades 6 to 10 (69%). 11%
reported having no formal schooling. Both for males and females, the grade of leaving
school was clustered at grades 6 to 10; females 66% and males 74%. “No schooling” was
more prevalent for females (13.6%) than for males (6.5%). This finding is consistent with the
HIES 2009/10 statistics. 85% of respondents reported literacy in Tok Pisin; 76% reported
literacy in English. Females were more highly represented in those who could neither read
nor write either Tok Pisin or English.
Business ownership
97% of respondents were owner-operators. Because we expected many of the businesses
to be run by females but potentially controlled by males we asked a follow-up question: “Who
mainly makes the business decisions?” The replies were overwhelmingly “herself/himself”,
and in some cases “with husband/wife”, and only 13 (3%) out of 464 respondents naming
other parties.
Although informal survey respondents were overwhelmingly business owners, most were not
solitary in their business activity. Of the 459 respondents, only 20% responded “No” to the
question, “Is this your work or do others join with you?” (that is, “No, others do not join with
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me”). Help from kin was stated by 22% of respondents, while 58% said simply “Yes” (“Yes,
others join with me”). A follow-up question, “If others assist, record the number” drew 118
responses, and these were mainly clustered in the 1 to 3 range. This assistance was,
however, not generally in a wage relationship, and to the further follow-up question, “Do you
have paid employees?” 95% responded, “No”. To the question, “Number of paid employees”,
only 20 gave employee numbers, with only a single employee being the most cited number
and six employees being the largest number. In total, the informal sector employed 48
people as paid “employees”.
Length of time in business
Figure 13.10 graphs the cumulative time for which the surveyed businesses had been in
operation.
Figure 13.10 – Number of years in business
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As indicated the median response was 3 years, with 50% of businesses operating between 2
to 7 years. 16% were “new” businesses (less than 2 years operating). Only 10% of
businesses had operated for more than 10 years. These statistics are to be expected. As
single-operator businesses, surveyed informal businesses fit into personal life-cycles and
are not long-duration enterprises.
Location of business
We enquired about location of informal market activity. Proximity to home was the dominant
response (247 respondents) followed by “It is the market where this product is sold” (220
respondents). Associative reasons were not substantial and only 47 responded “my friends
and family sell here”. “To avoid market fees” was cited by 51 respondents, indicating that
market dispersal is mainly driven by locations that bring together marketer and client. Only
38 respondents gave “Other” reasons, and these were mainly variations in locational
considerations, underscoring the significance of locational decisions in surveyed informal
business activities. These responses are not unexpected. The majority of respondents were
female and many would undoubtedly have wider household duties. Locations close to home
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afford the best ability to meet both competing needs. Transport is also a considerable cost
for the informal sector (as well as a significant threat of robbery) and this is likely to reinforce
the desire to work close to home. It was expected that more respondents would indicate colocation with “Family and friends” as being important. Potentially, this reason is already
captured in the “Close to home” category, given that many residences are located in squatter
settlements that are themselves ethnically based.
Price determination
We asked respondents how they determined the price at which they sold their produce. The
primary factor was comparative price competition (“other prices in the market” (354)),
followed by product purchase costs (“cost of buying product” (314)). Labour time was not a
major factor in determining price (22), and only 20 respondents replied “other”. The
indications are that these informal markets are quite competitive. The competitiveness may
depend upon location (food vending near offices) and upon product division. Operators who
considered themselves the most successful identified circumstances that would enable them
to charge a premium price, either as a result of product type (less sellers) or location (many
sellers in total but few at a particular location).
Hours of work
Responses varied considerably to questions relating to estimates of average hours of work
per day. A range of 2 to 18 daily hours was reported, with the biggest cluster of responses
across 7 to 10 daily hours (59%), and a further cluster of 15.5% of responses at 12 daily
hours. The median period was 9 hours per day, with males having a higher median of 11
hours. 71% of respondents indicated that they worked six days per week with 24% reporting
that they worked 7 days per week. Of those that worked 6 days per week, the majority did
not work Sunday (46%), followed by Saturday (24%). These estimates were combined with
daily hours data to generate an estimate of average weekly hours for informal business. As
depicted in Figure 13.11, these ranged from 9 to 112 hours per week, with a median of 56
hours. Again the median time for males (70 hours) exceeded that for females (54).
Figure 13.11 – Hours per week in informal employment
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These figures are far in excess of the regulatory 42 standard hours per week for wageearners. Clearly, hours of work are more extensive for informal business operators
(something that is generally observable apart from the survey data), but these hours may be
less-intensive, and more intensive only in certain time-zones within the day (like employee
lunch-times and after formal sector employees finish work).
Set-up costs
Responses to a question relating to set-up costs required quite significant normalisation
because answers were recorded as expressed by the respondents. The 357 responses that
were expressed in Kina gave set-up costs across the range of K10 to K12,500, with an
arithmetic mean of 605 Kina and a median of 120 Kina. 99% of respondents indicated that
they had recovered these costs.
Table 13.4 indicates that set-up costs were primarily funded by personal savings and,
thereafter, family and friends. Of those reporting “other”, 3 were added into family and
friends, because they were “spouse” replies; the remaining 4 involved drawing upon (free)
bush materials. From our earlier question about access to banking, it would seem that banks
are used to accumulate cash savings but are not used for business borrowing. This may
change with the increase in micro-finance suppliers in Papua New Guinea. Our limited
exposure to this micro-finance sector during fieldwork indicated that some time needs to be
provided to observe the success or otherwise of this sector. One observed firm had
extremely high levels of bad debts.
Table 13.4– Source of set-up costs (highest to lowest)
Business Financing Source
Own savings

Count of response
358

Family and friends

98

Informal money lender

13

Bank loan

3

[Government or other] Grant

2

Other

4

Reasons for running the business
In order to gain an understanding of the motivations for running informal sector businesses,
we asked respondents to list the reason for running their enterprise. The answers were
grouped across nine categories which are displayed in priority order (highest to lowest) in
Table 13.5:
Multiple answers were recorded for some respondents and this accounts for the number of
observations far exceeding the number of survey respondents. This multiplicity of reasoning
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is a better way of viewing motivation than primary causality. It can be seen that the driving
motivation is to provide income to support the purchase of food or the payment of school
fees. This response accords with a household supply response for labour – as real
household incomes decline households increase the supply of labour in order to meet target
income levels. The “Provides me something to do” response is very interesting. It may reflect
the fact that many spouses follow their husbands to an urban centre where they may have
few friends – work affords a productive and social purpose. Even a casual observer of an
informal market will observe that work is a social activity.
Table 13.5 – Reasons for running the business in priority order (highest to lowest)
Response category

Count of response

Money to buy food

378

Money for school fees

225

Provides me with something to do

180

Money for traditional obligations

165

Money to support family in village

86

Other traditional obligations

80

Money to pay rent

36

My husband expect me to do it

10

Other

3

Business management
Table 13.6 records that the majority of respondents were self-taught (we suspect generally
by watching others). Multiple responses were received to the question and this is reflected in
the table numbers exceeding the number of respondents in the survey.
Table 13.6– Reasons for running the business in priority order (highest to lowest)
Response category

Count of response

Self-taught

389

Watching others

184

Family knowledge

110

Other (mainly formal training)

9

93% of respondents believed that their business was running well, 5% thought it was running
poorly and 2% were unsure. The main explanations for why respondents thought the
business was running well related to the volume of customers received and the amount of
income generated. Whilst these are not bad indicators for any business they do not reflect
opportunity cost assessment of returns. A smaller sub-set addressed their management
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specifically, but the overwhelming tenor of these answers indicates that respondents largely
recognised that the success or otherwise of the business was self-driven.
Skills used in running the business
A generic sense of skills is not widely placed in Papua New Guinea, so questions relating to
skills were prefaced with the following statement “I am not talking about what you learned at
school; do you have other skills that help your business?” Responses were coded across 5
categories (with some respondents naming more than one category): 307 recognised “being
friendly” as helpful for their business; 208 named “locational choice”; 206 recognised
“product presentation” as being a positive; among those marketing cooked food, 42 named
“good cook”; and 8 responses were coded under “other”. Interviewers were asked to
annotate their reading of this part of the conversation in survey administration, and 169
annotations ranged across such things as, “Good knowledge of customer base” and “Has
good marketing skills”. The question was useful, as it articulated the kinds of skills that are
non-technical and of a non-accreditation kind that respondents recognise as significant for
their business operations.
We also asked, “What skills do you think would help grow your business?” Responses were
again coded across 5 categories (with some respondents naming more than one category):
246 named “skills in money management”; 129 named “marketing and sales skills”; 118
named “book-keeping skills”; 13 named “writing in English”; only 6 named “speaking in
English” (but most urban-dwellers in Papua New Guinea have basic English). 77 were
coded under “other”, but examining the text of responses for this category indicate that the
main “other” reason is that respondents felt they did not need any additional skills “no need
of further skills” (71 records). Our survey did not ask a question about numeracy but our
general dealings in Papua New Guinea, as well as our formal sector interviews, indicate that
basic numeracy skills are weak. This is to be expected given low levels of education in
general and the low standard of formal education. It is certainly not a reflection of innate
talent, but rather a lack of development of that talent and a lack of a wider cultural focus on
numeracy. Money management skills are, of course, not just to do with numeracy. They
relate to management of income and expenses over time and accounting for income and
expenses. We suspect this heading also covers the need to isolate business incomes from
wider demands, especially wantok and extended family requests. This suspicion is
supported by the next section which examines difficulties experienced in running the
business.
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Difficulties in running the business
Figure 13.12 details the top ten difficulties respondents faced in running their business. The
numbers are greater than the total number of survey responses because some respondents
named more than one category:
Figure 13.12 – Difficulties faced in running the informal business
The need to share income with people in my household
The need to share income with wantoks
Traditional obligations
High costs of transport
Too many sellers
Criminals that steal goods or harass me
Not enough customers
Lack of money to buy items to sell
Limited access to land
High costs of maintenance
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It can be seen that the top three reasons relate to the need to share income with other
people, including household members and wider family and wantok groups. The difficulties
that extended family and wantok demands create for managing any form of indigenous
business have been well documented (see McGavin 1991, Gustafsson 2007). It is very
difficult to address these demands through public policy interventions. These demands
reflect Papua New Guinea’s social and kinships systems, have significant social meaning
and provide a practical welfare net for the majority of the population. Nevertheless, it is also
clear that they impede the operation of informal businesses. It is highly likely that business
operators are net dispensers of kinship welfare and that over time this reduces both the
capacity to expand (through reducing working capital) and the motivation to expand (the
rewards from expansion are literally eaten by someone else). The other issues of transport
and crime have been addressed many times throughout this study. The barrier of “too many
sellers” indicates that the micro-markets are competitive, primarily because of low barriers to
entry. Nearly all informal occupations would be classified as being low-skilled and the
majority require a very small amount of start-up capital.
Record of formal wage employment
79% of respondents had never been in formal wage employment. Figure 13.13 indicates
that of the 21% who had been formally employed, the median response was four years with
a range from 0-29 years. These results indicate that about a fifth of informal business
operators have wage employment experience, and that 80% of those have had wage
employment within the last five years.
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Figure 13.13 – Years since last holding formal wage employment
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Respondents were also asked “Why did you not now have a wage job?” Responses were
coded across the 5 classifications depicted in Figure 13.14.
Figure 13.14 – Reason for not having formal wage employment
Can't find a wage job
Prefer selling at the local market
Don't want a paid job
Need flexible hours to look after the family
Wage jobs don't pay enough
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The number of responses exceeds the number of survey respondents due to some
respondents providing multiple responses. The primary response was that respondents
cannot find a job. This implies that the respondents were actively looking for work. It is
expected that the majority are not actively looking but had given-up and were now focusing
on informal business interests. The other responses indicate that informal marketing better
suits the social circumstances of most respondents than formal wage employment. This
conclusion is supported by responses to a follow-up question of “Why do you sell goods at
the market instead of taking wage employment?” Responses were coded across 4
categories (with some responding across more than one category): 213 replied “Can’t get a
wage job”; 85 said “I get more money than in a wage job”; while 70 responded similarly “A
wage job does not pay enough”; and 76 said “It’s more flexible than a wage job”. We return
to the question of relative pay rates later in the chapter, but the other responses are an
excellent indication that labour supply is influenced by more factors than “price”.
In response to the question, “If you were offered a wage job, would you take it?” 54% replied
“No”; 44% replied “Yes”; and 2% were ambivalent. Table 13.7 indicates the reasons offered
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by people for either accepting or rejecting the offer of wage employment. Only 169
respondents provided reasons.
Table 13.7 – Reason for accepting or rejecting wage employment in priority order
(highest to lowest)
Response category

Number of respondents

I could not get a job due to my lack education

31

Wage jobs pay less money than I earn now

27

Flexibility - family

24

Focus on in-formal business

16

Depends on wage

14

Prefer the independence of informal employment

13

Don't want

12

I am satisfied with what I do now

11

Money each day

8

I am too old to work in formal employment

5

Husband decides

4

More time, more effort and less income

3

I will take it because it is a privileged for me.

1

Total responses

169

The responses indicate that there is an overlap between informal and formal economies and
that people in the informal economy scan opportunities or the lack of opportunities in the
formal economy. They also indicate that whilst many are not looking for formal employment,
a number are willing to conduct formal employment so long as it is both flexible and meets
their “reservation wage/ income”.
Future plans
Table 13.8 details the future plans of the 436 respondents to the question, “What would you
like to do in the future?” As depicted in the table, the majority of respondents were either
looking to expand their current business or had made no additional plans. 24 (5% of
respondents to the question) identified the desire to seek formal wage employment.
Table 13.8 – Future plans (highest to lowest)
Response category
Expand current business

Number of respondents
109

No plans

77

Build a trade store

61

Complete education

42

Venture into a new line of business

42

Help children with education

32

Continue with current business

25

Better employment in a formal sector job

24

Build a house / rent a house

16

Become a successful business man/woman
Total responses

8
436
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The main barriers cited to achieving these future plans were insufficient start-up capital
(169), family commitments (63) and family and wantok obligations (24). Access to business
funding looms large, but clearly assessment of financing arrangements would need to take
into consideration the family and kin dynamics of business expansion. Given the majority of
responses were from married females in the age bracket 25-45 years, it is highly likely that
extended household and family commitments restrict expansion of informal business activity.
It is likely that these commitments will act to constrain the expansion for a considerable
period of time if informal businesses remain owner/operators.

Informal sector wages
Previous chapters have presented summary details of net incomes in the informal sector.
This section extends this presentation by examining incomes across different types of
informal business and across different provinces. Because the sample size is small and the
number of responses for specific business types is even smaller, readers are advised to
treat detailed findings with caution. Observant readers will note that the arithmetic averages
and medians presented in this section differ slightly from the informal sector averages and
medians presented in other chapters. This is because the statistics in this chapter are
presented for the full informal data set and include all incomes, regardless of whether they
were positive or negative. Previous statistics only presented responses with positive
incomes. The overall impact is minimal in terms of changes in presented wage/income
statistics.
Determination of income estimates
Without prolonged exposure and record keeping, it is difficult to estimate informal sector
incomes and it is expected that any income estimates will contain errors. The survey
instrument was administered orally and so it was necessary to allow respondents whose
records were mental (rather than paper-based or electronic-record-based) to answer from
their way of thinking. Thus, in moving to ask about income (gross income) and costs and net
income, we needed to allow respondents to specify their reference time period for income
and costs. We then needed to normalise these responses so that they were comparable.
75% of respondents estimated income and expenses in daily terms. The majority estimated
costs and incomes in brackets (such as 200-300 Kina) and so mid-points were used for
calculations. It is likely that some responses were influenced by seasonal and/ or trade
issues. For example, chicken sellers and clothes sellers incur large up-front expenses and
recoup these expenses over time. Where these expenses occurred in the reference week,
incomes were recorded as being negative. These issues were not recorded by the field
research staff and we feel that they actually add depth to the data by showing that the
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informal sector has significant ebbs and flows in income. This is one of the factors that may
act to push people from the informal sector to the formal sector.
Cumulative average net incomes
Figures 13.15 and 13.16 present cumulative average net fortnightly incomes and net hourly
incomes for the informal sector. Due to extreme outliers, the graphs have been restricted to
95% of all respondents. As can be seen from the graphs, although there is a significant
range of incomes, 80% of respondents earn < 1,200 Kina per fortnight and receive < 12 Kina
per hour. The median fortnightly income is 571 Kina and the median hourly income is 5 Kina.
Figure 13.15 – Cumulative distribution of informal sector average net fortnightly
incomes – July 2014 (nominal Kina)*
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* The cumulative distribution is for 95% of all employees. Other extreme values have been omitted in order to generate a more
useable chart.

Figure 13.16 – Cumulative distribution of informal sector average net hourly income –
July 2014 (nominal Kina)*
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* The cumulative distribution is for 95% of all employees. Extreme values have been omitted in order to generate a more
useable chart.
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Income differences by business type and product
Table 13.9 provides an indication of arithmetic mean and median net incomes across the
high level informal business types. It can be seen that the on-sale of pre-purchased products
produces the highest gross and net incomes.
Table 13.9 – Net hourly incomes by high level business type

Business type - high level

On-sale of pre-purchased products

Average
Average
fortnightly
Average
hourly
gross fortnightly
net Median net - Median median

Standard
deviation Range –
– net
net
hourly
hourly

Min –
net
hourly

Max –
net
hourly

Total N

1600

644

5.45

18

180

-11.1

169

315

Sale of homemade products

660

496

5.00

7

45

-0.3

45

121

Service provider

420

205

2.26

8

32

-0.5

31
Total

Annex 13.1 to this chapter provides detailed tables for income levels for different business
types and products. Figures 13.17 and 13.18 detail the major informal business types and
informal products in terms of hourly incomes. Figure 13.17 indicates that the wholesale of
betel nut produces the largest informal sector returns (by nearly a factor of five). Thereafter,
taxi services, beer sales and sweet potato sales produce the highest net hourly returns.
These figures are not surprising. There is very high demand for betel nut throughout Papua
New Guinea and it is almost entirely conducted through informal marketing. The authors
observed highland wholesalers swimming out to coastal trading boats arriving to sell betel
nut in Lae. Supply was so short these actions were necessary in order to guarantee access
to betel nut.
Figure 13.17 – Top fourteen informal products in terms of net hourly income - Kina
Betelnut - wholesale (bags)
Transport service - taxi
Beer
Sweet potato
Fish - fried
Banana
Hot coffee
Mobile phone top-up card
Batteries
Broccoli
Cabbage
Mobile phones
Coconut
Trade store goods
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Given such high level demand and the key role that betel nut plays in informal sector
incomes (it is the top product sold), the marked clamp down on its sale in the NCD is
puzzling. Although our interviews with formal sector workers confirmed that the move was
popular, this hardly seems relevant if significant numbers of the informal sector are either
unable to earn income or experience a significant curtailment of their income. This issue also
affects the villages that produce betel nut who have, over time, largely come to rely on betel
nut production to the extent that they have neglected subsistence gardens and alternate
sources of cash income. Given the very large amounts of money involved, we remain
suspicious that “cleanliness” is the primary motivation for seeking to control betel nut supply
and marketing in Port Moresby.
Figure 13.18 indicates that the largest net hourly incomes produced in the informal business
types of “taxi services” and “liquor sales”. These findings are consistent with the findings
presented in Figure 13.17 (above). Given the very low response rate for individual business
types (only 2 taxi providers and 3 liquor sellers) the reader should treat the figure with some
caution. The higher response rates for betel nut sellers (95) and vegetable sellers (98) are
much more likely to represent the wider population.
Figure 13.18 – Top fourteen informal business types in terms of net hourly income Kina
Provide taxi service
Sell Liquor (beer)
Sells hot coffee/ tea
Sells mobile telephone "top-up" cards - flex…
Trade store goods
Sells beverages - softdrinks
Selling bakery products
Sells cooked food
Sells clothes
Sells vegetables and fruits - garden food
Mend broken shoes and polish shoes
Sells betelnut and cigarettes
Fried food - lamb flaps and sausage
Sells clothes - home sewn
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Incomes differences by sex and high level business type
Table 13.10 indicates that the median hourly income for females (5.19 Kina) exceeds that of
males (4.55 Kina). There is no apparent reason for this difference in income between the
sexes. It potentially reflects that males estimate themselves working longer hours (on
average 16 hours more per week) than females. It is more likely that more males are
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involved in activities that have significant lead times prior to sale (such as chicken rearing).
Whilst the reason is unsure, Table 13.11 indicates that the finding is consistent across all
high level business types, with the exception of “service providers”.
Table 13.10 – Net hourly informal incomes by sex
Sex
Female
Males

Mean

Median

Mode

Standard
Deviation

Range

Min

8.29

5.19

5.00

12

108

-11

97

277

10.85

4.55

6.25

19

170

-1

169

187

Total

464

Max

Total
N

The column in Table 13.11 “Net income as a % of gross income” is used as a rough
measure for determining differences in profit margins across certain activities. From Table
13.11 it can be seen that for females “service provider” activities have the highest profit
margins but the lowest net hourly income. For males, “homemade” products have the
highest profit margins but provide the middle net hourly income. These differences are
primarily a result of volume, the margin is high but the sales volume is low.
Table 13.11 – Net hourly incomes by sex and high level business type

Sex

Business type – high level
On-sale of pre-purchased products

Female

Median net
- hourly

Total
N

% of
total
sex

1400

596

5.50

43%

174

63%

Sale of homemade products

700

518

5.31

74%

97

35%

Service provider

225

200

2.23

89%

6

2%

1800

720

5.42

40%

141

75%

Sale of homemade products

600

340.50

3.16

57%

24

13%

Service provider

435

225

2.26

52%

22

12%

On-sale of pre-purchased products
Male

Average
Average
fortnightly fortnightly
gross net Median
Median

Net
income
as a %
of
gross
income

Province level differences
Table 13.12 provides an indication of arithmetic means and median net incomes across the
surveyed provinces. Given the low number of survey responses in some provinces, we
advise against making conclusions about significant differences in hourly incomes across
provinces or by business type.
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Table 13.12 – Net hourly incomes by province and high level business type

Type of business –
high level

On-sale of prepurchased
products

Sale of home
made products

Service provider

Average
fortnightly
gross Median

Average
fortnightly
net Median

Median
net hourly

Net
income
as a %
of gross
income

Total N

EHP

1800

870

6.18

48%

36

ENB

1300

180

1.88

14%

7

Madang

1590

637

4.49

40%

14

MBP

1200

476

3.89

40%

7

Morobe

1000

336

2.48

34%

31

NCD

1470

665

5.62

45%

178

WHP

2500

1200

8.33

48%

21

WNB

1800

600

6.25

33%

21

EHP

1500

1200

10.00

80%

3

ENB

780

540

5.56

69%

39

Madang

3000

2100

35.00

70%

1

MBP

3300

2520

23.33

76%

2

Morobe

400

196

2.24

49%

33

NCD

615

394

4.61

64%

30

WHP

2000

1080

10.00

54%

7

WNB

1650

1440

14.24

87%

6

MBP

6000

4500

25.00

75%

3

Morobe

200

200

1.79

100%

16

NCD

700

380

2.98

54%

9

Province

Other sources of income
Informal businesses are likely to be closely tied to wider household income targets. We
inquired, therefore, if respondents had other sources of income [previous evidence of wage
employment earners in the informal sector households – see earlier section “number of
people per household” – suggests that the responses are in per person terms, and not in
household terms]. 74% of respondents recorded the informal business as their only source
of income. Of the 26% answering that they had other sources of income outside of the
informal business – 27 named “rent”; 17 named “remittances” (that is, net inward receipts
from kin); 64 named “subsistence gardens” (perhaps sale of produce therefrom); and, 26
named “part-time wage job”. In order to gain an understanding of total household income, a
further question was asked regarding sources of non-cash income. Responses were
dominated by “family accommodation” (352) and “subsistence gardens” (196).
One may readily observe the lesser access to subsistence gardens in the larger urbanised
centre of NCD as well as its poorer soils, unsuitable topography, and harsher climate. This
shows up in the fact that only 19% of NCD informal business respondents named
“subsistence gardens”, compared with 63% of respondents in other survey locations. This
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observation also impacts upon the inclusive income status of Papua New Guinea wageearners in NCD in comparison with other centres. That is to say, people in the NCD rely on
their wage/income to live. For this reason, it is likely that the minimum wage has much more
significance for household income in the urban regions of the NCD than in other regions of
the country.
Reservation wage for undertaking formal employment
The previous section highlighted that participants in the informal sector do consider entry
into formal wage employment and that this consideration occurs in terms of a wider costbenefit analysis. For example, respondents do not simply consider gross wages (although
these are a key consideration), they also consider flexibility of work hours and location as
well as independence. Given these trade-offs, we attempted to develop of an estimate of the
gross wage rate that individuals required to receive in order to undertake formal
employment. Figure 13.19 depicts the cumulative results in terms of the gross weekly wage
required for respondents to be willing to undertake formal wage employment:
Figure 13.19 – Cumulative distribution of gross weekly wage required to undertake
formal employment (nominal Kina)
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Figure 13.19 indicates that the median gross weekly wage that respondents required to
enter formal wage employment was 350 Kina. This figure is significantly below the current
formal sector median gross weekly earnings of 600 Kina but above the formal sector net
median weekly income of 285 Kina. Table 13.13 indicates that these findings are consistent
across all high level business types (that is, high level of aggregation of business types).
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Table 13.13 – Average gross weekly wage required to undertake formal employment
(nominal Kina)
Mean

Median

Mode

Standard
Deviation

Range

Min

Max

On-sale of pre-purchased products

456

400

250

222

930

70

1000

315

Sale of homemade products

341

250

200

167

500

200

700

121

Service provider

280

250

250

103

400

200

600

28

Total

464

Type of business - high level

Total
N

80% of respondents were happy to receive a gross formal wage ≤ their current median gross
informal weekly income. Although there are some exceptions, we think the explanation for
this is found in average hourly rates of pay. Median weekly working hours (56) are
approximately 30% higher in the informal than the formal sector (42). Table 13.14 indicates
that when these differences in working hours are factored into wage assessments, it can be
seen that the majority of respondents would earn far more in per-hour terms in formal wage
employment despite lower gross incomes.

Table 13.14 indicates that for the vast majority of business types, the target gross weekly
formal wage produces higher net hourly incomes when measured against a 42 hour working
week. This estimate, of course, does not include superannuation, leave and other non-wage
benefits of formal employment, which tend to increase hourly wage estimates in the formal
sector. We are not sure why the “sells cooked food” and “sells [phone] top-up” cards
estimates differ but for the remaining business types the result is quite clear. Participants in
the informal sector factor working hours into reservation wage assessments.
Table 13.14 – Average gross weekly wage required to undertake formal employment
(nominal Kina)

Type of business - low level

Respondent
estimate of
Median net
target gross
hourly
Total
weekly wage to
wage
hours
Current
Total
undertake
based on
Difference
number of
per
day
median
formal
42 hour
between
hours per
Total
net
hourly
employment week and
current and
week - N median
income target wage target income
median
median

Car wash

250

5

8

56

3.13

5.95

2.83

Fried food - lamb flaps and sausage

500

21

11

66

4.53

11.90

7.37

362.5

2

10

60

5.42

8.63

3.21

250

6

7.5

45

2.23

5.95

3.72

Provide taxi service

2

14.5

94

23.21

0.00

Rental - rent accommodation

2

7.5

49

3.64

0.00

Sell Liquor (beer)

3

16

96

19.93

0.00

Mend broken shoes and polish shoes
Money lending

Selling at Intersections- Selling CDs

250

1

8

56

2.14

5.95

3.81

Selling at Intersections- Selling radios

200

1

8

48

1.67

4.76

3.10

Selling bakery products

400

4

8.5

47.5

6.80

9.52

2.72

Sells betel nut and cigarettes

400

95

12

72

4.58

9.52

4.94

Sells beverages - soft drinks

375

26

11

66

7.28

8.93

1.65

Sells chicken related products

300

14

8.5

54

4.01

7.14

3.14
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Type of business - low level

Respondent
estimate of
Median net
target gross
hourly
Total
weekly wage to
wage
hours
Current
Total
undertake
based on
Difference
number of
per
day
median
formal
42 hour
between
hours per
employment - Total
week and
current and
week - net hourly
- N median
income target wage target income
median
median

Sells clothes

300

25

9

54

6.21

7.14

0.93

Sells clothes - footwear

450

11

11

66

3.48

10.71

7.23

Sells clothes - home sewn

500

8

9

54

4.10

11.90

7.80

Sells cold water, juice & ice blocks

400

13

10

60

2.76

9.52

6.76

Sells cooked food

275

25

8

48

6.67

6.55

-0.12

Sells crafts

225

13

7

48

2.60

5.36

2.76

Sells firewood

200

4

9.5

60

1.34

4.76

3.42

3

7

49

3.00

0.00

-3.00

Sells fish
Sells Flour balls and scones

400

3

8

45

3.13

9.52

6.40

Sells hot coffee/ tea

800

2

4

22

11.89

19.05

7.16

Sells ice cream

250

2

9.5

61

1.90

5.95

4.06

Sells mobile telephone "top-up" cards - flex cards

275

13

12

70

11.11

6.55

-4.56

Sells vegetables and fruits - garden food

300

92

8

48

5.63

7.14

1.52

Showing movies

600

1

11

77

-0.47

14.29

14.75

Trade store goods

500

58

12

72

7.71

11.90

4.19

Transport - PMV and bus

250

9

10

70

1.79

5.95

4.17

Comparison with previous research
There is limited research comparing wages in the informal sector over time. The most recent
work we know of is Gibson (2013) which compares data from the 1985/90 Urban Household
Survey (UHS) with data collected in the HIES 2009/10, with a specific focus on the NCD. In
Chapter 10 we noted that that there were significant differences between our median
estimates for informal net hourly incomes and the Gibson’s estimates of median hourly
returns to the informal sector in the NCD. This section extends this analysis.
To the best of our knowledge, the HIES 2009/10 data set has not been used to generate
nationwide income statistics for the informal sector. The analysis below, therefore, is based
on our calculations which involved the combination of multiple data sets (the 2009/10 data
set is split across multiple files). The HIES 2009/10 was a weighted survey and, for ease of
comparison by other researchers who may require to use basic software such as MS Excel,
we have not weighted the survey results. Nevertheless, we did conduct similar analysis with
weighting and found that the results were not too dissimilar and, if anything, only more firmly
supported the arguments presented here.
The HIES sample for the informal sector is much larger than our sample (approximately
2300) and includes a much larger percentage of the rural population. Our analysis of the
HIES data provided an estimated informal sector median income of 2.29 Kina per hour (in
2009/2010 dollar terms). As depicted in Table 13.15 there is a significant range of hourly
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incomes with the maximum hourly income (750 Kina) far exceeding the maximum hourly
income recorded in our survey (169 Kina).
Table 13.15 – HIES 2009/10 average net informal hourly returns (income)
(nominal Kina 2009-2010)
Mean

Median

Mode

Standard
Deviation

Range

Min

Max

8.61

2.29

1.00

36

820

-70

750

Table 13.16 indicates that the lower hourly income rates were consistent across sex
divisions and urban and rural divides. Interestingly, the HIES 2009/10 survey response
records males as having a substantially higher median hourly income than females. Our
findings were the opposite but this may simply reflect our non-random sample. We did not
collect rural data but suspect the rural sector would have a lower median than the urban
informal sector. It is slightly surprising that the maximum hourly income for the rural sector
was not higher, given that many rural households could earn significant incomes from cash
crop sales. Potentially this is a good indication that the best margins are made at the point of
exchange in urban regions. We doubt this is the case uniformly, as we have directly
observed rural villagers from both the highlands and coastal regions selling produce directly
in wholesale markets in both Lae and Port Moresby. In such circumstances, the incomes
would accrue directly to the rural village, not an intermediary.
Table 13.16 – HIES 2009/10 average net informal hourly returns (income) by sex and
location (nominal Kina 2009-2010)
Factor
Sex
Rural/
Urban

Female

Mean

Median

Mode

Range

Maximum

7.31

2.08

2.00

695

625

Male

12.26

3.00

1.00

752

750

Rural

7.13

2.00

1

238

228

Urban

9.62

2.33

2

820

750

The results presented in Table 13.16 are puzzling. Even when inflating wage estimates to
2014 dollars, the HIES 2009/10 results were far below that recorded for our survey. Whilst
the arithmetic mean results are not too dissimilar to our results (8.6 Kina (HIES) versus 9.3
Kina (this study)), the median results are very different. Initially we thought the differences
may relate to the dominance of urban areas in our survey and the presence of respondents
with very high incomes (such as those involved in the informal wholesaling of betel nut from
rural areas contiguous to NCD). Nevertheless, Gibson (2013:17) used the HIES 2008/10
data to compute median returns for the informal sector in the NCD and recorded a median
wage of 3.21 Kina. It is also possible that there were significant seasonal affects in our
sampling and the recorded wages are not representative of annual or quarterly wages.
Moreover, it is possible that there were errors in our collection of the data, especially in
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terms of people under-estimating costs during the survey period and in recording earnings in
per day instead of per week terms. That said, the results remained difficult to interpret until
we examined hours of work.
Table 13.17 indicates that the HIES 2009/10 survey records median hours of work in the
informal sector as 16 hours per week, with an arithmetic average of 25 hours per week.
These medians varied by place of work but were in all cases less than the median 56 work
hours per week recorded for our survey. 56 hours is 3.5 times greater than the HIES
2009/10 estimated median working week. This is a very significant difference when working
out incomes in hourly terms.
Table 13.17 – HIES 2009/10 average weekly hours worked in the informal sector
Mean
25

Standard
Median Mode Deviation
16
8
24

Range Min
168
0

Max
168

The difference may represent sampling errors in both surveys. Undoubtedly the estimate of
maximum hours worked per week in the HIES 2009/10 survey is an error (168 hours implies
no sleep for seven days). Nevertheless, the additional working hours may account for a
significant part of the difference in hourly incomes recorded in the HIES survey and our
survey. Given that the majority of informal businesses surveyed for this study were
effectively re-sellers, it is to be expected that sales revenue increases with the number of
hours worked (at least until diminishing returns occur but we suspect this point is far in
excess of 16 hours per week for urban respondents).
It is not possible to investigate the reason for the differences in work hours and hourly
income. Assuming both surveys accurately reflect the circumstances at the time of data
collection, there appears to have been a very substantial increase in the working hours in the
informal sector since 2009/10. This increase has coincided with a significant increase in the
median net hourly incomes in the informal sector ‒ from 2.29 Kina to 5 Kina. We have
previously argued that an increase in informal sector earnings since 2009 may have been
prompted by increases in the general level of activity in the economy, including the increase
in the minimum wage form 2010 onwards. This increase may have prompted both greater
participation in the informal sector as well as an increase in the number of hours for which
labour is supplied. Alternately, the increase in labour supply may reflect a rational household
response to declining real wages and the increase in hours worked simply reflects
decreased productivity in the informal sector. We do not have sufficient data to argue for
either position. Nevertheless, it is evident that the informal sector in the NCD has increased
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in size and vibrancy over the last decade and we suspect this reflects increases in the
general level of income in this sector.

Rising indigenous business and employment
We wish that this section was more ample and detailed but we do not have sufficient data to
present more than a sketch. The human resources data returned from rising indigenous
business were too few to document in the way we have presented for the formal and
informal sectors. We wish, nevertheless, to make some observations and remarks about the
strengthening of this sector over the last 30 years. Our early research fieldwork experiences
in Papua New Guinea encountered indigenous businesses at first in informal areas such as
“trade stores” (before the general take-over of such retail marketing by immigrant Asians)
and in food marketing and handicrafts. The emergence of indigenous businesses of a more
formal nature has been noticed for some decades now, starting in areas such as PMVs, taxi
services, road haulage, and security services. What impressed us during fieldwork for the
present research (occurring as it did after a decade-long break in serious Papua New
Guinea fieldwork) was the encountering of indigenous owned and managed businesses that
were sophisticated, complex, and often conglomerate.
By way of illustration, we can cite businesses whose divisions extended across fields such
as: aviation charter, coastal shipping, tropical hardwoods, fish trading, meat trading and
small-scale gold mining. Another example embraced hotel and accommodations, real estate,
service stations, trucking and coffee marketing. Despite our best attempts, we were unable
to derive sufficient completed questionnaire returns from these businesses to provide
sample data under the heading of Rising Indigenous Businesses. That said, the
owners/general managers were often generous with their time in speaking about their
businesses and relations with their surrounding communities and the politics of Papua New
Guinea. The first thing we noted was that these conversations occurred in a different cultural
context than we have previously encountered. This was nicely illustrated on the occasion of
a 2-hour interview at a hotel with an owner/general manager who refused several offers of
beverage refreshment during that time because he was focused on work.
What was new for us in these encounters was the both the clarity of business identity as
distinct from ethnic identity (ethnic in the sense of kinship or wantok group(s)) and strategic
appreciation of how to manage engagement with the local society that enabled the integrity
of business operations to be sustained and the business manager/owner simultaneously to
remain related and distant from the local community. To the question: “How do you manage
the expectations of kinship groups? and of politicians?” The reply was: “This is both an
advantage and a disadvantage.” (Since there was no tape-recording the amplifications shall
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be rendered in first person, but they are not a verbatim record.) He went on to explain that
people from customary society do not understand net returns, nor well understand pay for
performance and thus have distorted expectations. The result is a constant challenge to
explain a business model and the need to maintain this model in order that the business
survive and thrive. This model needs to be explained again and again but in a context where
you engage the community.
In response to a question about government services he explained. We in fact generate our
own law and order environment. We employ councillors from the LGA; we involve police in
what we are doing, often servicing and refuelling their vehicles; we value our female
employees, who often are our quiet achievers and we take care of their safety; the men are
more interested in pride and don’t take direction from women, so we reinforce our
expectations with the men so that the women get supported and the men’s pride is not
injured; we decide beforehand what is going to be the extent of our support when it comes to
community celebrations or funerals, and keep it limited and realistic. The Governor
(Provincial Premier) should be doing much of what we do, but we establish our own
business environment. All rising indigenous business persons mentioned power and water
unreliability as areas they were less able to address. “We don’t use Telikom system.”
Nothing happens in the various local communities without someone knowing about it, and
our relational network is such that we know about it. This means that anyone who is
considering illicit damage to our business will know that we know and will know that we will
have the police know, and so it doesn’t happen, or less happens. Sure, we keep security
guards, but our business advantage is that we also have strong local social networks that
support our business environments. The focus of our involvement is not so much individuals,
as community.
On matters of human resources management, the message was: “Reinforce, reinforce,
reinforce; constantly reinforce”. Another word was, “Everything is supervision; supervise;
follow-up; consistency.” Encouragement, “personal encouragement”.
All of the managers we encountered and all supervisory-above positions were at least year12 graduates, but international school year-12 graduates. This schooling background was
curiously manifest in the accent mix of those interviewed, with snippets of accents from USA,
UK, and Australia all undetectable: a kind of conglomerate international English. And all,
without exception, were condemnatory of skills standards in the PNG education and training
systems. “Year-12 students are now at Year-6 standard!”; “Tech Colleges have fallen over!”
were examples of how they perceive younger-generation persons offering themselves for
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employment. Interestingly, they also recognised where non-citizen skills were needed, and
there was a sprinkling of Australian employees at manager and technical levels. They also
had articulated senses of in-house training, used external resources for training, and
understood merit-based selection of personnel. They spoke about racial and cultural
differences, but not in a racist manner, and maintained manifest personal confidence and
poise.
The starter rate was the regulatory minimum wage. Episodes of recruitment for nonrenewable resources created difficulties for skills retention and recruitment: “Can’t get a chef
at present!” Interestingly, Highland estates plantations were seen as now defunct business
model being “too cost intensive”. The proposed alternative involved sectionalising old, rundown plantations; titling each block; providing crop and marketing consultancy and
intermediation; and, practicing inter-cropping such as coffee, cardamom, vanilla, rice, chilli.
(Surprisingly, market garden vegetables were not mentioned.) The development of these
indigenous entrepreneurs would benefit from additional research and it would appear to be
work well suited to local researchers.

Conclusion
This chapter has examined the results of the informal sector survey. It began with a general
overview of the informal sector data set and then went on to provide summaries of surveyed
responses regarding the composition and conduct of informal sector businesses. The final
section examined income levels in the informal sector. It is important to re-emphasise that
our informal sector survey was not conducted randomly and should not be used to make
inferences about the wider population. That said, it would appear that there are significant
differences between the findings from our study and that of the HIES 2009/10. We believe
these differences are significantly affected by the recorded number of hours worked per
week. There is a need for a more detailed study of informal sector earnings in Papua New
Guinea. This sector is likely to provide for the most significant increases in income and
employment for the wider population and needs to be better understood by policy makers.
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Annex 13.1 – Additional tables
Table A13.1 – Net hourly incomes for different informal products (nominal 2014 Kina)

Main product sold
Bakery goods

Mean

Median

Mode

Standard
Deviation

Range

Min

Max

Total

% of all
products

7.65

6.80

1.31

5.95

14

1

16

4

0.9%

Banana

17.77

13.04

0.00

19.56

45

0

45

4

0.9%

Baskets

7.16

6.88

6.56

0.79

1

7

8

3

0.6%

Batteries

10.50

10.50

9.09

1.99

3

9

12

2

0.4%

Beer

22.10

19.93

18.75

4.81

9

19

28

3

0.6%

9.74

4.43

5.00

21.96

172

-3

169

85

18.3%

99.97

99.97

99.97

0

100

100

1

0.2%

Betel nut
Betel nut wholesale (bags)
Beverages - soft
drinks

8.68

7.28

7.50

6.66

32

1

33

26

5.6%

Bilums

3.58

4.13

-0.02

3.36

8

0

8

5

1.1%

Biscuits

15.42

6.24

1.65

18.80

48

2

50

6

1.3%

4.07

5.00

1.09

2.64

5

1

6

3

0.6%

Broccoli

9.90

9.90

5.90

5.65

8

6

14

2

0.4%

Cabbage

18.37

9.27

-0.02

25.31

93

0

93

12

2.6%

Car wash

2.88

3.13

3.13

1.44

4

1

5

5

1.1%

Carrots

6.55

6.14

0.21

6.55

13

0

13

3

0.6%

Boiled eggs

Chicken
Cigarettes
Clothes
Clothes - hand
made
Clothes - hand
made Meri blouse
Clothes - Meri
blouse
Clothes - Printed
shirts
Clothes - second
hand

1.36

1.36

-0.02

1.94

3

0

3

2

0.4%

14.99

6.67

2.79

15.77

39

3

42

9

1.9%

8.50

0.50

-0.33

16.57

34

0

33

4

0.9%

3.47

3.96

0.73

2.72

7

1

7

5

1.1%

5.49

5.56

1.83

3.62

7

2

9

3

0.6%

6.65

6.48

8.33

3.14

10

1

11

7

1.5%

4.36

4.51

6.25

3.36

9

0

9

6

1.3%

9.55

5.24

2.14

9.58

26

2

29

8

1.7%

Clothes - thongs

4.42

3.48

-0.02

3.42

9

0

9

11

2.4%

Coconut
Cold water and
juice

7.97

8.33

0.59

7.21

14

1

15

3

0.6%

3.00

2.18

-0.02

2.19

7

0

7

10

2.2%

Cooked food
Donuts
Electrical goods blank CD &
portable radios
Firewood
Fish

7.56

6.67

3.89

6.11

27

0

27

18

3.9%

17.67

5.83

-0.26

21.97

50

0

50

6

1.3%

2.65

2.65

1.67

1.39

2

2

4

2

0.4%

1.49

1.34

-0.02

1.61

3

0

3

4

0.9%

5.21

9

3

12

3

0.6%

0

18

18

1

0.2%

5.83

3.00

2.65

Fish - fried

18.23

18.23

18.23

Flour balls

2.61

3.13

1.03

2

1

3

3

0.6%

Fried lamb flaps

9.17

4.53

1.43
10.74

15.37

73

-11

62

21

4.5%

Fruit

8.84

5.17

2.46

12.04

38

2

41

9

1.9%

Garden vegetables
Hot coffee
Ice block

6.71

4.84

4.38

5.52

19

0

19

34

7.3%

11.89

11.89

-1.22

18.54

26

-1

25

2

0.4%

4.86

5.66

2.76

1.84

3

3

6

3

0.6%
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Mean

Median

Mode

Standard
Deviation

Range

Min

Max

Total

% of all
products

Ice cream

1.90

1.90

1.63

0.38

1

2

2

2

0.4%

Live chicken

6.21

4.10

2.02

4.92

16

2

18

9

1.9%

Mirror
Mobile phone topup card

7.56

7.20

4.50

2.87

7

5

11

4

0.9%

25.21

11.11

-0.01

37.78

126

0

126

11

2.4%

Mobile phones

8.48

8.48

2.38

8.63

12

2

15

2

0.4%

Money lending

2.07

2.23

2.38

0.68

2

1

3

6

1.3%

Necklaces

1.91

1.69

1.38

0.49

1

1

3

5

1.1%

Peanuts

7.33

6.94

2.19

7

5

12

11

2.4%

Potatoes
Rental
accommodation

-0.43

1.32

4.98
11.11

5.30

14

-11

3

6

1.3%

3.64

3.64

1.32

3.27

5

1

6

2

0.4%

Shoe mending
Showing/ selling
movies

5.42

5.42

4.58

1.18

2

5

6

2

0.4%

0.84

0.84

-0.47

1.85

3

0

2

2

0.4%

25.14

19.27

0.94

26.93

60

1

61

4

0.9%

6.91

6.91

6.88

0.05

0

7

7

2

0.4%

12.25

7.69

2.78

13.56

61

-1

61

45

9.7%

5.93

1.79

1.79

10.03

31

0

31

9

1.9%

23.21

23.21

21.43

2.53

4

21

25

2

0.4%

0.83

0.83

0.80

0.04

0

1

1

2

0.4%

Main product sold

Sweet potato
Taro
Trade store goods
Transport service PMV
Transport service taxi
Watermelons

464
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Table A13.2 – Net hourly incomes for different informal business types
(nominal 2014 Kina)

Type of business
Car wash

Mean

Median

Mode

Standard
Deviation

Range

Min

Max

Total

% of all
informal
businesses

2.88

3.13

3.13

1.44

4

1

5

5

1.1%

15.37

73

-11

62

21

4.5%

Fried food - lamb
flaps and sausage

9.17

4.53

10.74

Mend broken shoes
and polish shoes

5.42

5.42

4.58

1.18

2

5

6

2

0.4%

Money lending

2.07

2.23

2.38

0.68

2

1

3

6

1.3%

Provide taxi service
Rental - rent
accommodation

23.21

23.21

21.43

2.53

4

21

25

2

0.4%

3.64

3.64

1.32

3.27

5

1

6

2

0.4%

Sell Liquor (beer)
Selling at
IntersectionsSelling CDs
Selling at
IntersectionsSelling radios
Selling bakery
products
Sells betel nut and
cigarettes
Sells beverages soft drinks

22.10

19.93

18.75

4.81

9

19

28

3

0.6%

2.14

2.14

2.14

0

2

2

1

0.2%

1.67

1.67

1.67

0

2

2

1

0.2%

7.65

6.80

1.31

5.95

14

1

16

4

0.9%

11.19

4.58

5.00

23.22

172

-3

169

95

20.5%

8.68

7.28

7.50

6.66

32

1

33

26

5.6%

5.05

4.01

-0.02

4.41

18

0

18

14

3.0%

7.32

6.21

6.25

8.37

34

0

33

25

5.4%

4.42

3.48

-0.02

3.42

9

0

9

11

2.4%

4.23

4.10

0.73

3.01

8

1

9

8

1.7%

Sells cold water,
juice & ice blocks

3.43

2.76

-0.02

2.20

7

0

7

13

2.8%

Sells cooked food

10.41

6.67

3.89

12.20

50

0

50

25

5.4%

Sells crafts

3.77

2.60

-0.02

2.88

8

0

8

13

2.8%

Sells firewood

1.49

1.34

-0.02

1.61

3

0

3

4

0.9%

Sells fish
Sells Flour balls
and scones

5.83

3.00

2.65

5.21

9

3

12

3

0.6%

2.61

3.13

1.43

1.03

2

1

3

3

0.6%

Sells hot coffee/ tea

11.89

11.89

-1.22

18.54

26

-1

25

2

0.4%

Sells ice cream
Sells mobile
telephone "top-up"
cards - flex cards
Sells vegetables
and fruits - garden
food

1.90

1.90

1.63

0.38

1

2

2

2

0.4%

22.63

11.11

-0.01

35.14

126

0

126

13

2.8%

9.31

5.63

5.00

13.36

104

-11

93

92

19.8%

Showing movies

-0.47

-0.47

-0.47

0

0

0

1

0.2%

Trade store goods
Transport - PMV
and bus

12.05

7.71

2.78

13.32

61

-1

61

58

12.5%

5.93

1.79

1.79

10.03

31

0

31

9

1.9%

Total

464

Sells chicken
related products
Sells clothes
Sells clothes footwear
Sells clothes home sewn
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Table A13.3 – Net hourly incomes and profit margins informal business types
(nominal 2014 Kina)
Type of
business high level

On-sale of
prepurchased
products

Type of business low level
Fried food - lamb flaps and
sausage

Average
hourly
net median

Net income
as a % of
gross
income

Total
N

% of total
business
high level

1140

299

4.53

26%

21

7%

6000

1800

19.93

30%

3

1%

180

80

1.67

44%

1

0%

Selling bakery products

900

308.5

6.80

34%

4

1%

Sells betel nut and cigarettes

690

298.5

4.42

43%

88

28%

Sells beverages - soft drinks
Sells chicken related
products

900

448.5

7.28

50%

26

8%

500

247

4.10

49%

13

4%

Sells clothes

725

249.5

5.20

34%

20

6%

Sells clothes - footwear
Sells cold water, juice & ice
blocks

650

279

3.48

43%

11

3%

400

164

2.76

41%

13

4%

Sells cooked food

550

414

9.50

75%

15

5%

Sells fish

350

130

2.65

37%

1

0%

Sells Flour balls and scones

275

148

3.13

54%

3

1%

Sells hot coffee/ tea

550

235.335

11.89

43%

2

1%

Sells ice cream
Sells mobile telephone "topup" cards - flex cards
Sells vegetables and fruits garden food

580

117

1.90

20%

2

1%

2400

700

11.11

29%

13

4%

875

450

8.33

51%

21

7%

Trade store goods

1350

524

7.71

39%

58

18%

450

300

5.63

67%

7

6%

300

-1

-0.02

0%

1

1%

Sells clothes

Service
provider

Average
weekly
net Median

Sell Liquor (beer)
Selling at IntersectionsSelling radios

Sells betel nut and cigarettes
Sells chicken related
products
Sale of
home made
products

Average
weekly
gross Median

1000

410

6.21

41%

5

4%

Sells clothes - home sewn

525

221.5

4.10

42%

8

7%

Sells cooked food

345

262.5

5.14

76%

10

8%

Sells crafts

240

109

2.60

45%

13

11%

Sells firewood

225

84

1.34

37%

4

3%

Sells fish
Sells vegetables and fruits garden food

255

250

7.43

98%

2

2%

300

248

5.17

83%

71

59%

Car wash
Mend broken shoes and
polish shoes

210

150

3.13

71%

5

18%

435

315

5.42

72%

2

7%

Money lending

100

100

2.23

100%

6

21%

Provide taxi service

2900

2175

23.21

75%

2

7%

Rental - rent accommodation
Selling at IntersectionsSelling CDs

262.5

162

3.64

62%

2

7%
4%

420

120

2.14

29%

1

Showing movies

350

-36

-0.47

-10%

1

4%

Transport - PMV and bus

100

100

1.79

100%

9

32%

Grappling afresh with labour resource challenges in PNG │283

14 – Results of the unregulated sector survey
This chapter provides an overview of the findings from our unregulated sector survey. Given
the limited data collected for this sector it is limited to a basic overview of the data set and
key income statistics. The chapter has two purposes:


to provide an overview of the findings of our study, and



to examine how wages and incomes differ across age groups and by sex.

The unregulated sector
A troubling aspect of the labour market in Papua New Guinea is the presence of illegal
immigrants or immigrants who by corrupt means have gained work permits and immigration
visas. Anecdotal evidence of low-skilled migrant employees displacing indigenous contract
employment during the ExxonMobil LNG project construction phase are an example. More
visible are urban construction projects by Chinese firms where the site language is Chinese
and there is minimal presence of Papua New Guinean workers. Another visible area of
illegal immigration and/or corrupt obtaining of work permits and visas is seen in the low end
of retail marketing which operates largely outside of labour law regulations – hence the term
“unregulated sector”.
For much of the period of Australian administration in Papua New Guinea there was a big
Chinese presence at the low end of retailing. By the time of Independence, those
entrepreneurs had largely moved into more sophisticated retailing and the low end of
retailing – often termed “trade stores” – was dominated by indigenous entrepreneurs. This is
no longer the case, and Asians, particularly Chinese, now again dominate the low end of
retailing, even expanding into rural areas. The reasons for this are complex and are not
simply direct market competition. The viability of small indigenous businesses in Papua New
Guinea is often sapped by the demands of wantoks, with the result that indigenous business
owners may find it more viable to rely on rental income by renting their properties to lowskilled foreign operators. One now encounters considerable antipathy in Papua New
Guinean society toward “Asians”, who are most visible and of expanding dominance at the
low end of shop retailing and shop food bar selling. These stores are unsophisticated
operations run by persons of limited English competence and with scant formal financial
records. Typically an Asian sits at the cash point near the entry, while the indigenous
employees do the talking in Tok Ples, Tok Pisin and English.1 Those familiar with Papua

1

The indigenous employees are not ethnically “Asian” they are Melanesian.
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New Guinea will readily identify this scene and it is from this scene that we draw our
unregulated statistics.

Overview of the unregulated data set
This section presents an overview of the unregulated data set. It is important to have an
understanding of key aspects of the data set in order to place presented statistics in context.
Figure 14.1 – Histogram of unregulated sector average gross fortnightly wages for all
respondents (nominal 2014 Kina)
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Figure 14.2– Histogram of unregulated sector average gross hourly wages for all
respondents (nominal 2014 Kina)
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Figures 14.1 and 14.2 present histograms of the average gross fortnightly and gross hourly
wages in the unregulated sector. It is highly unlikely that employees in the unregulated
sector pay income tax and only one person out of 623 received superannuation
contributions. For these reasons it is probably best to read these figures as “net wages”. As
can be seen from the histograms, the distribution more closely resembles the “normal
distribution” than any other sector. If anything the descriptive statistics indicate a slight
negative skew with the arithmetic mean hourly wage being below the median wage. Relative
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to other sectors, the most striking finding is the very low wages that dominate the sector.
These differences are discussed in more detail in the wages section below.

Overview of the unregulated sector responses
Data were collected from 46 separate businesses for a total of 623 unregulated employees.
Although unregulated businesses operate throughout Papua New Guinea, data were
collected for two provinces only: the NCD (276/ 46%) and Morobe – Lae (347/ 54%). The
survey was restricted to these areas due to ease of access for our survey team. It is unlikely
that the wage data for other urban centres are significantly different than that presented for
these major towns.
Conduct of the survey
The survey was conducted using a simplified one-page survey that requested basic
demographic and wage data (see Annex 1 to the study). It was designed in English and
translated into Tok Pisin for delivery. Because it was impractical to survey employees at their
place of work, respondents were not randomly selected. Instead most respondents were
selected opportunistically as they moved to or from work or whilst they were at their home.
Surveys were delivered by research assistants in Tok Pisin.
Age and sex distributions
Figure 14.3 and Table 14.1 indicate that females dominated the responses (69%).
Figure 14.3– Unregulated sex division

Table 14.1 – Unregulated sector sex

division with ages
31%
Age
Sex

Female
Male

69%

Mean
Female
21
Male
26

Median
20
25

Range
29
34

Min Max
16
45
15
49
Grand Total

Total
N
427
196
623

In contrast to all other sectors, Figure 14.4 and Figure 14.5 indicate that a significant number
of respondents were in the “Youth” category. This is particularly so for females who had a
lower median (20) and mode age (19) than their male counterparts. These findings are in
contrast to all other sectors and are in keeping with our previous findings that youth with low
skills find it hard to enter the formal labour market.
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Figure 14.4 – Unregulated sector cumulative
age distribution

Figure 14.5 – Unregulated sector age
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Hours of work
Hours of work were consistent across sexes and provinces with a median working week of
53 hours ranging from a minimum of 40 hours to a maximum of 87 hours. The long hours are
characteristic of the basic retail services provided by unregulated enterprises.
Non-wage benefits
Table 14.2 indicates that the majority of employees do not receive non-wage benefits. Only
one respondent received superannuation and < 1% received a lift to work. We were
surprised to see that 36% received annual leave. The survey did not specify if this was paid
leave or the duration of the leave period. We suspect that if paid leave is provided it would
be for a very limited period.
Table 14.2 – Provision of non-wage benefits in the unregulated sector
Question
Do employees receive Superannuation? (Y/N)
Do employees receive annual leave? (Y/N)
Do employees receive free lift to work? (Y/N)

Y/N

Total
response

%

N

622

100%

Y

1

0%

N

396

64%

Y

227

36%

N

617

99%

Y

6

1%

Unregulated sector wages
Table 14.3 indicates that the median gross hourly income for unregulated employees is 2.22
Kina. This is significantly lower than all other sectors (< half of any other sector). The
distribution of wages is also much narrower as shown by the standard deviation and the
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limited range. The arithmetic average of 2.18 Kina per hour indicates a slight negative skew
in the distribution.
Table 14.3 – Average gross hourly wages in the unregulated sector - July 2014 (nominal Kina)
Sector
Private - Unregulated
employee

Mean

Median

Mode

Standard
Deviation

Range

Min

Max

Total N

2.18

2.22

2.00

0.5

4

1

5

623

Cumulative average net incomes
Figure 14.6 presents cumulative average gross hourly incomes for the unregulated sector.
As can be seen from the graph, the distribution of wages is much narrower in the
unregulated sector than other sectors (an overall range of 4 Kina). The survey focused on
employees and provides no data for employers, who are expected to have much larger
incomes.
Figure 14.6 – Cumulative distribution of unregulated sector gross hourly wages –
July 2014 (nominal Kina)
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Income differences by job type and sex
Table 14.4 indicates that, on average, males receive higher wages than females in the
unregulated sector.
Table 14.4 – Gross hourly incomes by sex
Sex

Mean

Median

Mode

Standard
Deviation

Range

Min

Max

Total N

Female

2.12

2.16

2

0.45

3.5

1

4.5

427

Male

2.30

2.26

2.22

0.49

3.2

0.8

4

196

Grand total

623
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Nevertheless, Table 14.5 indicates that these summary statistics are somewhat deceptive
because females actually earn higher incomes than males for a number of job types. This
suggests that the differences in wages reflect things other than sex or, more likely, are
influenced by both sex and other factors (such as age and experience). Given the survey
was conducted quantitatively there is insufficient additional data to conduct further analysis.
Table 14.5 – Gross hourly incomes by job type and sex
Mean

Median

Mode

Standard
Deviation

Range

Min

F

3.12

3.12

3.12

0.0

0

3.1

3.12

M

2.51

2.33

3.12

0.6

1.46

1.7

3.12

7

F

2.22

2.22

2.50

0.5

1.89

1.4

3.3

128

M

2.74

2.74

1.88

1.2

1.72

1.9

3.6

2

F

2.33

2.43

2.50

0.5

1.61

1.5

3.12

6

Job Description

Sex

Baker
Cashier
Cleaner

Total
N

Max

2

M

2.21

2.26

1.88

0.3

0.62

1.9

2.5

3

Driver

M

2.96

3.00

3.00

0.3

1.1

2.5

3.6

11

Handyman

M

2.85

2.85

2.60

0.4

0.5

2.6

3.1

2

Packer

F

2.28

2.26

2.00

0.5

1.71

1.4

3.12

11

M

2.21

2.22

2.22

0.4

1.62

1.5

3.12

37

Security

M

2.31

2.30

2.50

0.5

2.7

0.8

3.5

59

Shop Assistant

F

2.05

2.00

2.00

0.4

2.12

1

3.12

279

M

2.22

2.22

2.16

0.6

2.59

1.4

4

49

F

4.50

4.50

4.50

0

4.5

4.5

1

M

2.40

2.40

1.80

0.8

1.2

1.8

3

2

M

2.15

2.22

2.22

0.3

1.36

1.4

2.77

24

Shop Supervisor
Store Room Clerk

Grand total

623

Job satisfaction
Given that unregulated employees tend to work longer hours than formal sector workers and
for lower levels of pay, we expected that they would have relatively low levels of job
satisfaction. Nevertheless, the responses to our question regarding whether employees
liked or disliked their job varied. 63% of respondents (392) did not like working at their place
of work. Table 14.6 indicates that for these responses the main problems were the length of
work, low levels of pay and the strictness of the work routine. In contrast for the 37% or
employees who answered “Yes” to the question, the major explanation was that “At least it is
a paid job”. This phrase is taken from the respondents and reflects both the reality that the
employees find it hard to find formal work, but also suggests that they may be able to
conduct lots of work in the informal sector but without any monetary recompense. The need
to provide income to support their immediate family again ranks as a significant motivation
for seeking employment. This is not surprising but needs to be stated because it potentially
speaks toward problems of “prices” in the economy and not necessarily “incomes”.
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Table 14.6 – Reasons for enjoying or not enjoying work
Reason for enjoying or not enjoying work

% of total
response

Total N

Positive

29%

At least it’s a paid job

109

17%

16

3%

Company helps with personal needs

4

1%

Employers are friendly

3

0%

I like listening to the music in the store whilst I work

4

1%

Close to home

Need money to support family

47

Negative

8%
62%

Employers are very strict

90

14%

I am not provided a work break

70

11%

No changes in pay/ wage rate

3

0%

There are no benefits given
Too much work and too little pay

4

1%

218

35%

Summary

9%

Other

14

2%

No response

41

7%

Grand Total

623

Summary
This chapter presented the results of the unregulated sector survey. It began with a general
overview of the unregulated sector data set and then went on to provide a summary of the
general demographic and wage characteristics of the survey sample. It is important to reemphasise that our unregulated sector survey was not conducted randomly and should not
be used to make inferences about the wider population. That said, we believe the results are
likely to be indicative and the main inference for policy makers is that Papua New Guineans,
particularly young females, are willing to offer their labour for wages and work hours outside
of government regulations. The finding is consistent with our view that minimum wage
regulations are best to target adult persons (in the ≥21-years sense). Some such flexibility is
necessary if Papua New Guinea is to increase the level of youth employment across all
sectors.
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15 – Incomes in the subsistence sector
This chapter provides an overview of incomes in the subsistence sector in Papua New
Guinea. Subsistence remains the predominant lifestyle in Papua New Guinea but, in
practice, it receives the least attention in terms of public policy. In part this reflects a
common, although unstated view, that development is anything but “subsistence”. This is
strange, because the subsistence sector is Papua New Guinea, and the other sectors are
“overlay” on customary economy and society. An understanding of the subsistence sector is
essential for understanding concepts of “development” in Papua New Guinea and the means
for enhancing the welfare of the majority of Papua New Guineans.
In this chapter we attempt to provide an overview of incomes in the subsistence sector.
Originally we entitled this chapter “the economy of customary society”, but that topic is
simply too large to be dealt with in one chapter or even one volume. Therefore, we focus on
incomes, particularly cash incomes, which are largely used to supplement subsistence crops
and to enable participation with the cash economy at the margin or to fulfil customary
obligations. Readers with even a basic familiarity with Papua New Guinea will note that the
chosen subject is vast and fragmented. From the outset we admit that our presentation is
limited but we make it because a study of labour resource use in Papua New Guinea must
address the majority of its people. The chapter has two purposes:


to provide an overview of cash incomes in the subsistence sector, and



to provide an overview of factors that inhibit and promote cash incomes in the
subsistence sector.

Labour research for the greater part of the nation
The 2011 Census (NSO 2014) records that Papua New Guinea’s subsistence sector
comprises approximately 88% of its people. There are significant differences across this
sector in terms of structure and incomes as well as access to modern market goods and
services. Heavily dated and patchy data, as well as significant spatial variation across the
country, makes it is impractical to provide a detailed overview of this sector. That said, some
framing comments are necessary in order to provide context to our presentation.


Land and lineage. The lifecycle and economy of the subsistence sector is based on
and tied to land holdings which themselves are tied to lineage structures and
identities. These land and lineage links provide social identity to individual
subsistence societies and structure social and economic life. Land holdings are not
uniformly distributed across Papua New Guinea’s subsistence societies in terms of
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size, productive capacity and proximity to government services and the monetised
economy. Variations in land holdings are the primary factor that produces differences
in subsistence incomes across regions.


Household incomes. Subsistence incomes are household incomes. As presented in
Chapter 6, household incomes include wages, cash incomes, subsistence incomes,
remittances and government transfers (health care, education and other public
services). Subsistence households vary widely in terms of access to each income
stream and the capacity to access income streams – especially wages and
government transfers. We do not have data to present relating to each income
stream, so for the majority of our analysis in this chapter we focus on incomes from
cash cropping.



Household wealth. Subsistence societies reflect the significant social and economic
change that has occurred in Papua New Guinea over the last 80 years. It is unlikely
that many societies are isolated from the wider monetary economy, but the monetary
economy is not the dominant economy or economic conception in subsistence
societies. Household monetary wealth may be measurable in cash and tangible
assets (such as land and pigs), but conceptually it is more often measured in
customary considerations of prestige and reciprocity. The “gift economy” as
presented in Chapter 2 shapes social and economic interactions. It provides structure
to daily life and underpins resource valuation and conceptions of appropriate
resource use. The influences of the “gift economy” on labour supply are complicated
and need local analysis, but the conceptions are fundamental to assessing labour
resource use in subsistence societies. They are also essential for making sense of
household income flows and monetary wealth stocks.



Geography and location. There is huge variation across the physical geography of
the subsistence sector. The most obvious differentiation is between coastal and noncoastal people but even within small scale regions there can be significant variation
between geographies and access to natural resources such as streams, forests and
productive agricultural circumstances. Proximity to a mine site or estate agriculture
has obvious effects on incomes in the subsistence sector, but these effects are not
always positive in promoting or increasing “net” household monetary wealth.
Similarly, proximity to government services or road networks creates differences in
household income and general willingness to engage in the monetary economy.
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Sex. Subsistence societies allocate different productive and distributive roles to
males and females. Access to cash incomes differs across sexes in subsistence
societies and this access also affects the right to distribute cash incomes and basic
motivations for earning cash incomes. Recent research (Curry and Koczberski 2009,
Blackden and Makambo 2014) has investigated this issue in some detail and we do
not reproduce it. The general practice is that males fulfil the productive and
distributive roles that afford access to the largest cash incomes.



Culture. Culture as a concept is regularly too broadly applied to be of value to policy
analysis. Nevertheless, there are cultural differences between customary societies in
Papua New Guinea and these differences affect their desire to access cash incomes.
These differences are most obvious in the different roles fulfilled by highlanders and
non-highlanders in informal businesses throughout Papua New Guinea and the more
obvious role that highlanders play in entrepreneurial activities, including politics. Our
survey of the informal sector was not randomly selected, but it reveals that 66% of
informal business sector owners identified their ethnicity as a “Highlander”. Even in
coastal towns, highlanders are prominent in informal businesses. That said, within
regions that share a similar culture, there remain divisions between groups and
households in terms of their level of interest in monetary income. In many cases,
these interests are family based, with different families in the same village having
very different levels of interest in the cash economy. We use the term “interest”
because many subsistence households only participate in the cash economy when
they need to. Historically, this has often been to pay school fees, but this may change
as government policy changes. Traditional obligations (marriages and funerals) have
increasing demands for cash, but these are sporadic not consistent demands. Many
subsistence households are able to meet their basic needs without recourse to the
cash economy. This does not mean they are wealthy in monetary terms, many live
very meagre lives, it simply means that there is not a widespread need for cash
income in the subsistence economy [“need”, as distinct from “want” or “desire”]. In
part this “need” is dialectic, in many areas there is a very limited cash economy
because local circumstances make formal and informal businesses non-viable. The
need for cash would most likely increase should access to desirable market goods
and services increase. The very favourable response of the people of the Western
province to the Digicel network and their associated increased supply of labour for
cash incomes to pay to access the network is indicative.
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In summary, in the subsistence sector labour is exchanged for cash (either directly as labour
services or indirectly as products for sale) primarily at the margin and when the household
has a need for cash.

Capacity for subsistence agriculture
The vast majority of subsistence households rely on agriculture for subsistence production
and for gaining cash incomes. A fundamental constraint on subsistence income, therefore, is
the capacity of land holdings to produce agriculture and, thereafter, for that agricultural
produce to be exchanged for cash. In this section we present some of the variation in the
capacity of different regions in Papua New Guinea to produce agricultural surpluses. Such
analysis is highly problematic because geographies do not determine productive capacities
and levels of income. Geographical constraints can be overcome through technical
adaptation or made irrelevant by changes in productive focus. Nevertheless, in subsistence
economies they are a good indication and good indications are sufficient to highlight our key
point: subsistence incomes vary widely across regions and households in Papua New
Guinea. The section draws heavily from Bourke and Harwood (2009), Food and Agriculture
in Papua New Guinea, which is comprehensive and a credit to its contributing authors.
Through assessment of altitude, flooding, slope, soil type, annual rainfall and light (day
length and cloud cover) Bourke and Harwood (2009:102) produce a high level map of land
quality in Papua New Guinea (see Figure 15.1). Although the overview is tied to the capacity
of land to grow sweet potatoes, the general impression that there are significant variations in
the capacities of different regions and sub-regions to grow agricultural crops is consistent
across all crops. Figure 15.1 reproduces the map, which should be interpreted as capacity to
grow sweet potatoes.
Figure 15.1 indicates that land quality varies significantly throughout Papua New Guinea.
Approximately 70% of the total land area is of low or very low quality and only 7% is of high
or very high potential. Bourke and Harwood (2009:103) estimate that 80% of the population
occupy land of moderate or lower potential and 20% of high or very high quality.
Nevertheless, people are not evenly distributed over different land types, population
densities for high and very high quality land are 4-8 times those on poor quality land
(2009:103). As also seen from Figure 15.1, within provinces and regions there are significant
variations in land quality. Using figures from the 2000 Census, Bourke and Harwood
(2009:104) estimate that the Western Highlands Province and East New Britain Province
have the highest proportion of their population living on very high quality land. In contrast,
Western Province, Gulf Province, Enga Province, Manus Province, Central Province and the
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National Capital District have the highest proportion of their population living on low and very
low quality land. It is important to note that these land stocks do not necessarily determine
income stocks. For example, as will be shown in a later section, there are large variations in
incomes earned in East New Britain and, until recently, Western Province received royalty
incomes from Ok Tedi.
Figure 15.1 – Land quality in Papua New Guinea 1

Proximity to government services, markets and roads
In a chapter entitled “Access to markets and services” Bourke and Harwood (2009 118-120)
present an overview of the proximity of the Papua New Guinean population to markets and
government services. For a number of reasons, we are sceptical of this analysis. First, there
are such huge variations in village “access” over time and throughout the year due to
changes in climate or the security situation as to make the concept highly misleading. An
adult male may well be able to walk for two days to reach a town, a child is unlikely to be
able to do so, a woman is unlikely to walk by herself over long distances. Secondly, as
indicated in Howes et al (2014), there is huge variation in both the availability and quality of
government services across Papua New Guinea. It is extremely common to arrive at a
government service centre that is unstaffed, un-resourced and un-interested. These points
made, it is useful to highlight that there are vast differences in the basic ability of different
1

Reproduced from Bourke and Harwood (2009:102).
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subsistence households to access government services and markets. Such differences
affect household incomes (in terms of receiving a government services) and in terms of the
price received for cash crops (prices paid to cash-croppers reduce the further the producer is
from a market aggregation centre). A crude but effective means of representing access to
markets and government services is through Papua New Guinea’s road network as depicted
in Figure 15.2.
Figure 15.2 – Road networks in Papua New Guinea 2

Bourke and Harwood (2009:478) estimate that 53% of the population live within 5 km of a
national road and 31% live ≥ 15 km from a national road. This statistic is based on straight
line distances (that is, it does not take into account local terrain) and says little about the
quality of the road and accessibility of the road in terms of vehicle type required, seasonal
changes and security. Nevertheless, the figure and percentage estimates are telling: the
simple capacity to access government services and markets differs widely across regions
and within provinces. This theme of differentiation is consistent across the subsistence
sector and results in fluctuations in incomes and labour supply across and within regions and
provinces, villages and households. Explaining these differences is complex as it involves an
understanding of the interplay of multiple considerations over time including the local
environment, access to local markets, weather patterns, social and political considerations
and fluctuations in price. We are not in a position to unravel such factors, except to say that
considerations are local and need local explanation.

2

Reproduced from Bourke and Harwood (2009:479).
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Sources of cash incomes in the subsistence sector
Whilst the sale of agriculture products is the largest source of income in the subsistence
sector, there are a number of other key sources of cash income. We are unable to provide
estimates of cash incomes for these income sources, but list them to show that income
sources extend beyond agriculture and can account for the majority of incomes in certain
regions of the country. Key additional sources of cash incomes are as follows:


Transport businesses – both vehicle and boat based, primarily for passenger
transport although passengers often bring significant quantities of cargo.



Middlemen trading – especially for the collection of cash crops (coffee/cocoa) from
regional areas and their transport to main market aggregation centres.



Piece rate labour – provided seasonally for rural enterprises (agricultural, logging
and mining).



Royalties and compensation payments – especially from mineral and hydrocarbon
projects and forestry projects (the latter vary significantly in quality and provisioning).



Alluvial mining – especially of gold.



Trade store operations – village level sales of processed food.



Livestock sales – especially of cattle and poultry.



Crime and prostitution – we have previously explained that theft is better
considered as a transfer than a productive activity, but it would be misleading to
leave out the role of crime and prostitution as a source of income in the subsistence
sector. The practices are generally not prevalent within villages, but at the interface
between the subsistence sector and the market sector the practices are widespread.
We include here the sale of drugs (especially marijuana) which is a major source of
income for rural villagers in certain provinces.



Fishing – especially in coastal regions and lowland provinces.



Wood – especially firewood but also more specialised timbers.

Incomes in the subsistence sector – from agricultural production
As explained above, we have insufficient data to present aggregate household income flows
from wages, cash incomes, subsistence incomes, remittances and government transfers
(health care, education and other public services). The HIES 2009/10 did collect much of this
data, but the task of compiling and presenting that data is beyond the scope of this study.
Instead, we focus on cash incomes derived from agricultural production.
Bourke and Harwood (2009) present estimates for cash incomes in the rural sector. These
estimates are derived from surveys conducted as part of the Mapping Agricultural Systems
of Papua New Guinea Project (MASP). The MASP was carried out by the Land Management
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Group in the Department of Human Geography, Research School of Pacific and Asian
Studies a the Australian National University. Data were collected in the early to mid-1990s
and were standardised in 1998 (Bourke and Harwood 2009:xxiv). These estimates were also
used by Hanson et al (2001) to provide detailed income estimates at the district level. Given
that aggregated data for the subsistence sector are extremely rare in Papua New Guinea,
we rely heavily on Bourke and Harwood in the following section, supplementing it with more
recent research where possible. The reader should bear in mind that the data are likely to be
close to 20-25 years old so there may be large variations from presented data and current
experience.

Sources of agricultural incomes
Figure 15.3 presents an estimate of how many people in the rural population receive cash
income from different types of agricultural activities. The income estimate is based on
research from 1990-1995 and the population estimate is made for 1995 on the basis of the
2000 Census. We have not attempted to adjust figures because we suspect that the general
trend has not significantly changed – the sale of fresh food is the primary source of
agricultural cash income for the majority of the subsistence sector. Thereafter, Arabica
coffee followed by betel nut and betel pepper provide income to the most people. Of all
sources of cash crop incomes, Arabica coffee provided the highest aggregate source of
income.
Figure 15.3 – Estimate rural population who receive cash income from agricultural
activities 1990-1995 3

3

Reproduced from Bourke and Harwood (2009:287).
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Based on the MASP, Bourke and Harwood (2009:289) present estimates of annual cash
incomes for the rural population from agricultural activities. The estimates are presented in
income brackets and are based on incomes per person, not household or person of working
age. Population figures are again provided for 1990 but extrapolated from 2000 Census
data. Table 15.1 presents an updated version of this table using a crude conversion of
income estimates to 2014 Kina terms. We have assumed that the percentage of the
subsistence population within each income bracket has not changed. The figures are
presented in nominal terms and we have not made an assessment of the purchasing power
of individual income brackets. Bourke and Harwood do not state an estimate of the base
year for the presented Kina values, so we have assumed 1995.
Table 15.1 – Estimates annual cash income for the rural population from agricultural
activities

Income class
(kina/person/year)
1995 nominal Kina

Proportion of
total rural
population
(%)

Cumulative
proportion of
total rural
population (%)

Income class
in 2014
nominal Kina

0-20

37

37

0-80

21-50

27.1

64.1

81-200

51-100

9.4

73.5

201-401

101-150

8.1

81.6

402-601

151-200

14.9

96.5

602-801

201-300

3.5

100

802-1,202

We feel this table is a very effective way to present income and GDP figures in Papua New
Guinea. It can be clearly seen that the majority of people in the subsistence sector (> 60%)
earn less than 200 Kina annually (nominal 2014 terms) from the sale of agricultural activities.
There are, of course, significant spatial differences in cash incomes but we do not have
sufficient data to present these differences. Nevertheless, Bourke and Harwood (2009:288)
summarise the situation neatly:
The places where rural cash incomes are low are characterised by poor agricultural
environments, with excessive rainfall, steep slopes, areas of inundation and soils of low fertility.
Road access is also poor or non-existent and access to markets and services is poor.

Relative to the urban sector, subsistence households have very low cash earnings.
Extrapolating (very crudely) using a median subsistence household size of five people
(based on our HIES 2009/10 calculations) we estimate that the majority of households do
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not earn more than 1000 Kina annually from the sale of agricultural produce.4 This is
extremely crude. But, in perspective terms, even this crude estimate places these
households as earning one fifth of the annual median income of an employee in the
unregulated sector. Such comparisons are not overly useful because the living costs of the
subsistence sector are vastly different from those of the urban populations. Nevertheless,
even assuming that other sources of income double the level of cash income in the
subsistence households, it can be seen that the level of cash income in subsistence
households is vastly different to urban populations. These estimates are supported by the
HIES 2009/10 survey data.
In this section we present our analysis of HIES 2009/10 survey data for household
businesses. We have had to make a number of assumptions to generate this analysis,
including normalising responses across different types of household business. Part of the
normalisation process involved assigning high level categories such as “agricultural” and
“non-agricultural”. In addition, we needed to make some assumptions about the type of
activity: formal, informal or subsistence. These assumptions were necessary because there
were very large differences in the type of business completed by households and the
revenues received by households. We believe that some of the “household businesses”
were in fact formal businesses. This belief stems from some of the “household” businesses
having annual revenues in excess of 5 million Kina and that these “household” businesses
indicated that they paid substantial sums of company tax. We also categorise “middlemen”
such as coffee and cocoa buyers as informal businesses and not subsistence producers.
These categories are somewhat arbitrary but without some assumptions we feel the
presented data would be misleading. Given the manner in which the HIES 2009/10 survey
data is stored, it is not a trivial task to join household income to sex, age, hours of work and
location data. We have not conducted this work and just assume that people involved in
growing crops are rural based. The presented totals are all annual figures.
On the basis of our assumptions, we estimate that approximately 13% (522) of all surveyed
households had some form of household business. Of these 64% (335) were related to
agriculture. The estimated median net earnings for agricultural businesses (470 Kina) were
significantly lower than non-agricultural businesses (1100 Kina). Nevertheless, we expect
many non-agricultural businesses are better categorised as informal urban businesses.
Table 15.2 outlines the significant variation in costs, revenues and net earnings in the
4

Bonney, Morun and Muscate (2012:20) cite a study by Vinning and Kavanamur (2008) in which they estimate
fresh produce smallholders in the Western Highlands Province, Eastern Highlands Province and Central
Province earning annual gross incomes over the range 4,000-10,000 Kina. We suspect these are probably more
correctly termed informal businesses, rather than small holder subsistence producers.
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responses categorised as “household businesses”. We expect there are a number of errors
in data entry in this process because some of the figures are very difficult to explain,
especially the very large negative net earnings.
Table 15.3 presents earnings for household businesses in the agricultural sector. We
defined the agricultural sector broadly to include neighbouring industries such as forestry as
well as formal and informal businesses that are part of the agricultural supply chain (such as
roadside buyers and exporters). From the table it can be seen that there is significant
variation across the formal, informal and subsistence sectors in terms of net earnings. Even
within the subsistence sector there are clear variations in net earnings across different crop
types.
Table 15.2 – Estimated annual costs, revenues and net earnings for household
businesses – 2009/10 nominal Kina
Net earnings

Median

Min

Range

Median

Min

Range

Median

Min

Range

Total
N

Agriculture

Total Revenues

Formal

128,216

104,332

47,768

595,600

291,200

608,800

467,384

186,868

561,032

2

Informal

15,950

2,950

54,150

18,500

0

156,000

7,525

-26,300

125,200

10

20

0

37,100

500

0

96,000

466

323

Formal

88,800

7,650

2,512,350

121,800

0

8,500,000

27,825

-29,900
286,000

92,140

NonAgricultural

Total costs

6,266,000

21

Informal

2,170

0

385,500

3,425

0

643,000

1,040

179,984

437,484

152

73

0

1,500

605

170

4,430

553

40

4,480
Grand
total

14

Subsistence

Subsistence

522

As presented in Table 15.3, cocoa and coffee farmers have the largest samples and present
median net earnings of 412 Kina and 314 Kina respectively. The oil palm net median
earnings of 13,000 Kina is much larger but is also based on a much smaller sample. This
median does not accord with our own research findings for oil palm small holders as is
presented below. We suspect that these differences are explained by the different data sets
being collected from different provinces and differences in the overall size of the “small
holder” plantations across the samples. Some of the HIES 2009/10 respondents are likely to
have large areas under crop, far greater than the 2 hectares which is characteristic of the
small holders in the plantation from which our data are drawn. The reader should also note
the very large ranges for each crop type. We expect that such variation reflects in-correctly
classified enterprises. By this we mean the business is a formal or informal enterprise not a
subsistence small holder.
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These explanations made, 95% of all subsistence agricultural businesses surveyed in the
HIES 2009/10 had net annual earnings of less than 1000 Kina. These figures are measured
in 2010 nominal Kina terms but even when reflated only negligibly exceed our 1000 Kina
estimate for annual subsistence household cash earnings from agriculture.
Table 15.3 – Estimated annual cash income for agricultural household businesses –
2009/10 nominal Kina

Informal

Formal

Total cost

Net earnings

Median

Min

Range

Median

Min

Range

Median

Min

Range

Total
N

Cocoa exporter

152,100

152,100

0

900,000

900,000

0

747,900

747,900

0

1

Wood trader

104,332

104,332

0

291,200

291,200

0

186,868

186,868

0

1

Betel nut buyer

11,412

3,024

16,776

16,600

16,200

800

5,188

-3,600

17,576

2

Cocoa buyer

15,550

5,300

20,500

29,500

29,000

1,000

13,950

4,200

19,500

2

Coffee buyer

30,000

2,950

54,150

8,000

0

156,000

5,050

-26,300

125,200

5

Wood trader

8,655

8,655

0

20,000

20,000

0

11,345

11,345

0

1

Agriculture general

12

0

200

500

0

7,300

500

0

7,100

21

Agriculture labourer

199

0

470

416

0

1,200

257

-43

963

8

0

0

75

1,500

360

2,140

1,500

285

2,215

7

Cocoa farmer

6

0

9,385

430

0

65,220

412

-215

56,050

106

Coffee farmer

20

0

37,100

360

0

96,000

314

-29,900

92,140

106

Copra farmer

309

0

500

1,147

270

1,530

767

270

1,270

7

Livestock farmer

409

0

5,992

1,504

0

8,400

850

-4,484

7,603

20

Oil Palm farmer

655

0

15,600

14,700

0

48,000

13,066

0

37,200

26

5

4

2

415

250

330

410

246

328

2

200

0

400

1,250

0

2,500

1,050

0

2,100

2

0

0

110

130

21

479

130

-11

511

13

87

0

242

525

90

1,910

404

76

1,764

4

750

750

0

3,000

3,000

0

2,250

2,250

0

Betel nut farmer

Subsistence

Total revenue

Peanut farmer
Rice farmer
Vanilla farmer
Vegetable farmer
Wood trader

Grand total

1

335

Data for oil palm small holders
Whilst we did not have widespread access to income data for all sectors, we were afforded
excellent access to production and income data for 850 small holder producers (80% male,
20% female) on one oil palm estate. We feel it is useful to present these data, as they
provide a general indication of returns to small holders and payback periods for small holder
oil palm investments. As depicted in Figure 15.4 there is a significant difference between
international commodity spot prices and the prices received by small holder farmers. This
difference largely reflects the price of collecting, transporting and transforming oil palm fruit
into marketable products.
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Figure 15.4 – International oil palm prices and small holder farm gate prices –
2012 (nominal United States Dollars (USD))
Price - United State Doollars (nominal)
2012)
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-

Date
Crude palm oil price per metric ton - USD

Palm kernel oil price per metric tone - USD

Palm product value of one metric ton of FFB - USD

Farm gate price for 1 metric ton of FFB - USD

Using price and production data it is possible to generate an estimate of annual incomes for
small holder farmers. In 2012 the median small holder maintained 2 hectares of crops and
had a median annual output per hectare just under nine tonnes of unprocessed fruit.
Assuming uniform distribution across small holders, a crude estimate of income per small
holder can be generated by multiplying average monthly output per hectare by the farm
grate price per metric ton of Fresh Fruit Bunch (FFB). Using these estimates, for the period
January-December 2012, we estimate an average annual income per smallholder of 4,580
Kina (nominal 2012 dollars). This annual income comprises significant fluctuation in monthly
income brought about by changes in prices and production levels – the range in income is
720 – 1270 Kina per month. This would indicate an initial investment pay off period in the
vicinity of 2.5-3 years for the average small holder.
In practice, small holder plantation sizes are not uniform with only 11% having greater than 3
hectares under crop. Also median crop yields are not uniform over years. For example, due
to weather patterns, the median small holder yield per hectare in 2013 was 7 tonnes.
Similarly, as seen in Figure 15.5, small holder yields are not uniform and annual yield per
hectare fluctuates significantly between small holders. Some of the fluctuation relates to the
age of the plantation but the vast majority is explained by small holder effort and
management practices. It is conceivable, therefore, that some small holders never pay off
their initial investment and that the plantation effectively loses its loan. The reader should
also note that the median small holder yield per hectare is less than minimum expected yield
per hectare for the plantation. This is a worrying sign, because if the oil palm plantation
sector were to decline, it can be expected that oil palm sector’s overall productivity will
decline.
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Cumulative %

Figure 15.5 – Cumulative distribution of oil palm small holder yield per hectare
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The plantation also offers a “Mama Lus Frut” scheme whereby the wives of plantation
workers collect the left over fruit from plantation pickings and have it processed by the mill.
Returns to the women participating in this scheme fluctuate with fluctuations in plantation
yields. In peak periods, women collect an average of 500 kg per month. In contrast, in low
periods they collect an average of 150 kg per month. This would equate to maximum
monthly incomes not exceeding 191 Kina in peak periods (47.5 Kina per week) and 30 Kina
per month in low periods. Again these are crude estimates, but they indicate that nominal
average weekly maximum returns are less than that recorded by Koczberski (2007), who
records an average weekly income of 49 Kina for a similar scheme (albeit in a different
plantation) in 2003. In real terms, the returns have decreased significantly.

Overview of key cash crops
Table 15.4 outlines the key cash crops in Papua New Guinea. We do not have data for fresh
food production or for betel nut production but these are very significant sources of cash
income for the subsistence sector and, therefore, are a serious omission. Table 15.4 shows
that the types of crops grown vary by region and that the production of certain crops is often
limited to specific provinces and, even then, specific areas of a province. In general, the
Western Highlands Province and the Eastern Highlands Province dominate coffee
production. That said, these summary figures can be misleading. Figure 15.6 indicates the
Coffee Industry Corporation’s estimate of bags of coffee production by province over the
period 2010-2012. As seen, whilst the Western Highlands Province and Eastern Highlands
Province dominate, 12 additional provinces have recorded coffee production over the period.
Of course the highlands provinces are, in general, producing Arabica coffee and the nonhighlands producers are producing Robusta coffee, which receives much lower market
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prices. For all other presented cash crops, East New Britain Province, West New Britain
Province, Madang Province and the Autonomous Region of Bougainville dominate.
Table 15.4 – Overview of key cash crops by production region and composition
Crop

Major provinces

The Western Highlands (42%) &
Eastern Highlands (38%)
provinces account for 80% of all
production. Thereafter, Morobe
and Simbu provinces are the
largest producers.
East New Britain (32%),
Autonomous Region of
Bougainville (North Solomons)
(32%) and East Sepik (18%)
account for 82% of all production.
Thereafter, Madang (8%) is the
largest producer.
Madang (44%) and East New
Britain (39%) provinces are the
largest producers of plantation
copra. Small holder production is
more evenly distributed with East
New Britain dominating (27%),
followed by West New Britain
(16%) and Madang (16%).
Based on 2007 figures, West New
Britain (67%) dominates
production followed by Oro (15%),
Milne Bay (12%) and New Ireland
(6%).

Coffee

Cocoa

Copra and Copra Oils

Oil Palm

Type and volume of production estimates

Based on Coffee Industry Corporation estimates, over the
period 2000-2012, 85% of all coffee was produced by
small holder producers, 10% by estate plantations and 5%
by block producers.5 Arabic and Robusta coffee are
produced with the later primarily being produced in
regions between sea level and 550 m.
Based on the Cocoa Board estimates, over the period
2000/01 - 2011/12, 91% of cocoa was produced by small
holder producers and 9% by plantation producers.

Small holder production dominates and, based on 1998
estimates, accounts for at least 80% of all production.

Bourke and Harwood (2009:334) estimate that the
plantation sector accounted for 66% of all production in
2007. It is expected that this share has increased since
this time.

Figure 15.6 – Bags of coffee produced per province 2000-2012 6
700,000

Bags produced

600,000
500,000
400,000
300,000
200,000
100,000
0
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

5

WHP

EHP

Simbu

Jiwaka

Hela

Morobe

East Sepik

Enga

SHP

Oro

Madang

Central

Gulf

Milne Bay

Year

Block and estate producers are distinguished by the size of land under production. A block is between 5-29
hectares and a plantation has 30 or more hectares under production (Bourke and Harwood (2009:307)). The
presented statistics are based on a data extract provided by the Coffee Industry Corporation Ltd to the
researchers.
6
Source: Coffee Industry Corporation Ltd.
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Flows of incomes over time
The summary statistics presented so far provide no indication of changes in incomes over
time and motivations for the subsistence sector to produce certain types of crops. Bourke
and Harwood (2009:411) argue that the most important influence on village cash crop
production is conceptions of “returns to labour”. “Returns to labour” refer to the amount of
income that growers receive relative to the labour effort they exert to produce a crop. Where
returns to labour decrease, for example where the world price falls, producers either switch
crops and/or stop production. The manner by which this occurs and how it plays out in lags
in production response are complicated. For example, certain regions of the country have
little choice regarding the crops they produce – the environment supports only a limited
number of crops. Where this occurs, villagers produce sufficient outputs to achieve their
“target income”. In contrast, where villagers are able to switch between crops or alternate
sources of income that provide higher returns to labour, they increase and decrease
production more readily in relation to relative prices. For new crops, there is often an initial
testing period during which small holders establish returns to labour. This initial period may
see small holders act outside of a “returns to labour” construct, but only until the returns to
labour are established (Bourke and Harwood (2009:412), Aipi, Irau and Aba (2012:11)).
Understandably, returns to labour computations are highly localised and often differ between
individuals in the same village. Moreover, it is highly likely that returns to labour change over
time as a result of fluctuations in prices, ageing of trees and changes in weather patterns
that affect the level of labour inputs required to harvest the crop. These changes relate in
temporal changes in perception of “returns to labour” over time. That said, Bourke and
Harwood (2009:412) posit that the rural minimum wage is often used as a benchmark for
determining minimum returns to labour (that is, one day of effort needs to provide a gross
return in excess of 26 Kina (8 hours x 3.2 Kina per hour in 2014 prices). They argue that
small holders compare crops in terms of aggregate labour inputs (in day terms) relative to
aggregate Kina earnings from that crop in order to determine a relative “Return per day of
effort”. This benchmark is used to compare which crops to produce and the overall
opportunity cost of deciding to produce at all. Table 15.5 presents gross “return per day of
effort” estimates for different cash crops in Papua New Guinea in both 2007 and 2014
nominal dollars.

Grappling afresh with labour resource challenges in PNG │306
Table 15.5 – Gross returns to labour inputs on selected crops 7
Return
(kina/person/day) 2007 nominal Kina

Return
(kina/person/day) 2014 nominal Kina

Irish potato

65

98

Oil Palm (fresh fruit bunch)

54

82

Sweet potato (tubers)

32

48

Cocoa (wet bean)

20

30

Arabic coffee (parchment)

18

27

Vanilla (cured bean)

12

18

Rubber (cup lump)

10

15

Coconut (copra)

10

15

Robusta coffee (parchment)

5

8

Rice (paddy)

5

8

Pyrethrum (dried flowers)

2

3

Crop

The estimates presented in Table 15.5 do not include wider cost of production (such as
fertiliser) and reflect only prevalent crop prices. Nevertheless, the general story of high
variation in returns to small holders across different crops remains true. In terms of
“minimum returns to labour” prices, it would appear that rewards to labour are only sufficient
for five crops: Irish potato, oil palm, sweet potato, cocoa and Arabica coffee. These
differences in “return”, of course, are not the full story because not every region of Papua
New Guinea is either capable of growing specific crops or, if they are capable, are not
necessarily able to bring that crop to a market. For example, oil palm small-holder cashcropping is available only in areas contiguous to an estate processing mill, and these are
restricted to coastal/insular locations in Papua New Guinea. Sweet potato and Arabica
coffee are basically confined to Highland locations not generally subject to frosts. Moreover
the presented returns are based on average yields. In practice, yields are not average
across small holders. Research by Omuru (2001) indicates that there is significant variation
in the per hectare yield of small holder cocoa growers (a range of 1400 kilograms per
hectare across 97 small holders). The distribution is positively skewed and this skewing
reflects levels of grower interest and their willingness to apply better farming techniques
(Omuru 2001:5).
Wider structural issues also affect estimated returns over time. Cocoa production has been
decimated by the cocoa-pod-borer, and its eradication requires labour-intensive attention to
trees and fruits, thus reducing per day earnings and the incentive for cultivation. In brief,
most of Papua New Guinea geographically does not have access to growing opportunities
7

Adapted from Bourke and Harwood (2009:412), Table 5.20.1. The figure for Irish Potato return has been
reduced from that presented in the original table. This reduction is based on a footnote in the original table
which indicates high yields are dependent on other inputs and these inputs affect net returns. The suggested
net returns stated in their footnote on p. 412 have been used in the table.
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for higher day-earnings crops, and effective access is diminishing as road access is
deteriorating, extension activity has diminished (it is basically no-longer-available outside
areas near agricultural estates), and produce aggregation for marketing has diminished
(reducing economies-of-scale in transport and marketing). The picture is one of overall
diminution of attractive opportunities for cash cropping and/or directing customary products
to markets.
We do not have data to prove our last statement regarding decreasing cash returns in the
subsistence sector. Nevertheless, our research in the estate agriculture sector suggests this
is the case. The regulatory minimum wage remains the norm for assessing piece-work and
per period (day or fortnight) pay rates and, in purchasing-power terms (that is, “real wages”),
these pay rates have been in secular decline (see Chapter 11). Yet during all our recent rural
estate fieldwork, only one manager recounted difficulty in recruiting labour. We have
elsewhere explained the notion of “reservation wage” that in practical terms means, “If your
monetary and in-kind remuneration package is not sufficiently favourable compared with
what is otherwise available, then you will not attract my market labour services.” The “what is
otherwise available” necessarily includes what is available in customary society settings.
This means that where floor market wages are falling in market purchasing-power terms
(usually called “real terms”), yet market labour services are still forthcoming from the
subsistence sector of the nation – then it tells you that things are not so favourable for
people in the subsistence sector.
This scenario is exacerbated by the fact that rural estate employment in important respects
is contracting. This is certainly true in the key Highland provinces of Eastern Highlands and
Western Highlands (now divided between Western Highlands and Jiwaka provinces). With
added emphasis this is true of key insular and coastal provinces where copra/cocoa estates
have declined (notably East New Britain). Against this, there has been substantial growth in
oil palm estate agriculture, especially in West New Britain and in Oro provinces. But in bigpicture terms, none of this growth has occurred in the last decade or two. New “greenfields”
oil palm estate agriculture has stalled, and the administrative stalling of lease-lease-back
arrangements under ministerial direction is sustaining this stalling. So, speaking in broadbrush terms, there is now less opportunity for rural estate wage employment generally, and
less opportunity for rural estate wage employment in areas contiguous to customary
economy and society or from customary areas with traditional migration patterns to rural
estate areas (such as Sepik provinces to New Britain provinces).
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Rural estate wage employment is for production of internationally-marketed products, and
rural estate producers consistently speak to small profit margins in Papua New Guinea
operations and of challenging international market competition for their products. Rural
estate enterprises necessarily have to reckon in terms of international commodity prices over
the price cycle, since during upward periods they make higher profits and during downward
periods they make lesser profits; while rural estate employees do not experience similar over
time fluctuations in their wage earnings. But where international commodity prices are in
secular decline (such as with copra), the narrative of thin profit margins becomes more
dominant, and the evidence of real declines in wage and non-wage benefits to employees of
marginal agricultural estates becomes more evident. It is in circumstances such as these
that it is all the more notable that rural estate managers generally report that they do not
have difficulty in labour recruitment. No doubt the decline in the reservation wage has been
affected by the significant rise in the rural population since the MASP survey (the population
has nearly doubled). This rise in population has increased the supply of low skilled labour in
circumstances where access to labour markets and produce cash markets has largely been
decreasing. In such circumstances, we expect the overall base of the “reservation wage” has
decreased.

Fluctuations in supply for reasons other than price
In Chapter 4 we examined “constraints to enterprise” and as part of that discussion we
examined general barriers to agricultural production. We will not repeat that analysis here.
Instead, we will focus on other factors that generate fluctuations in the supply of labour to
agricultural production in general. Whilst we believe that the supply of labour in the
subsistence sector is highly sensitive to price changes, we are not convinced that yield
calculation is a matter of precision. Labour inputs to subsistence production are not
consistent over time. They are subject to significant variations over crop lifecycles
(clearing/planting/maintaining). Moreover, average estimates of time spent on subsistence
production indicate that subsistence producers rarely spend eight hours per day tending
crops. McGavin (1991:26) provided a tabular summary of earlier anthropological studies
across various provinces on average garden hours per week for village agriculture, and
these typically were of the order of half or less than half historic standard regulatory hours for
wage employment in Papua New Guinea.8 Our calculations of the 2009/10 HIES indicate
that in the rural sector median weekly working hours were 8 and median working weeks
were 20. These estimates obviously vary by crop/ activity but they are scarcely comparable
to an employee in the formal agricultural sector.
8

The references cited were: Lea (1969), Waddell (1972), Wohlt (1978), Moulik (1973), Modjeska (1982),
Waddell and Krinks (1968), Hobgin (1964), and Pospisil (1963).
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It is also not clear that subsistence households divorce crop activities from social activities.
The desire to plant a cash crop and the desire to keep maintaining that crop are not
altogether “price-to-effort” calculations. It is not even clear that the final product is what
outsiders would determine as the “optimal level of production”. Many villagers establish cash
crops with a flurry of activity, and then end up accessing them irregularly. This has been
conceptualised as a distinction between a “farming” and “foraging” strategy (see Curry and
Koczberski 2009). Potentially, households are more interested in cash cropping
arrangements that afford them over time with a minimal income, rather than a maximised
income. Farming households everywhere make adjustments for risk-to-return calculations
and multiple irregular access crops may provide the best risk-adjusted return to the
household. The decisions of individual household members, of course, may be markedly
different.
Production that is not seen. It is notoriously difficult to model the economic decisionmaking of customary food production. For example, a seeming excess of sweet potato
production may not be perceived as an excess where in customary society there is
underway an expansion of the pig population in anticipation of a large customary feast; while
a similar excess of sweet potato production would be viewed differently after a feast where
there is a marked drop in pig population. Further, what produce is desired to be directed
away from the village and toward market placement will vary according to the circumstances
of “target” cash needs and often the need is more about “immediacy” of cash access than
the right quantity of cash. Where there are recognised outlays of one kind or another (such
as funeral outlays or, until recently, school fees), more produce and/or wage labour will be
directed towards market activity. In contrast, fears of sorcery or tribal attack can result in
widespread absences from small holder blocks, even when all other supply incentives are in
place.
Weather influences. The supply from the subsistence sector to the market sector does not
necessarily follow an observed relationship between product price and product quantity.
Burke et al (2009:417) explain this with reference to highland sweet potato: producers focus
firstly on total supply. Where supply is perceived as abundant, plantings diminish;
conversely, where supply is perceived as being lower than desired, plantings increase.
Although present abundance or otherwise affects market prices and decisions about whether
to bring produce to market (more is directed to market than to household consumption where
the price is higher), produce abundance or scarcity is most affected by rainfall variation at
critical times in the plant cycle. The result is that fluctuations in plantings and product output
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are mainly lagged effects of climatic variation and these lags play out over a period of years.
Prices follow the effects of climate induced changes in production.
Seasonality of production. Smallholder supply and returns are often also affected by
seasonal influences on the production of crops. Evidence from the oil palm small holder
section is indicative. Figure 15.7 shows smallholder production for small holders selling to a
major oil palm estate:

Figure 15.7 – Smallholder oil palm production for one plantation 2009-2013
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It is evident from the figure that there is a significant difference in production levels between
the first half of the calendar year and the second half of the calendar year. The estate
estimates that the difference is of the magnitude (62% to 38%) and that these differences
reflect seasonal and crop cycles – they have little to do with overall levels of smallholder
effort. In terms of returns to labour effort, there is significant variation across the years and it
is likely that the lower returns from August to December result in smallholders not tending to
crops. The result of which is obvious in the overgrown and largely abandoned smallholder
blocks on the edge of large estates – once the task of maintenance reaches a certain point,
blocks are effectively abandoned.
Election periods. On asking oil palm estates the major reason for declines in small holder
production they were largely unanimous in saying “elections”. These findings were also
supported by research conducted by Aipi, Irau and Aba (2012:11). We will not elaborate on
what we have previously said about the corruption of the election process in Papua New
Guinea but the process of public politicking and public presentation is undoubtedly highly
valued in Melanesia.
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Labour as an input. Aside from land, the primary constraint to increased agricultural
production is often surplus labour. Most small holder production is family production and
when children are in school, labour can be in short supply. This is especially so at harvest
time when small holders often need to hire labour. Nevertheless, small holders needing to
hire labour often face the same problems historically faced by plantations: fickleness of
supply at crucial times and high labour costs (relative to overall returns).
Management. Aipi, Irau and Aba (2012:17, 19) highlight smallholder’s lack of basic
management skills as a reason for significant fluctuations in supply. The factors cited include
poor financial management (returns are largely consumed on alcohol and gambling); poor
time management (smallholders fail to tend to blocks outside of harvest periods); and, a
failure to re-invest in crops and tools. To this can be added outdated production techniques,
especially in the cocoa sector, and a failure to focus on maximising returns through quality
rather than quantity of production. These factors are worrying because smallholders are
increasingly becoming the only producers of many cash crops in the country. Without
management skills, smallholder production yields and returns to labour will undoubtedly
decrease.

Interplay between the plantation and subsistence sector over time
Agricultural production occurs as part of a wider marketing system that connects producers
to consumers. Where parts of this system are poorly developed or non-existent, agricultural
production is either “unproductive” or, for the producer, purposeless. This sentiment is well
summarised in a smallholder response to researchers in wholesale fresh produce supply
chains in Papua New Guinea: “You ask me to plant vegetables, but where is the market?”
Recent research has investigated the issue of problems with the agricultural supply chain for
small holders in Papua New Guinea (see Bonney, Wornu and Muscat 2012). We do not
intend to regurgitate this research but we would like to tie it to wider changes in the nature of
agricultural production in Papua New Guinea – the decline of the plantation sector and the
increasing relative size of the small holder subsistence sector.
We have previously discussed that the subsistence sector is increasingly the largest
producer of cash crops in Papua New Guinea. The decline of the plantation sector is taken
up again in the next chapter but it is important to recognise the scale of this decline for
certain crop types and the impact that this decline is expected to have on the wider
subsistence agricultural supply chain. Figure 15.8 depicts levels of production in the coffee
sector for different types of producer over the period 2000-2012. It is clear from the figure
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that smallholders now dominate coffee production. In Chapter 8, we presented a similar
figure for the cocoa sector. The copra sector is similarly dominated by small holder
production. This is of significant concern because the plantation sector and the smallholder
sector are complements. They are not necessarily complements in crop production (where
they may appear to be substitutes), but they are complements at the level of the agricultural
system.
Figure 15.8 – Bags of coffee produced by producer type 2000-2012 9
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The defining feature of the small holder subsistence sector is that it is episodic, fractured and
small scale. Small holders may grow crops, and informal business operators may collect and
aggregate crops but there is no coordination of market access, crop quality, crop
management and crop marketing. All of these factors are largely coordinated and facilitated
by the planation estates. For some estates (and even entire crop types) these practices have
definitely fallen to the wayside and with this average yields and the agricultural system itself
is in decline. For functioning sectors, the plantations are essential for continuing small holder
production. In East New Britain, it is the plantation sector that is foremost in combating
cocoa pod borer. It is the plantation sector that keeps the processing plants running; it is the
plantation sector that ensures produce is brought to ships when ships arrive in port; it is the
planation sector that develops and brings to market new varieties; it is the planation sector
that trains small holders in how to manage profitable blocks; and, it is the planation sector
that provides the cash flow to small holders to keep the production cycle going. Were the
plantation sector to disappear, the small holder sector can also be expected to severely
decline. The Cocoa Board, as currently configured, is simply incapable of developing and,
thereafter, maintaining a functioning agricultural system in the cocoa sector.

9

Source: Coffee Industry Corporation Ltd.
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A similar story can be said of the oil palm sector but on a larger scale. Small holders in the
oil palm sector cannot produce without access to a major processing estate. The estate
largely bankrolls the establishment of the small holder through the provision, including
interest free loans, of tools, fertiliser, seedling and transport. At over 8000 Kina for a two
hectare block, these costs are not trivial for a member of the subsistence sector. Thereafter,
the estate collects and processes the fruit. Our observation is that in many cases the estates
end-up becoming the de facto operators of small holder blocks – weeding, pruning and
harvesting crops. This occurs because small holders lose interest or their overall yield per
hectare is simply so low that the estate takes over in order to increase the total yield of their
mill. One plantation we interviewed indicated that small holder yield per hectare is less than
half of the minimum expected yield for the main planation, even though many of the small
holder blocks border the planation. Blackden and Makambo (2014:67) record similar
differences between plantation and small holder productivity in the coffee sector. They cite
estimates of small holder average productivity of 0.3 tons per hectare relative to well
managed planation yields of 1-2.5 tons per hectare. Given that Papua New Guinea is a price
taker, this question of yield is of central importance to the future of agriculture in Papua New
Guinea.
Added to this, it is very often the planation estate that builds and maintains the roads on
which crops are transported and make economic the operation of wharf facilities to enable
the transport of agricultural produce. Undoubtedly there are indigenous entrepreneurs who
will make these supply chains work in the absence of the plantation sector, but in an industry
where world price matters, making things work really needs to be “this can be made to work
profitably”.
The defining feature of agricultural production worldwide is that producers are price takers.
In such environments, there are only two options: dramatically increase in scale, or focus on
a niche market. In practice, it requires both. A number of factors presently inhibit scale in
Papua New Guinea (not least the reliance on small holder production that, as a result of
limited trust, is essentially restricted to lineage based production and marketing). Quality has
likewise suffered significantly. Bourke and Harwood (2009:421) highlight that there has been
a significant degradation in the quality of coffee and cocoa exports in Papua New Guinea
since the 1980s. The decline is a consequence of changes in price incentives and the
decline of the plantation sector. Where returns to labour are the defining feature of “to
produce or not to produce” decisions, declines in quality are an ominous sign. For as quality
declines, so will price and, by association, labour effort.
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We are unsure what will happen to the estate sector over time, but our recent research
indicates that for most crops it will eventually cease. There is a dire need for the government
to begin planning how it will respond, at the system level, when this occurs.

Governance and customary society involvement in production for
markets
The catch-all term “governance” used in the title of this section can be re-stated in terms of
“institutional capacity”, with the understanding that institutional capacity is “human resource
capacity”. The trouble is that such language can be read in quantitative terms – such as a
human resource planning model for the delivery of certain profiles of credentialised human
skills for a nation. But a simply quantitative reading is a mis-reading, because human
resources are not simply quantitative; they are also qualitative.
One might understand qualitative in terms of the quality of certain technical competencies
and skills, and this is important. One cannot, for example, be an effective agricultural
extension officer without adequate technical agronomic or animal husbandry competencies.
But crucially one should also understand qualitative in a value-laden sense, in a moral
sense. Whether at the micro-level, such as an agriculture extension officer, or at a macrolevel, such as a manager of a national agriculture planning and administration agency,
where positions are approached principally in terms that do not integrate “what I can
appropriate to myself” and “what I deliver in my position capacity”, there is dysfunction and
corruption. Human resources are not simply technically-specified skills, they are also
qualitative skills – whether the person with integrity applies those human skills to the
assigned activity in a way that value-of-skills-delivery matches value-of-product-delivery.
This in brief means that the worth of the services that I render has some correspondence
with the rewards that I get. Re-stated, this is “product value” (what I generate) has some
correspondence with “factor reward” (what I get). Where there is not an appropriate
correspondence between what I generate and what I get, then we have a sinecure where the
person gets rewards unworthily.
Where that “unworthiness” arises because I do not really understand what it is I am
supposed to be delivering (say, I really do not understand the nature and the function of an
agriculture policy process), then we simply have incompetence. Where that “unworthiness”
arises because I really do not care what I am supposed to be delivering (say, I really do not
conscientiously try to pursue the implementation of well-thought-through agriculture policies),
then we simply have corruption, we have a corrupt officer (whether at the micro-level of
agriculture extension officer or at the macro-level of agriculture board member).
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Institutional failure. Wherever a typology is used, there is a measure of distortion, as,
typically, we do not have one thing or another (“incompetence” or “corruption”); typically we
have differing degrees of one thing or another and/or a confusion between one thing or
another and/or a confusion of one thing or another with several other things. In the context of
which we now speak, incompetency and corruption may be very mixed, and arise in complex
situations where the overall social matrix of the institution is chaotic. In Papua New Guinea
this is often seen where we encounter an officer who is conscientious and whose
competencies are toward the fulfilment of the assigned positon, but where he or she is
surrounded by others who are far from conscientious, far from competent, and whose
behaviour is corrupt. Such encounters occur in pervasive contexts of institutional failure,
where the human institutional construction is simply dysfunctional to the delivery of the
intended purpose for the institution. As we shall later argue, in some circumstances the
institutional failure is so advanced that – to use the analogy of a building – it is demolition,
rather than renovation, that is required. But whether rebuilding or demolition, the challenge
involves institutional formation or re-formation that should be understood in terms of human
resources development and effective social mobilisation of human resources to intended
purposes.

Understanding institutional failure in terms of human resources
or human resource institutional failure
Having observed disjunction in public bodies between what is contributed and what is gained
in certain position assignments (and observed the incidence of personal incompetence and
of personal corruption), we need to observe that this disjunction will have dimensions that
are larger than personal, and that are institutional. In brief, the issue is not only the personal
one (important though that be), it is also the social and institutional one. Failure and
corruption may be personal, they are more often institutional, and the institutional failure is
often so advanced that one can hardly “grapple” with it. In institutional terms, the “grappling
afresh with labour resource challenges”, may be simply overwhelming. Institutional failure
may be so advanced that one may in practical terms have to turn elsewhere in one’s
grappling.
Although Bourke and Harwood (2009) do not argue in the stark terms just expressed, such
arguments may, nevertheless, be read into their report. In summing-up “Policy making in the
agriculture sector” they observe that the capacity of government to respond with appropriate
policies to the challenges of the agricultural sector have been seriously eroded during the
post-Independence period (p. 440). Although they use a longer expression than simply
“dysfunctional”, they find the Department of Agriculture and Livestock (DAL) to be chaotic.

Grappling afresh with labour resource challenges in PNG │316

Bourke and Harwood (2009:443-453) expand this picture in their “Governance” chapter
where they highlight the confusion created by the 1995 Organic Law reforms. These
“reforms” create disjunction between level-of-government planning responsibility and levelof-government implementation responsibility and in so doing create a dislocation of
administration and service delivery at all levels of government. At the national level there is a
loss of touch with the provinces, resulting in poor integration of agricultural policies into
national development strategies (p. 446). Funding allocations are so deficient that they do
not cover the cost of even the most basic service provision (including agricultural extension)
in most provinces (p. 446). They rehearse what has been said so many times in Papua New
Guinea that board appointments have been political and unrelated to advice and governance
competencies, with attendant malpractice in licensing and other forms of governance (p.
449); that political interference in governance continues to increase (p. 451); and, that lines
of authority, reporting and responsibility are so confused such that most government
agricultural extension services barely function and staff morale is severely degraded (p.
452).
Bourke et al also note that various reviews have identified that projects submitted for
external funding are not well designed, due to lack of skills in the provinces to support
national members to formulate their projects (p. 446, citing ADB 2004). The only agricultural
research institute that in contemporaneous terms is favourably identified is OPRA which is
operated by three oil palm estate enterprises, and has gained international reputation for
plant material improvements (p. 452). In terms of human resource development and
institutional rebuilding in the agricultural sector, the message is one of fundamental
restructuring, of a start-again construction.

Building or rebuilding of human institutional resources using different
vehicles for implementation
External donors such as Australia cannot undertake a program of fundamental reconfiguration of the agricultural sector, as this is a national responsibility that is too large and
would be too interfering for non-national interests. We elsewhere argue that Australia could
focus assistance in rebuilding of human and institutional resources in specific areas such as
the NSO (and we understand that such a project is in process). Australia is also active in
advancing institutional and human capacities in Treasury that could spearhead more
integrated and rational national planning. But in operational terms, impacting upon
opportunity for the customary society – in which most of the people of Papua New Guinea
are located – is probably best achieved by selected demonstration projects that are operated
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on a commercial basis and in collaboration with commercial interests that are proven in
agriculture business acumen and proven in accountability and transparency. Selected
fostering of institutional development in this manner could provide powerful demonstration
effects and provide leadership in human development in technical and moral proficiencies
and in institutional configuration and operation. Our small section on “Rising Indigenous
Businesses” in Chapter 13 suggests that there are growing opportunities for supporting
indigenous commercial development of supply chains and marketing that link customary
communities with regional, national, and international markets (see Blackden and Makambo
(2014) for extended argumentation of the criticality of supply and marketing chains for
mobilisation of the resources and persons of customary societies in Papua New Guinea).

Conclusion
This chapter provides an insight into incomes in Papua New Guinea’s subsistence sector.
The terms subsistence, small holder and rural have been use largely interchangeably
throughout the text and this reflects the fact that most people outside of urban centres earn
some form of cash income. We did not conduct any research on the subsistence sector and
research that has been conducted is both dated and piecemeal. For this reason we drew
heavily on the work of Bourke and Harwood (2009) which is, to the best of our knowledge,
the most comprehensive treatment of the issues discussed in this chapter. The first sections
of the chapter provided broad brush descriptions of the informal sector, highlighting the
extreme differentiation across the sector and the impacts that this has on levels of cash
incomes. Thereafter, basic presentations were made for estimates of rural incomes with the
majority of the subsistence population earning very low annual cash incomes (approximately
1000 Kina per household). The next sections examined constraints to production and labour
supply in the subsistence sector. Particular emphasis was placed on the important role that
the plantation sector plays in establishing and maintaining wider agricultural systems and the
need for reform of the key government institutions relating to the agricultural sector. The
reader will note that this chapter is incomplete. If our focus were inwards looking, we would
remove it from the study because it is noticeably incomplete. Nevertheless, our focus is
outwards and towards improvement for all Papua New Guinean’s and we, therefore, have
chosen to include it. The nature of its incompleteness, speaks of the need for greater
research in this sector.
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16 – Incomes in the estate agriculture sector
This chapter provides an overview of incomes in the estate agriculture sector. As a sector,
estate agriculture is both the largest formal employer in our survey and, most likely, the
largest formal employer in the country. Given the size of the sector, as well as its focused
attention on the minimum wage, we believe it requires specific attention. The chapter has
three purposes:


to provide an overview of the findings of our study in relation to estate agriculture,



to provide a detailed explanation of product unit labour costs, and



to examine constraints to estate agriculture.

Overview of the estate agricultural sector response
From our fieldwork interviews, it is apparent that the agricultural sector is extremely
concerned with labour costs and this is evidenced by the prevalence of agriculture firms in
applications for exemptions under Minimum Wage Board incapacity-to-pay provisions. When
we speak of agriculture, we refer to formal sector businesses that typically are estate
agriculture. Although the quality of returns varied considerably, there generally was
cooperation from estate agriculture firms, and we were able to achieve across the sector
usable unit records for 14,317 employees.
A high-level summary of our data by six headings is presented in Table 16.1, with further
disaggregation in Table 16.2.
Table 16.1 – Estate agriculture responses
Agriculture - type
Agriculture - copra & cocoa
Agriculture - coffee
Agriculture - general
Agriculture – oil palm
Agriculture - rubber
Agriculture - tea

Total N
787
254
3,409
8,812
919
136
14,317

%
5.5%
1.8%
23.9%
61.5%
6.4%
0.95%
100%

Demographic aspects of the data set. Identification of employees by sex was uneven
across surveyed firms but of those who were able to provide data relating to employees’ sex,
the identified sex ratios were of the order of 20% female and 80% male. All records for oil
palm estates identified employee sex, with 95.6% being male, reflecting the heavy manual
nature of most harvesting and the heavy machinery basis of processing in that industry. But
managers also recounted that they could not place women in the field, because the cultural
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resistance was too strong and the men did not accept them in estate fieldwork or in
supervisory positions. That said, one plantation is increasingly employing women in the role
of truck driver because they pay greater attention to vehicle handling and care and there are
significant savings in vehicle maintenance.
Table 16.2 – Gross wage estimates by estate agriculture sector (nominal 2014 Kina)

Copra & cocoa
Coffee
General agriculture
Palm Oil

Gross
fortnightly
rate Mean
94.21
122.18
309.05

Gross
fortnightly
rate Median
80.00
124.54
199.23

Gross
hourly
rate Mean
1.51
1.26
3.51

Gross
hourly
rate Median
1.33
1.20
2.26

Minimum
gross
hourly
rate
0.88
0.42
2.25

Total N
787
254
3409

262.81
234.03
619.42
570.24
151.14
120.01

201.52
199.76
594.00
443.84
139.15
115.83

2.96
2.66
7.12
6.48
1.53
0.96

2.29
2.27
6.75
5.04
1.46
0.71

2.29
2.27
2.62
0.81
1.29
0.60

4222
3194
27
1369
919
136

Rubber
Tea

Note: The high mean and median gross hourly rates for the third oil palm estate arise because little wage data were
made available for base-level workers and the data are inflated by the proportionately over-reported supervisory and
skilled staff. The low minimum gross hourly rate for the fourth entry under oil palm estates arises because actual hours
worked were not recorded in the unit record data (we used their standard hours worked of 44 per week). That estate
does not pay below the regulated minimum wage.

The median age of employees was 32 years for males and 31 years for females. The
median working week was 44 hours for all employees, regardless of sex. Nevertheless, this
median hides significant differences in the number of weeks worked throughout the year and
the number of employees employed throughout the year. Figure 16.1 depicts the large
variation in seasonal workforces within an exemplar coffee and tea plantation over a 12
month period. It can be seen that coffee experiences the greatest fluctuations in workforce
but tea is also subject to seasonal influences. The difference of course relates to the nature
of the crops and the manner in which they are tended and harvested.
Figure 16.1 – Example of seasonal variation in employment of workers in coffee and
tea plantations over January to December 2013
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Agricultural estates comprise a significant range of skills sets – based on our survey we
estimate that large estates comprises up to 129 separate job types ranging from executive
managers to labourers. It is impractical to detail each of these job types, so instead in Table
16.3 we present a summary of the top 10 job types in the agricultural sector. As can be seen
from the table, labourer jobs dominate the industry (60% of all employees). Thereafter,
drivers and mobile plant operators are the next largest employee category at 7%. A
significant number of estates did not provide a job description for employees and, therefore,
the category of “other” is the next most significant (4%).
Table 16.3 – Top ten employment categories in estate agriculture – ISCO level 2

Total N
8590

% of
Agricultural
employees
60.00%

Drivers and mobile plant operators

954

6.66%

Other - unknown

523

3.65%

Protective services workers - security guard

485

3.39%

Agricultural, forestry and fishery labourers

418

2.92%

Stationary plant and machine operators

418

2.92%

Metal, machinery and related trades workers - mechanic

261

1.82%

General and keyboard clerks

248

1.73%

Cleaners and helpers

227

1.59%

Building and related trades workers (excluding Electricians) carpenter

184

1.29%

Job type - ISCO level 2
Agricultural, forestry and fishery labourers - plantation

Overview of wages in the estate agricultural sector
Understandably wage earnings differ considerably across this range of job types and even
across different plantations. For this reason, we will report a series of wage averages across
the sector. The reader should bear in mind that the data comprises wage earnings for a
multitude of different employees – full-time staff, piece-rate workers and seasonal
harvesters. Presented statistics, therefore, should be viewed as being indicative only. All
survey results predate the 2014 MWB Determination, and thus are to be evaluated under the
2008 MWB Determination.
Table 16.4 presents the median fortnightly and gross hourly wages across all estate
agricultural respondents. The median of 2.29 Kina per hour is inflated by the higher average
wages paid in the oil palm sector, the dominant sector that responded to the survey.

Incomes in the estate agriculture sector │321
Table 16.4 – Average gross fortnightly and hourly wages across the estate agriculture
responses - nominal 2014 Kina
Gross hourly wage

Fortnightly gross wage
Median

Mean

Median

Mode

Range

Min

Total N

201.52

3.15

2.29

2.29

28.44

0.42

14,317

As depicted in Table 16.5, median wages differ significantly across crop types. The
presented averages are for all employees but given the dominance of elementary workers in
the sector (67%), the presented averages do not differ much from the averages for labourers
in the sector (see Table 16.6).
Table 16.5 – Average gross fortnightly and hourly wages across estate agriculture
types - All employees, nominal 2014 Kina
Fortnightly
gross
wage
Agriculture - type
Agriculture - Copra &
Cocoa

Gross hourly wage

Median

Mean

Median

Mode

Range

Min

Total
N

%

80

1.51

1.33

1.33

1

1

787

5.50%

Agriculture - Coffee

124.54

1.26

1.20

1.20

2.84

0.42

254

1.77%

Agriculture - General

199.23

3.51

2.26

2.26

12

2

3409

23.81%

Agriculture – Oil palm

201.52

3.41

2.29

2.29

28

1

8812

61.55%

Agriculture - Rubber

139.15

1.53

1.46

1.29

4

1

919

6.42%

Agriculture - Tea

115.83

0.96

0.71

1.32

2

1

136

0.95%

14,317

100%

Grand total

Table 16.6 – Average gross fortnightly and hourly wages across estate agriculture
types - Elementary occupations, nominal 2014 Kina

Agriculture - type
Agriculture - Copra & Cocoa

Fortnightly
gross
wage

Gross
hourly
wage

Median

Mean

Median

Mode

Range

Min

1.27

0.88

Total
N

80.00

1.49

1.33

1.33

Agriculture - Coffee

124.54

1.26

1.20

1.20

2.84

0.42

254

Agriculture - General

199.23

2.60

2.26

2.26

11.03

2.25

2264

Agriculture – Oil palm

201.52

2.59

2.29

2.27

28.05

0.82

5446

Agriculture - Rubber

139.15

1.44

1.46

1.29

2.90

1.29

882

Agriculture - Tea and coffee

115.83

0.96

0.71

1.32

1.78

0.60

Grand total

766

136

9,748

As depicted in Table 16.7, median wages differ significantly across different high level
employment categories. The table indicates that median wages broadly increase in relation
to increases in skill sets. We expect that the wage for the manager category is under-
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estimated as a result of the survey only gaining data for national employees. There are a
number of junior and middle-rank Papua New Guinean managers in estates but the majority
of senior managers are expatriate. The reader will also observe that there is little difference
in the median wage for skilled agricultural labour and general agricultural labour. We expect
this reflects our inability properly to classify skilled agricultural workers. The data received
from companies was regularly scant and it was generally not easy to distinguish between
skilled workers and general labourer roles.
Table 16.7 – Average gross fortnightly and hourly wages across the estate agriculture
sector - ISCO Level 2 occupations, Nominal 2014 Kina
Fortnig
htly
gross
wage

Job type - ISCO level 2

Median

1. Managers

570.77

2. Professionals
3. Technicians and associate
professionals

686.75

4. Clerical support workers
5. Services and sales workers
6. Skilled agricultural, forestry
and fishery workers
7. Craft and related trades
workers
8. Plant and machine operators
and assemblers

Gross hourly wage

Median

Mode

Range

Min

6.10

6.49

7.26

7.80

3.08

6

3

5

0.0%

3.08

15

2

58

0.4%

504.24

6.66

441.23

5.61

5.65

3.08

18

2

291

2.0%

5.01

5.01

20

1

403

2.8%

215.6

3.03

2.45

2.44

17

1

575

4.0%

201.52

3.32

2.29

2.26

11

1

101

0.7%

441.76

6.21

5.02

8.61

26

1

1,196

8.4%

Mean

Total N

% of
Agricultural
employees

339.15

4.44

3.85

2.29

26

1

1,376

9.6%

9. Elementary occupations

199.76

2.36

2.27

2.27

28

0

9,617

67.2%

Other - unclassified/ unknown

201.52

3.00

2.29

2.29

18

1

695

4.9%

14,317

100.0%

Explaining differences in wage rates
Differences in wage rates paid within and across plantations cannot be summarised with
simple explanations and require local understanding in order to be explained. It is not
practical for a study such as this to understand the reasons behind such local deviations, but
the following exchange with a plantation owner is illustrative.
Background. We received summary data from a particular plantation and it indicated both
very low hourly wages paid to staff and significant differences in the wages earned across
three primary types of employees: labourers involved with copra, labourers involved with
cocoa and security guards. Wishing to understand these differences we entered into the
following exchange (the exchange occurs over time and hence the questions may appear
somewhat disjointed):1

1

Small details have been removed or adjusted so as to conceal the plantation.
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Qu. 1.
Are the amounts provided annual amounts or fortnightly averages? If they are
annual amounts the staff appear to be earning very low wages. This is especially so for
permanent employees. Can you please clarify? If the amounts are just low, can you please
confirm if you provide benefits in kind that make-up for the low cash wages. I do not mean
low in a pejorative sense, just that the wages are very low by Papua New Guinean
standards and I am not sure how a full-time permanent employee could exist on the wage.
Response. All amounts are fortnightly averages. Permanent and seasonal. All staff are
accommodated in 3 bedroom brick houses with internal plumbing and electricity. No utilities
or rent is charged. Apart from that all employees are given free medical, free ambulance
service, free elementary education for their children, free travel to town when needed etc
etc… As mentioned before I do not have an accountant at present so these figures (on the
whole) are compiled by junior office clerks to the best of their ability. I don’t have the time
myself to check them in detail but looking at the figures they seem right.
Qu. 2. For seasonal employees – can you please provide an estimate of how many days
work they would complete on average? Even a gross estimate would be useful.
Response. Too difficult to calculate. Seasonal workers are paid on a piece rate and work
when they want, hence times vary considerably. If I were to guess I would say between 4 –
6 hrs per day during harvest periods.
Qu. 3. Can you please explain the difference between Seasonal Employees Payroll No.1,
No.2, No.3, No. 4. By this I mean do the pay periods reflect different time periods throughout
the year, a different type of crop, a different location or do the employees have different skill
sets?
Response. Different skill sets. (Payrolls 1,2,3,4 are all for the same plantation) Payroll 1 is
copra cutters (season is weather related), Payroll 2 and 3 are cocoa harvesters (1.5 crop
flushes per year lasting a total of about 6 month period to harvest). The last line is a
combined total of copra and cocoa harvesters for separate plantations.
Qu. 4. Do employees receive superannuation?
Response. We don’t do anything with seasonal employees’ superannuation due to the very
transient nature of this employment, the fact also they change names continuously and also
they prefer to collect their wages in full due to the minimal amount. Our senior staff normally
organise their own Super to which we contribute; however, they manage it themselves.
Qu. 5. Can you give me an idea of the season lengths for copra and cocoa harvests?
Response. Cocoa is easier as it’s one and a half flushes per year which would roughly
equate to a 4 – 5 month season. Copra however is much harder to predict as there is no
real season. Copra cutters work mostly after a period of strong winds which knock the nuts
off the trees and they are least active during a dry spells or dormant periods. As there is no
science to this I would predict a season of approx. 6 - 8 months per year.
Qu. 6. The 2011-2013 wage estimate for Payroll 4 is quite constant (approx. K40) but in
2014 this has risen to K 116, is there a reason for this? Potentially it is just an anomaly in
the data.
Response. Payroll 4 (I am told) was security employed during the cocoa harvesting season
to prevent cocoa stealing. They were paid a retainer and a bonus for stolen cocoa
recovered. In respect of 2014 and due to Cocoa Pod Borer (CPB) devastation, there was
little to no local cocoa and the dealers started targeting us to get their quotas – hence, the
spike in wages due to the amount of stolen cocoa recovered. Another reason is these
security personnel were also asked to harvest infected pods for which they were also paid.
We were the only farmers in this region who actively invested in trying to combat CPB so we
were the only place that there was any cocoa.
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Qu. 7. On average the cocoa harvesters appear to earn less than the copra harvesters. Is
this correct? If so, can you please let me know why this is? For example, it reflects world
prices; it reflects the fact you have little cocoa (due to borer); it is easier to attract people to
harvest than copra.
Response. Reasons for this are:


Copra cutters have a longer season. I think I mentioned 6 – 8 months it’s probably
closer to 8 – 10 months whereas cocoa is 4 – 6 months per year.



Good world prices for copra recently.



Cocoa has much more input costs (pruning, grass cutting, insecticide spraying,
fertilising, replanting, etc) hence these costs have to be offset so it affects what can
be paid for cocoa. Copra on the other hand has almost no costs and much bigger
proportion can be passed onto the copra cutter.



Larger area of property covered in coconuts than cocoa.

Qu. 8. The wage estimate for certain plantations combine both copra and cocoa harvesters.
The average salary appears to be similar to the average combined salary for all estate
employees. Am I correct to assume that all plantations pay similar wages to seasonal
workers?
Response. Similar. But slight difference from plantation to plantation depending on the work
environment – that is, how much stealing in that area, how difficult the terrain is to work in,
etc.
Qu. 9. You indicate that all employees receive housing. Can you please confirm if this
includes "seasonal employees" or just "permanent" employees? If it is the latter, do you
provide "seasonal employees" similar in-kind benefits when they are working (eg, free
medical, free ambulance service, free elementary education for their children, free travel to
town).
Response. All employees from outside the area receive housing. Some locals also receive
housing but most prefer to live in their own villages. Permanent and seasonal employees
are given housing. All employees are offered the benefits whether seasonal or permanent or
whether they reside in the village or on the Estate. Not mentioned previously is also free
land for gardens. N.B: It is these benefits that we offer that has caused us so much grief
over the years due to the fact that no one wants to leave even after retirement or being
retrenched. They find the standard of living (due to services provided along with good law
and order) so much better than going home that we end up with a large vagrant population.
My new accountant arriving 1st Sept and can give you much more detailed data if required.
My answers are basically from the top of my head as I just don’t have the time at the
moment to spend on this. I hope you understand.

Exchanges such as these are vital to better understanding human resource challenges in
Papua New Guinea and underlie the need for direct observation of workplaces and
qualitative support for quantitative research. The exchange is a relatively brief and simple
one, but it highlights many of the fundamental problems faced by enterprises in Papua New
Guinea, especially the plantation estate sector. Readers will make their own impressions of
the exchange, but for us it highlights the need to view summary statistics with some
scepticism unless they are qualified with qualitative explanations.

The final statement
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regarding the de facto government role fulfilled by estate agriculture is very common and is a
point that we will elaborate on in a later section of the chapter.

Concern about minimum wage regulation in agriculture industries
At the time these survey data were collected, the national minimum wage was set at K2.29
per hour. The “incapacity to pay provision” allowed the reduction of the minimum hourly
wage to K1.14, but this provision was restricted to church organisations and to businesses
having an annual turnover of not more than K100,000. For agricultural businesses there was
provision for a “partial wage” in lieu of personal allowances/benefits provided to the
employee. The imputation of these benefits was set at an annual maximum of K 2,630,
which on a 44 hour week across 52 weeks derived a maximum reduction in hourly pay of
K1.15 – thus deriving a minimum hourly cash pay of K1.14 for businesses satisfying the
relevant regulatory requirements. As depicted in Figure 16.2, only a very small proportion of
the estate agricultural sector earn below K1.14 (approximately 6%). We expect the later
reflect errors in recording hours worked or the use of piece rate labour.
Figure 16.2 – Cumulative distribution of gross hourly wages in the estate agricultural
sector – Nominal 2014 Kina
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Nevertheless, in practice, there has not been effective national auditing of the provision of
personal non-wage benefits to agriculture employees, and we observe wide variation in the
extent and standard of housing, electricity, schooling and medical provision. The most
favourable non-wage personal benefits for employees observed during fieldwork were in the
isolated oil palm estates. Hargy Oil Palms made a public submission to the 2013 MWB in
November 2013 containing the following text:
Because of the isolation of company operations the workforce and their dependants in
the main are housed in company-provided accommodation, provided with running water,
power, security and have access to nine medical clinics throughout the company
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operations. The cost involved in the supply of these benefits accounts to K19.39 per
person per day.

Taking K19.39 times a five-and-a-half-way week, and dividing by 44 gives an hourly estimate
of K2.42 for provision of non-wage benefits of employment. Should superannuation also be
contributed, this figure would be augmented. In order-of-magnitude terms, one may say that
the provision of non-wage personal benefits in estate agriculture for lead industry employers
is of the order of 100% of the regulated hourly minimum wage before any application of any
incapacity-to-pay exemptions. As indicated in Figure 16.2, 60% of all agricultural employees
receive the minimum wage (then 2.29 Kina per hour). We, therefore, feel it is not unrealistic
to estimate actual hourly compensation to be at least 3.5 Kina per hour across the estate
sector (that is, at the minimum set in the last MWB for July 2016). As discussed in Chapter
11, given that the quality of services provided by many plantations exceeds that of the
government and the risk of inflation is borne by the employer, we believe that the real wage
is most likely higher still.

Interpreting the data in terms of minimum wage regulations
The survey data show wide variation in minimum hourly wages, and evidence of belowminimum hourly wages. Part of the difficulty in interpreting these data is the presence of
piece-rate payments. Piece-rates are supposed to be set such that a typical adult person
working at piece rates could reasonably earn over weekly standard work hours at least as
much as the person paid at the minimum hourly rate. This unit and output rate per time
period is supposed to be agreed by the employee and the employer, or else by a registered
industrial organisation (the last provision rarely applies, as “private sector” unionism in
Papua New Guinea rarely extends beyond a few urban work categories).
An immediate difficulty is potentially encountered in administration of piece rate provisions.
The target cash income of piece-rate estate workers with contiguous garden plots may be
less than the weekly minimum wage and so labour services may be withdrawn before the
weekly minimum wage is reached. Further, as was documented in McGavin (1991:26),
anthropological studies show typical self-employed agricultural work hours in Papua New
Guinea’s customary societies that are far less than regulatory standard hours of work (often
less than half the standard 44-hour week). This can result in workers whose residences and
garden plots are contiguous to estate agriculture exercising some flexibility in the intensity
and the duration of work, especially under piece-rate pay regimes. It is thus rather difficult
from processed wage-sheet data to determine whether recorded hourly rates below wage
minima are in violation of the regulatory environment. We would also urge readers to
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consider the formal plantation wage rate relative to prevailing rural incomes, which remain
far lower than plantation worker earnings.

Agriculture labour recruitment
The conundrum concerning below-minima wages was encountered in earlier reports
prepared by McGavin. As recounted in Annex 2, the early Australian administration in Papua
New Guinea instituted labour indenture systems to address the unwillingness of customary
societies contiguous to agriculture estates to supply labour. Both change in the regulatory
environment and the extension of road systems led to non-indenture seasonal recruitment
arrangements. During McGavin’s early research, Western Highlands coffee plantations
recruited seasonally by sending trucks into what are now Southern Highlands and Hela
provinces. While there is still out-of-province seasonal recruitment of labour, this is much
reduced. Further, as is the case generally in areas of long-standing estate agriculture
throughout Papua New Guinea, out-of-province estate agriculture labourer families have
tended to settle in areas contiguous to estates, settlement patterns that at times are
contested by customary landowners. While seasonal labour recruitment is often reduced in
volume, demographic changes have impacted upon recruitment patterns.
This also impacts upon the way that engagement in estate labour activity is combined with
nearby customary garden practice. One of the questions that we asked of estate managers
during fieldwork visits was, “Do you have difficulty in recruiting labour at the rates that you
pay?” Generally, the reply was “No”. This indicates that the cash or cash and in-kind
remuneration offered by the estates is more favourable than the relevant non-market or
market alternatives. Further, as also considered in our discussion of income units in our
analysis of urban informal businesses, there is the complex question of how wage earnings
are viewed in relation to other cash and non-cash recurrent income flows in wage labourer
households. A further issue in respect of weekly wages is the provision in MWB regulations
for the 8-hour standard day to be reduced to a minimum of 4-hours per day under certain
conditions, and we are unable from wage sheet data to identify any application of this
provision for weekly earnings data.
These complex considerations make hazardous the drawing of firm conclusions about noncompliance with the national regulatory framework on the basis of processed data from
wage sheets. Clearer evidence of regulatory non-compliance is found in our discussion in
Chapter 14 of employment in unregulated urban businesses that are often known as “Asian
businesses”. Our remarks in this section should not be interpreted as a defence of belowminima pay as indicated in some of our agriculture survey results. We only make the point
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that there are complex factors at play that are not addressed by our research resources and
methods. And we further make recognition that there is weak public oversight of the
regulatory framework.

Product unit labour costs: concept and applications
A crucial concept that has not been engaged in the regulatory determination of national
minimum wages in Papua New Guinea is “product wage”/ product unit labour cost. Defined
as the product output required to pay prevailing minimum wage rates, the product wage
concept and results of earlier research are presented in McGavin (1991:130-131). A more
relevant development of the concept would be a “relative product wage”.
Product wages are influenced by multiple factors including weather, prevailing international
prices, exchange rate variations and crop yields. The concept, therefore, requires the
building up of understanding and, accordingly, we start with a number of definitions which
are reinforced with examples.
Product output per unit of labour. We first need to determine product output per unit of
labour – for example, unit weight of oil palm fruit harvested per harvester hour.
Product output per unit of labour standardised to usual product measurement. The
product output per unit of labour then needs to be standardised to the usual product
measurement – for example, number of harvester hours required to harvest 1 tonne of oil
palm fruit. In the arithmetic example below, our choice of harvester hours is chosen solely for
simplicity in the example arithmetic computation.
Pricing of these input and output (product) data. These data would then need to be
priced – for example, product value per tonne of harvested oil palm fruit, and kina cost of the
hours of harvester labour per tonne of oil palm fruit.
Proportion of product value going to labour. By inverting these price data one would be
able to estimate the proportion of harvester labour cost to product unit price (that is “product
wage”) – for example, kina cost of labour hours per tonne of oil palm fruit harvested [say,
K2.29 times 100, giving K229] as a proportion of oil palm product unit price [say, K458],
giving the following numerical example:
Step 1. (K229/K458) * (100/1) = 50%.

Introducing refinements in the estimation of product wage: impact of
exchange rate variations
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Where, however, as is largely the case with Papua New Guinea estate agriculture products,
the product price is determined in international markets and expressed in an international
currency (such as USD), the product unit price needs to reflect this. For example, if the Kina
depreciates (devalues) against USD by 20%, then the arithmetic would change, because
USD1.00 would derive K1.20, giving the following numerical example:
Step 2. (K229/[K458 * 1.20]) * (100/1) = (K229/K550) * (100/1) = 41.67%.
In a different scenario, where the direction of Kina exchange rate was revaluation (such as
occurs during large foreign currency investment inflows for infrastructural developments or
when high-volume natural gas exports come on-line) the relative product wage moves in the
opposite direction. This is illustrated for a 20% revaluation from a parity base:
Step 3. Revaluation: [K 1.20 = USD 1.00 or K 1.00 = USD 0.83]
Step 4 - apply the USD 0.83 to Step 2:
(K229/[K458 * 0.83]) * (100/1) = (K229/K381) * (100/1) = 60.00%.
An aside on the “Dutch Disease”. In an earlier era when Netherlands companies were
engaged in the development of North Sea oil resources, non-resource sectors of the Dutch
economy experienced disadvantage in international competitiveness, and this has been
termed “Dutch Disease”. The last arithmetic example shows this in terms of the relative
product wage rising from the order of 40% to 60%. This increase in “product wage” can be
seen as an exchange rate driven increase in the proportion of product value going to labour.
The corollary of this is a decrease in the proportion of product value going to other product
inputs – and that includes a reduction in profit per product unit.

Introducing refinements in the estimation of product wage: impact of
international product price variations
The story of non-renewal resource sector expansion is only one aspect of the complex
“story” of change in the proportion of product value going to labour. Suppose that the
international product price declines, say from K458 to K400. If this occurs in the context of a
period of Kina revaluation, then there would be even greater impact on the relative product
unit price of labour. The following numerical example illustrates:
Step 5. (K229/[K400 * 0.83]) * (100/1) = (K229/K332) * (100/1) = 68.98%.
That is, in this example, relative product unit labour cost would rise to 69% while the
proportion of product value going to other product inputs would decline – remember includes
reduction in profit per product unit.
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Introducing refinements in the estimation of product wage: impact of
variations in other costs involved in product output or in product market
placement
Without going into another arithmetic iteration, consider where deterioration in road services
leads to cost increases in placing estate products in the market. Two examples would be,
the transportation cost per tonne of coffee from estate to export wharf; or the cost per tonne
of shipment from Papua New Guinea estate wharfage say to China compared with the cost
per tonne of shipment from Malaysia estate wharfage to China. Another example is where
decayed coastal shipping services mean that the cost of within-Papua New Guinea
transportation to a Papua New Guinea port of international shipping could be so high as to
be prohibitive, and the agriculture product not economical to market internationally.
Part of the business advantage of LNG gas in Papua New Guinea is the shorter shipment
routes to growing South-East Asian markets compared with other international LNG
producers. Part of the business disadvantage of Papua New Guinea estate agriculture
producers is the longer shipment routes (and lower-volume shipping) to the relevant markets
compared with other international producers. Where such cost disadvantages increase, the
impact is to increase the relative labour product wage (assuming the wage floor remains)
and to reduce returns to other factors of production, including profit reductions for Papua
New Guinea’s estate agriculture. Reductions in profits to estate agriculture lead to underinvestment in estate maintenance and renewal, and lead to contraction of plans for
investment in greenfields estate agriculture. In the last 25 years there have been no major
greenfields estate agriculture developments in Papua New Guinea. The implications of this
for Papua New Guinea’s economic performance and for labour market outcomes are
obvious.

Introducing refinements in the estimation of product wage: impact of relative
labour productivity
The “story” of relative product wage is not yet exhausted. Tea production in the Western
Highlands has been machine harvested for decades. Why? Because even lower hourly
wages are paid to tea harvesters in Sri Lanka and India. But, further, customary work hours
are longer in major tea-producing countries and customary attention to tedium (and picking
tea tips is tedious) is more sustained in major tea-producing countries – with the result that
labour productivity is higher and labour costs per product unit for tea production are lower in
major international competitors. Not surprisingly, tea production in Papua New Guinea is

Incomes in the estate agriculture sector │331
relatively non-intensive in labour use. Also, about a quarter of all production in Papua New
Guinea is marketed domestically, rather than marketed internationally.
Oil palm provides a further example. We often hear that product per labour hour or per
labour day is higher in Indonesia and Malaysia than for Papua New Guinea. We also hear
that Malaysia estates import cheap labour from Bangladesh and Indonesia. Papua New
Guinea needs wage policies that will allow international competitiveness and avoid the
importation of cheap labour that would displace Papua New Guinea employment. This is
why the indenture system was introduced in the early era of Australian administration,
precisely because the Australian administration – despite calls from Australian planters – did
not allow the importation of cheap foreign labour (such as occurred with Indian labour in Fiji).
During the whole period of Trust Territory administration in New Guinea and colonial
administration in Papua, right up to Independence, Australia safeguarded Papua New
Guinea for its indigenous populations. The kind of laxity that we now see in “Asian migration”
into Papua New Guinea was guarded against during the Australian administration.
Nowadays wherever one goes in Papua New Guinea there is a simmering resentment
among Papua New Guinea nationals, including among those of long-time Asian descent,
against current “Asian migration” in the area of prohibited occupations. We have previously
discussed the limitations of the Work Permit system. Here we underscore the potentiality for
corruption and laxity in Papua New Guinea’s administration to work against labour
opportunity and labour rewards for its citizens.
This observation of the impact of lower relative labour product unit costs in international
competitor countries is now illustrated arithmetically. We again take-up the arithmetic of our
first example by way of illustration. In order to simplify the arithmetic, we proceed as though
there was exchange rate parity between Indonesian or Malaysian currencies and Papua
New Guinea currency and the USD. Let us say that the Kina cost of labour hours per tonne
of oil palm fruit harvested in Indonesia is K2.29, but the labour unit hours per product unit is
80 (rather than 100 hours as in the Papua New Guinea example). We then have not K2.29
times 100, but K2.29 times 80, giving K183 as the labour cost per product unit in Indonesia.
Taking the product unit price of K458 as given in our starting arithmetic example, the
proportion of oil palm product price going to labour falls (that is the product wage falls) and
the proportion to other factors of production including profits rises. This is illustrated in Step 6
below.
Step 6. (K183/K458) * (100/1) = 40%.
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The countervailing influence of higher oil palm tree yields in Papua New
Guinea and the contribution of development in oil palm planting materials in
advanced Papua New Guinea oil palm estates
Yet again, this is not the “whole story”. It is telling to note the arithmetic of the exampled
higher estate labour productivity that would derive a 40% estimate for relative product unit
labour cost for South-East Asian labour, compared with a 60% estimate for Papua New
Guinea labour. On such a scenario, other factors of production would receive higher
proportional returns using South-East Asia labour compared with using Papua New Guinea
labour. On this kind of reasoning, we should expect that the relative expansion in estate oil
palm production would be greater in South-East Asia than in Papua New Guinea, and this is
the case. Part of the reason why Papua New Guinea expansion continues (or would
continue except for what we shall later treat under a lease:lease:sub-lease heading) is
because certain areas of Papua New Guinea are exceptionally suitable for estate oil palm
production, both in climate and in soil fertility. In brief, oil palm tree yields are higher in
Papua New Guinea. This has been enhanced by investment in plant culture by advanced oil
palm estates in Papua New Guinea, with the result that Papua New Guinea oil palm seed is
now marketed internationally.
It is this higher tree productivity and the maintenance of international quality standard
controls by technically competent estate producers and processers that is a mainstay in the
international competitiveness of oil palm estate agriculture in Papua New Guinea. But that
international competitiveness is under stress, and this stress is manifest in the insistence of
oil palm producers in submissions to MWBs, and in the widespread incidence of applications
across all estate agriculture industries for exemptions under the incapacity-to-pay provision
of the MWB 2014 Determination.

Deterioration or stagnation of estate agriculture and diminishing impacts
upon local communities
As a means of simplifying our discussion, we have until this stage used oil palm estates as
exemplars. As discussed in Chapter 8, excluding oil palm, virtually all other agriculture estate
production is under contraction in Papua New Guinea. This brings falling or static estate
agriculture employment and, we suspect, falling productivity. There are many reasons for the
decline of the estate agricultural sector in Papua New Guinea and these are well
documented in INA (2006) and Bourke and Harwood (2009) . Nevertheless, as concluded by
the INA (2006:54), the major reason is declining profitability per crop hectare primarily
brought about by declining and stagnating real prices. Figure 16.3 provides an indication of
changes in real prices for major agricultural crops since 1990.
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Figure 16.3 – Real export prices (1994 Kina per tonne, f.o.b) *
Kina per tonne (f.o.b) constant 1990 kina
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We would prefer to present a graph of real prices since 1950 but we do not have access to
sufficient data. The reason we would prefer data from 1950 is to show that the decline in real
prices has been extremely significant since the earlier era of estate agriculture in Papua New
Guinea. During our research we encountered a number of “old hands” in Papua New Guinea
who had long left the agricultural sector but who questioned why plantations are no longer
profitable. We interviewed number of plantation managers and asked them a similar
question. When they explained the change in profit margins over time, it was obvious that
contemporary plantation owners operate in very different circumstances to their
predecessors.
There are multiple causes of the decline in real prices in estate agriculture sector.
Nevertheless, the fundamental causes are the constraints to enterprise outlined in Chapter
4, which have acted to increase dramatically the cost of doing business in Papua New
Guinea. This has resulted in declining profitability most likely to the level that profits are not
sufficient to provide an adequate return on invested capital. Interviews with a number of
estates indicate that returns to capital are insufficient (even negative in downturn periods).
INA (2006) rightly points out that businesses will continue to produce so long as revenue
covers variable costs and recovery is expected. Nevertheless, when the time comes for reinvestment or new investment the viability of the enterprise does become a concern and it
impacts investment decisions. These impacts can be seen across the estate sector were the
majority are in decline and are being “harvested” by current management. Often estates are
run-down, with little re-investment in trees, in improvement of planting materials, in pest
control and in processing facilities. Often the management is also run-down, relying on past
management practices that now outdated.
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This general run-down in certain parts of the estate agriculture sector means that estates are
less active in influencing adjacent small-holder production, both in quantity and in quality,
with the result that customary landowners have less market access for their products and
face lower product prices and higher market placement costs. The decline in general terms
of the estate agriculture sector is also a story of decline in production and market access for
Papua New Guinean villagers. The villagers are also experiencing declining real returns and
this in many ways explains the run down state of many small holder crop areas.

Estate agriculture as a complement to small holder agriculture
Estate agriculture complements small holder agriculture. Now, it is of course possible to look
at a graph of cocoa and coffee production over the last decade and say “they are not
complements, they are substitutes”. We believe this is a misinterpretation. Much of the
value provided by estate agriculture is not readily seen unless one is in the midst of the
agricultural system. But our field research indicated that the only parties doing anything
about the cocoa pod borer, about increasing yield, about maintaining road and marketing
centres were plantation estates. Much of the smallholder community is simply not interested
in these aspects of the agricultural system – agriculture is a means to an end and that end is
generally a target income. This chapter is not about agricultural policy, but we address some
of the key issues below – because much of what the estate agricultural sector achieves in
Papua New Guinea appears to remain “unseen” and is significant for our theme of
institutional human development recovery/rebuilding for human resource development in
Papua New Guinea:


Anchor enterprises. The term “Anchor tenant” derives from large scale urban
retailing and refers to a key tenant or groups of tenants that draw customers to a
shopping precinct (such as a major supermarket). In many ways, plantations act as
anchor enterprises in Papua New Guinea’s rural areas, especially in the agricultural
sector. This occurs through the delivery of infrastructure that enables small holders
to move produce, to sell produce and to process raw produce into commercial
products. Whilst small holders may, en masse, produce large volumes of output
individual outputs are small, are of highly varying quality and are inconsistently
produced. Marketing chains are unlikely to invest in order to support smallholders.
They require consistency of supply and it is the estate agricultural sector that
supplies this. Moreover, estate agriculture often rallies smallholders to produce – this
certainly occurs in the oil palm and cocoa sectors where smallholders are often
relatively uninterested in self-production. In many ways the estate agricultural sector
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makes the market for smallholders and for many other formal enterprises in the rural
sector of the economy.


Employment of rural, low skilled labour. Agricultural estates are largely located in
rural areas. Estates not located in rural areas, once were so located, but their
presence led to the development of the urban environment. There are not many
large scale employers in Papua New Guinea and there are even fewer that operate
in rural areas. Estate agriculture provides one of the few options for employing the
large numbers of low skilled labour that live in rural areas. It would be characteristic
of an economist to say that this is not an argument for a particular type of industry –
the labour will simply be allocated to another more profitable sector. The extreme
geographic isolation of Papua New Guinea makes such market based “re-allocation”
extremely unlikely. If an estate plantation closes in a rural area, it is highly unlikely
the newly displaced people will find formal work. Those that are able to find informal
sources of income are unlikely to experience real incomes that matched their living
standards in a plantation.



Provision of services. The Employment Act of 1978 outlines a number of services
that employers with greater than 400 employees must provide to employees. Whilst a
number of plantations are not of this size, many are and provide extended services to
employees – including housing, medical care, water and electricity. In addition, the
estate agriculture sector often maintains key infrastructure in the region in which they
are based – roads, bridges, marketing facilities, processing plants and physical
security. International standard plantations provide considerable training and work
place socialisation. These services act to enrich the lives of people in rural Papua
New Guinea. It is clear that the government free rides on professional estates and it
cannot expect such free riding to go on continuously.

Contraction in estate agriculture, crop diversification, and diversification of
cash-cropping on customary land
The decline or stagnation in estate agriculture is occurring along with a contraction in crop
diversification. A major study published any ANU Press, Food and Agriculture in Papua New
Guinea (Bourke and Harwood, 2009) included substantial research on crop diversification for
Papua New Guinea. Many areas across Papua New Guinea are well-suited to cultivation of
a wide variety of internationally-marketed agriculture products. But there is a lack of
availability of technical advice on crop production and quality control; a lack of efficient
transport and marketing; and, a lack of management support. Add to this the inevitable price
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variability for internationally-marketed agriculture products and the discouragements can be
great for local producers who are not accustomed to reckoning returns over longer timeframes. The absence of support for crop-diversification is also a limiting factor in the
expansion of access to cash-generating activities for villagers across Papua New Guinea.

Re-settlement of plantation workers
We previously wrote of the restriction of Asian migration to plantations during the era of the
Australian administration. There was, however, substantial in-country migration. A pointed
example is the coconut and cocoa plantations in East New Britain where East and West
Sepik labour was drawn in. These people would still be identified as Sepiks by the Tolai of
West New Britain but, over a number of generations, they have lost contact with their Sepik
village roots and have effectively founded new communities at the plantations. Where
plantations close and land is re-claimed by “traditional” owners these people (and their
families – for plantations are family places) will likely find themselves as displaced persons
without customary land claims and without estate wage employment. This is likely to be a
major social problem in rural communities over the coming decade and it will require public
policy to address it. It would appear it is currently unaddressed and this needs to be rectified.

Lease:lease:sub-lease – convoluted government bureaucracy in land
mobilisation and weak and corrupt administration of inappropriate
arrangements for customary land mobilisation
A further limiting factor on Papua New Guinea’s estate agriculture is land access. During one
fieldwork visit we observed re-planting of trees in areas where the replaced trees were not
clearly near end-of-life, and this in a situation where the areas surrounding the estate were
markedly undeveloped and not of noticeably different quality than the estate area. We asked
the manager: “Why the more intensive policy, when it would seem that more extensive would
be a better option?” He replied,
Transaction costs for the negotiation of extension of the lease area are too high. It is just too
complex and too costly to engage that, so we just make our business decisions on the
existing lease area.

In the Western Highlands, the contraction of estate agriculture has not seen a contraction in
land use (although certainly a contraction in the intensity of land use). But the
aforementioned case was for a coastal area where the surrounding land was not intensely
used. The state-of-play was really a lose-lose one. Such lose-lose states of play are even
more exaggerated in remote areas where customary landowner claims are regularly poorly
defined and/or over-lapping. Contesting customary property rights claims may bog-down
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negotiations for years and even eventually foul negotiations. The only “winners” become
anthropology consultants and lawyers. There seems to be no sustained and consistent
public policy momentum to address these lose-lose situations. The authors years back
proposed a way forward (Jones and McGavin 2001) involving agreements between
landowners, enterprise and government. This approach has been misinterpreted by other
researchers (Filer 2011; Koczberski, Curry and Anjen 2012), presumably for need of a
pantomime villain.2 Nevertheless, we remain convinced that the empirical evidence supports
such an approach.
Filer (2011) documents the widespread abuse of the lease:lease:sub-lease model in Papua
New Guinea. Such abuse is undoubted, but in a country where abuse of all intuitions is rife it
appears hardly to justify the removal, or effective removal, of that institution. There are many
genuine parties seeking to use the lease:lease:sub-lease system. As part of our research we
asked the General Manager of a large and apparently efficient estate, “How is it that your
organisation does not seem to play the politics and/or corruption game that is so prevalent in
Papua New Guinea?” His answer was succinct, “Because we are registered on the London
Stock Exchange.” This was a short-hand way of explaining the difference in operations for
an international company where reportage requirements are best-practice accountability and
transparency, with auditing across the areas of corporate governance, environmental
impacts, occupational health and safety, and social ethics. There is hardly a week goes by in
Papua New Guinea where there is not some media coverage of “shonky” government
contracts and regularly the favoured contractor is based in a country where corrupt business
deals are the order-of-the-day and where product standards are doubtful against
internationally-accepted standards. The prevailing political and public ethics of Papua New
Guinea make open-game for shonky operators. In the agriculture/forestry sector negative
influences have been most manifest in forestry, where South East Asian operators promising
the replacement of forest with oil palm have wreaked havoc. Forests are logged but not
replaced. Short-term and dubious pay-offs to government administrators, politicians and
“landowner” representatives disappear.
It is common, perhaps the world over, for public policy response to be inadequately targeted,
and this is so in respect of rural land leases in Papua New Guinea. During another field visit,
we asked a manager handling land relations for a major oil palm estate what was happening
with the planned estate extensions involving the construction of a new mill. “On hold” was
the reply, but said with a tonality that invited further questioning. The real answer was that
It is ironic but sad that the argument of developing bottom-up agreements representative of
landowner resource valuations presented in Koczberski, Curry and Anjen (2012), is almost exactly
that presented in Jones and McGavin 2001.
2
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after two years of hard negotiations and steering through complex government approvals at
District Officer, Provincial, and National levels, the relevant Minister had put a hold on all
customary land lease:lease:sub-lease arrangements. This decision was in response to the
destruction and turmoil resulting from Malaysian logging companies indiscriminate stripping
of forests and failure to provide customary landowners with sustainable land-management
programs or with adequate delivered compensation – with consequent physical environment
destruction and social disruption and resentment. By contrast, the “on hold” estate
expansions involved land now under low-intensity use, did not involve the destruction of
ecologically significant areas, and did involve plans to support contiguous small-holder oil
palm production that cannot occur without transport infrastructure and nearby processing
mills. This decision reflects a lack of well-thought public policy support for projects that have
roll-on effects for rural employment, rural access to market cash-cropping, schooling and
health services.
The complexity of the lease:lease:sub-lease arrangements (introduced above as “too high
transaction costs”) is outlined in a flow chart in Annex 16.1, where it is only at the third page
that the Special Agriculture and Business Lease (SABL) to the government is articulated.
This SABL allows the estate developer then to finalise a sub-lease agreement (thus the
“lease:lease:sub-lease” terminology) and obtain from the Department of Lands and Physical
Planning an order for the project to proceed. At present all such registrations are suspended
at the national level.
Much has been written about the need for the privatisation of land rights in Papua New
Guinea. We cannot agree with these arguments. Leaving aside the very real spiritual
connection that exists between customary landowners and their environment, the transition
of common land to private land evolved over hundreds of years in other societies and not
without much bloodshed. A privatisation approach is not conducive to the enhancement of
development in Papua New Guinea. In fact, we can only see it as being counter-productive.
That said, formalised and enforceable agreements for negotiating access to customary land
are essential for economic development in Papua New Guinea. For fear of future misinterpretation, we are not saying there is a need for land registration or formalisation of title.
Papua New Guinea’s bureaucracy is simply not capable of implementing such a program
and it could only turn into a “land grab”. What we are saying is that there needs to be a
mechanism for formally agreeing certain land use rights and that this agreement must be
enforceable. Small scale agreements for land access do not necessarily require
formalisation. Estate agricultural investments running into the hundreds of millions of dollars
require assured use of their fundamental input – land. Similarly, landowners require formal
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recourse to an independent authority should both the enterprise and the government behave
opportunistically. Existing plantations may be able to get by with non-formalised agreements
(our research indicates they cannot) but any new investment requires certainty – and it is
new investment that Papua New Guinea needs, particularly in agriculture.

Skills formation in estate agriculture
The potential scope of this report is more than can be exhausted with the resources and in
the time frame available to the researchers. Nevertheless, important things must be touched
upon and we cannot overlook the consistent hearing during fieldwork of the desperate state
of education and training in Papua New Guinea. Trade training on large modern estates
covers a wide field such as: motor mechanics, auto-electrics, plumbing, cabinet making and
joinery, metal fabrication, electronics and instrumentation and cooking. In professional areas,
cadetships are offered across areas such as accounting and management, agronomy,
livestock husbandry and engineering. The overwhelming judgement was of serious
deterioration in standards in training and education in Papua New Guinea, with comments
such as “…graduates are illiterate, innumerate, and with a work ethic unsuitable for the
workplace; they do not have a work culture.” In the area of trades skills we encountered
comments such as, “VTEC programs are obsolete. For example, in electronics there is no
training in electrical diagnostics.” The effect is that large modern estates have in practice to
start new recruits at a lower level and to extend the period of skills formation and cultivation
of workplace behaviours.
It was also evident that there was no practical interface between education and training
institutions and industry. The situation is so dire that establishing a platform for a major and
consistent rebuild of public education and training institutions is necessary to gain fruitful
industry cooperation. We have not been able adequately to investigate accreditation and
certification and quality control for on-job programs. But it is clear that workplace skills
formation must gain enhanced public recognition and that there is dire need for programs
that address widespread skills deficiencies, skills shortage, skills formation, and on-going
skills formation. For those interested in further understanding the need for reform of the
Technical and Vocational Education and Training (TVET) sector we recommend the AusAID
(2011) Final report: Needs Analysis Study of PNG TVET Colleges.

Estate agriculture and social infrastructure
On the issue of social infrastructure provision through schooling and health services, the
estate agriculture record in Papua New Guinea is uneven. But where one is dealing with
estates run to international standards and with competent managements, the contrasts are
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remarkable. We have seen health clinics and schools that would be the envy of most Papua
New Guinea villagers, water and power access that would be the envy of many Papua New
Guinea urban dwellers, and a generally secure civic environment superior to most Papua
New Guinea experience. Populations in the areas of large estates run to international
standards also benefit from the present 1.5% credit remission of corporate taxation for
documented corporate delivery of public services across areas such as road maintenance,
provision of aid posts, support for mobile policing and teacher housing. These civic
contributions occur with less red-tape and delays as between national, provincial, and local
governments, and without the mis-allocations and leakages that are prevalent in Papua New
Guinea public governance.
It was in this kind of context that we asked the question that attracted the “registered on the
London Stock Exchange” reply. The corporate structure, operating policies and corporate
recruiting policies (including skilling and localisation policies) for international estates were
really sustained by international head office accountability and transparency and by senior
managers experienced and educated to international standards. As authors who have
written and worked over the years in cross-cultural adaptation and cross-cultural
management, we are well aware how international head office policies can be dysfunctional
(a dysfunctionality evident in much international consultancy in Papua New Guinea). We,
nevertheless, observe a certain functionality in international-standard firms in countering
tendencies to corruption in societies such as Papua New Guinea. International standards
drive international business cultures. Where there is weak public understanding of negative
externalities and weak structures of good public governance and its negative impacts upon
the maintenance and development of social infrastructure, the usefulness of strong
standards becomes stronger. During our study we observed a number of small to medium
Papua New Guinean enterprises who were adapting themselves to international standards in
order to bid for contracts from ExxonMobil. A by-product of ExxonMobil forcing adherence to
these standards, is the improved professionalism of these firms and their employees. This
improvement enhanced the firm’s ability to win lucrative contracts, to conduct international
business and brought about cultural change.
We would have liked in this report more to have addressed adaptation issues in crosscultural management, and have included as Report Annex 3 a tabular presentation of these
issues in a Melanesian cross-cultural setting that is adapted from McGavin (1993b, 1992b).
The oppositional and integrating influences as there presented remain pertinent in Papua
New Guinea.
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Our fieldwork experiences underscored for us the need for greater pro-active engagement
between government and businesses that operate with professional standards of reportage
and transparency. This is especially so in the case of agriculture where backward linkages
with village and customary society are stronger and where export links with the international
economy are stronger. There needs to be a shift from torpid, frustrating and corrupt public
administration to a culture of cooperation, collaboration and encouragement between
government and agriculture industries to help move Papua New Guinea forward. Progress in
such cultural change has large ramifications for our theme of human institutional
development and labour resource development in Papua New Guinea.

Conclusion
This chapter has examined the findings of our study in relation to the estate agriculture
sector. The first sections of the chapter examined the wage levels in the agricultural sector
which revealed that 70% of all agricultural employees earn at or below the 2008 minimum
wage of 2.29 Kina per hour. Agricultural producers are price takers and long-term declines in
the real prices received by plantations has significantly reduced the per hectare profit of the
industry. Over time this has resulted in a hollowing out of the plantation sector and curtailed
new investment. The future of plantation agriculture is unsure. It is likely that major oil palm
producers will continue to produce and invest. Other producers are less likely to make new
investments and may, indeed, close their operations. Whilst there is considerable variation
across the plantation sector, the most professional plantations serve as anchor points for
rural business, formal employment and small holder production. We believe that the
cessation of the estate plantation sector will bring with it a gradual decline in small holder
production. Such an outcome would have serious consequences for the rural population.
There is little evidence of pro-active engagement of Papua New Guinea’s governments in
policy analysis, policy formulation, and policy implementation to redress the stagnation
and/or decline of estate agriculture. Again this reflects the central theme of this study – the
decline of Papua New Guinea’s key institutions and the impact of this institutional decline on
labour resource utilisation and development in Papua New Guinea.
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Annex 16.1 – The Lease:lease:sub-lease system

.
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17 – Policy and implementation
implications
Grappling was chosen as the lead word in the title of this study before we had completed the
majority of our research but the word was prophetic: grappling implies struggle, and this
study has been a struggle. As with any research project it has been a struggle to gather and
analyse data and to frame collected data so that it is comparable to other research.
Grappling also implies that one does not have a firm and conclusive hold on something, but
is struggling to gain such a hold. This project has been a struggle in this sense at all its
stages, and even as we close the project and write this concluding chapter, we still have a
grappling struggle. This is so because – as we have frequently remarked throughout – we
have not been able to achieve all our aspirations; although not through lack of trying.
Nevertheless, the chief aspect of our grappling has been that the vast majority of human
resource challenges in Papua New Guinea do not relate to formal employment and formal
wage levels. The challenges relate to how Papua New Guinea improves the welfare of all its
people, not just those in urban formal wage employment. From the outset it was clear to us
that the primary answer to this question lies outside the labour market – it lies inside human
institutions and the capacity of the Papua New Guinean state to build, maintain and refine
these institutions over time.
The failure of Papua New Guinean state to provide the basic foundations on which modern
market societies are based is the chief impediment to welfare enhancement in Papua New
Guinea. It is also Papua New Guinea’s chief human resource challenge. Because it is Papua
New Guinea’s people who must make the state work now and into the future. This can only
occur through social reproduction, and social reproduction occurs through people. In states
where the underlying culture supports the formal state culture, the state reproduces itself, by
and large, without intervention. In Papua New Guinea there is often significant divergence
between the underlying social culture and the culture and rule systems of the modern market
state. Of greater complication is that Papua New Guinea’s state culture is now itself
corrupted and cannot simply be re-enforced but requires re-direction and re-construction
and, in many ways, re-starting through the building of new institutions. This process of redirection and re-construction and institutional creation is a human one. It is human led,
human conceived and human enacted. For this reason, we highlight Papua New Guinea’s
key labour resource challenge as the need to socialise and educate its citizens so that they
may function effectively within a modern market society and, in so doing, reproduce and
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improve that modern market society over time. It is on this understanding that we have
developed our study and it is with this objective that we outline our policy and
implementation implications.
Throughout our study we have characterised the decline of the Papua New Guinean state as
a decline in the “capability” of the public sector. By capability we refer to the ability to
develop a functioning system and then maintain and sustain that system over time. But we
need to reinforce here that the artifices of the “state” and the “public sector” are human
creations. It is people that provide the “state” meaning and it is people that perform “public
service” roles. The decline in capability is not simply an issue of decaying buildings or
derelict processes. It is a decline in the capacity of Papua New Guinea’s people to develop,
maintain and sustain functioning systems at the state level. The same problem is occurring
at the non-state level but our main focus in this study has been the state level, because a
weak state undermines any productive efforts at the non-state level.
We bring the term capability to the front of our implications chapter because we recognise
the capacity of the Papua New Guinean people (its private and public citizens) is low. This is
not said to malign the many people who try valiantly to make Papua New Guinea a better
place, it is just an honest recognition that Papua New Guinea struggles to implement policy
changes and consultant recommendations. In many cases this struggle is not the problem of
the people doing the implementation, it is the problem of inappropriate and unachievable
recommendations. Mindful of the low capacity to implement reform, as well as the churn of
“reform” within Papua New Guinea, we have divided this chapter into three parts:


Things to situate. This section covers concepts that we feel anyone involved in
Papua New Guinea’s policy process must have an understanding of in order to make
effective policy. The reader does not have to agree with what is said but they must at
least understand it has been said and it has been said many times before.



Things to consider. This section covers policy implication ideas that we think policy
makers should think through. We are suggesting them for consideration but will leave
policy makers to determine their relevance, achievability and return on investment.



Things to enact. In this section we address only those things that we feel policy
makers must address. We have tried to limit them to areas that are tangible and
achievable. That said, we have also included conceptual ideas and approaches that
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are not necessarily achieved trivially but which, if not addressed, will act to decrease,
rather than improve, the quality of life in Papua New Guinea.
Ideally these three parts would be presented in logical sequence and the reader would come
the “Things to enact” last. Nevertheless, we know the majority of our readers are pressed for
time, and so we present the “Things to enact” section first. Before proceeding, we make the
assumption, which we feel is well supported by evidence, that Papua New Guineans wish to
increase their material welfare and that they wish to achieve this through the betterment of
Papua New Guinea as a modern market state.

Things to enact
The following section is intended for policy action and recognition by policy makers. Because
much of what we deal with in this study involves making “connections” the majority of the
factors listed below are “interconnected”. We begin the section by stating some key
understandings because without these our tangible policy actions are bound to ring hollow.
Readers interested in the results of our wage and income survey are directed to Chapter 10.
Determine a purpose
Without a purpose for moving forward, there is little point in “grappling” with labour resource
challenges. We began our framework with a basic question: “What do Papua New Guineans
want for the future of their country and its people?” This is a question for Papua New
Guineans and it is one that they must address honestly and after considerable thought. Our
framework explicitly assumes that Papua New Guineans want a better quality of life for the
present and future generations. This quality of life includes greater access to material goods
and services but also to basic needs such as physical security and sound health. Based on
this assumption, the framework maps out a program for bringing Papua New Guinea closer
to this objective. If this objective is not what Papua New Guinea is seeking, then the nation
needs candidly and honestly to identify and state its purpose. Without clarity of purpose, all
public policy will be wasteful.
Avoid grand plans and focus on what can be practically implemented
In Chapter 4 we argue strongly against the “grand plan” fascination of public policy in Papua
New Guinea. Our criticism is not so much of “grandness” of these plans, although public
policy plans that are simply too “grand” are doomed to failure. Instead, our criticism is that
large scale plans are simply unsuited to the contemporary capacities and realities of the
Papua New Guinean state. Grand designs are achievable in Papua New Guinea so long as
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they are well planned, well costed, well resourced, well executed and provide incentive
structures for progressive implementation. They are not achievable where the plans are
hollow and exist primarily to display the “grandness” of their proponents. If Papua New
Guinea is to “move forward”, public policy needs to focus on the nitty-gritty of practical
application and on determined follow-through. In many cases this will require adjusting or
removing policy actions that may be popular, such as free education, but which are simply
unachievable given current resources or are only achievable through significant reductions in
quality. Policy decisions must be made from a mindset that measures the value of outcomes
relative to the value of inputs, they must focus on what is “productive”.
Understand and focus on enhancing productivity
“Productivity” is the most complicated concept addressed in this study but it is also the most
fundamental. Essentially, productivity is about an input-output relationship, usually
considered over time, so that the input-output relationship may be seen as moving
favourably or unfavourably relative to a defined starting point. In economic terms, this inputoutput relationship is not a physical one (as in an engineering notion of input-output
quantities); it is a value relationship, the relationship between input values and output values.
This requires that output is measured in both quantity and quality terms, because value is
determined by a combination of quantity and value. From a public policy perspective this
means policies should not simply be about more outcomes (more hospitals, more schools)
but about the quality of those outcomes (better quality healthcare, better educated students,
more employable youths).

In Chapter 2 we discussed that the input and output valuations

used to measure “productivity” are cultural constructions. We do not repeat that explanation
here other than to say “productivity” must be measured in relation to “purpose”. Where the
purpose is to experience village level culture on a bigger and better scale – productivity is
measured relative to that purpose. Where the purpose is to enhance the quality of life of all
Papua New Guineans, productivity needs to be measured and pursued differently, very
differently. Public policy makers must identify what is their “purpose”, and then ask
themselves “what is the most productive way of pursuing that purpose?”. Inevitably this will
require assessment of different options in terms of their relative contributions to productivity.
It is the capacity to make such assessments and to focus on those options that most
effectively enhances productivity, which is the hallmark of effective public services.
Insist on domain demarcation and separation
It is important that policy makers identify that not all purposes are of the same importance
and that the pursuit of some purposes may well undermine the achievement of other
purposes. In Papua New Guinea this most obviously occurs where public actors pursue
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village level agendas through public policy. Behaviours that are acceptable within a village
are not necessarily acceptable or appropriate to modern market workplaces and to modern
market societies in general. Public agents need to insist that customary understandings are
demarcated and separated from public workplaces. When working in public positions, actors
must fulfil their roles in accordance with the culture that is appropriate to those positions. In
almost all cases, this requires accepting and forcefully enforcing behaviours that are
“modern market”. This does not mean that policy should be made without reference to and
understanding of village level cultures ‒ these recognitions are essential. Rather, it means
that public agents need to accept that certain behaviours are unacceptable in public
positions and that certain behaviours and standards are demanded of people in public
positions. This issue is directly tied to leadership, to purpose, and to productivity.
Understand that corruption is not productive
Not all formal economic activity that produces material wealth is “productive”. By “productive”
we now assume that the purpose of public policy is to increase the quality of life in Papua
New Guinea. In Chapter 2 we explain that, in the short-term, corruption acts to transfer
wealth from the productive members of society to the unproductive. This does not mean
corruption does not generate “production”. Where corruption awards tenders to people
illegally, there is still often production ‒ roads are built, schools are erected. But this
“production” occurs at a cost to the rest of society who must incur greater costs because the
construction is overpriced, takes longer to be built, or occurs shoddily. The effect is to
discourage the most productive enterprises in the economy and, in so doing, reduces the
overall level of productivity. Over the long-term the transfer of wealth occurs across
generations and impairs the productive capacity of the country. For example, where
education services are not adequately provided to a generation of people, that generation is
incapable of being as productive as the last. Policy makers must understand that corruption
is destructive of long-term productivity and they must insist that it is separated from public
agencies.
Make connections
It is clear that many Papua New Guineans do not understand how a modern market state
and economy functions and how it relates to a wider productive purpose. The reason for this
is that the underlying institutions that “connect” the modern market state to the wider society
are weak or non-existent in Papua New Guinea. It cannot be assumed that public service
employees understand the purpose of what they are doing and the link it has to productive
change. Similarly, it cannot be assumed that graduates of Papua New Guinea’s universities
and schools understand these links. This is because these “connections” are in some ways
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assumed by the formal education system that Papua New Guinea inherited at
independence. Where the links do not exist they must be purposefully cultivated and this can
only occur through adapting education to Papua New Guinea’s circumstances. Without
creating these “connections” the state of Papua New Guinea will remain weak and
ineffective. For this reason, we highlight Papua New Guinea’s key labour resource challenge
as the need to socialise and educate its citizens so that they may function effectively in a
modern market society and, in so doing, reproduce and improve that modern market society
over time. Given the significant disconnect from village society to modern market society, it
is likely that key public sector actors will require exposure to functioning modern market
states and guidance from people who are familiar with functioning modern market states.
Encourage Leadership and make leaders accountable
There are many leaders in Papua New Guinea but there is little Leadership. “Do as I say, not
as I do”, is the lived experience of nearly all public and private leaders in Papua New
Guinea. This is not Leadership. Leadership requires leaders to focus on what is best for the
society and to behave in a manner that sets a positive example for the society. Whilst nearly
all countries suffer from a deficit of Leadership, it is especially pronounced in Papua New
Guinea because the vast majority of the people have limited exposure to modern civil society
and they, therefore, look to senior public and private figures for direction and example. At the
moment, leaders consistently behave in a manner that degrades both their position and the
institutions of the state/ their role. The vast majority of the population see such behaviour
and think that they too are able to behave opportunistically. This results in recurrent failure at
all levels of society as people in management roles fail to do the hardest parts of their job:
enforcing standards and behaving in accordance with the expectations of their position and
the rule of law. It is this failure to lead that results in so many senior positions in Papua New
Guinea being filled by expatriates. Leadership is, of course, not simply about setting an
example, leaders must also provide purpose, direction and motivation. Again in all of these
areas Papua New Guinea’s leaders are largely deficient. There is much grand and sweet
talk but this talk is rarely reinforced by behaviour. Purpose, direction and motivation must be
driven by deeds. These deeds need to be genuine and undertaken with actual concern for
the population and the country. No society or organisation flourishes where its senior
members and managers do not “do” and do not “enforce” what needs to be done. Leaders
provide both the vision of “purpose” and the passion for delivering it. They must also be
accountable for not delivering. Leadership involves accountability – both for the follower and
the leader. Papua New Guinean’s need to enforce the rules that make their leaders
accountable.
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Change the structure and conduct of the Minimum Wage Board (MWB)
As discussed in Chapter 11, minimum wage determination needs to occur with reference to
a broader purpose and this purpose needs to be framed as part of wider public and
economic policy. It is clear that recent MWBs lacked this overarching purpose and frame of
reference. The result has been unpredictable changes in the level of the minimum wage and
degradation in the quality of the minimum wage determination process. Current MWB
processes need reform. In its present arrangement, the MWB does not provide the expertise
to adjudge the issues pertinent to minimum wage determination and it does not have access
to the data and research necessary to form rational judgements about minimum wage
determination. Proposing change in the legislative framework would involve research that we
have not undertaken and legal skills that we lack. We rather propose that the change be at
the level of the formation of MWB and propose that the Board have a “standing” status
(rather than being formed episodically) and be led by a Minimum Wage Commissioner who
is appointed for expertise.
So constituting the Board would mean that it would function as an “expert” organ, rather than
a “political” organ (and a politically compromised organ). It would also require the following
reforms:


The remit of the Commissioner should be to consult designated stakeholder interests
and to receive submissions from stakeholders and the general public.



The Government should specify the timing of Board determinations (such as on a
three-year cycle) and the government should make its submission to the board at the
beginning of each cycle or as relevant to wider changes in economic conditions.



The Board Chair should have access to preliminary results of public data sources
before these enter the public domain (that is, not be inhibited by non-publication of
such data).



In order that the Board Commissioner be able effectively to act in an “expert”
capacity, it is essential that the Board be adequately resourced (funded) for the
conduct of research, hearings, and presentation of Reasons for Decision(s).

This different constituting of the Minimum Wage Board would allow all sectors of economy
and society in Papua New Guinea to have greater confidence in the stability of the minimum
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wage determination process and regulations, reduce uncertainty and improve the protection
of citizens who may be subject to labour market exploitation. Evidently also, there must be
adequate resourcing of the Inspectorate with the Department of Labour and Industrial
Relations and adequate reportage requirements for the effective exercise of the DLIR
mandate.
Collect and analyse data with the purpose of moving forward
Productivity only makes sense in relative terms and this implies that measurement is central
to assessments of productivity. From the first post-independence comprehensive labour
report on Papua New Guinea (McGavin 1986), there has been comment made regarding
labour force data deficiencies, particularly with regards to statistics that should be collated by
the National Statistical Office (NSO). Although we recognise points of improvement in
national statistics (Work Permits and Visas, as two examples), in comprehensive terms the
situation continues to worsen. It is as though the Papua New Guinean Government does not
want better data, because accurate and timely data would only highlight the irrationality and
dysfunctionality of erratic “grand plan” decisions.
We have tried to “hammer home” that reliable data are prerequisite to reliable policy
formulation, implementation and productivity measurement. But this is not just a matter of
“collection”. Even “collection” involves difficult work in data “normalisation” (as we address in
our report), and this involves judgemental skills. But, further, data utilisation requires
“analysis” in order to produce statistics. Capability for collection, processing, and analysis of
data is essential. This involves institutional rebuilding of the NSO – rebuilding of human
competencies and wider capabilities. Nevertheless, such rebuilding will be ineffective if it
doesn’t occur with purpose and doesn’t connect the reason for maintaining a capable NSO.
The first step in re-building the NSO is to build a culture of statistics across the wider public
sector. Chapter 5 outlines considerations for how this may occur but the institutional form of
this rebuilding is not necessarily according to a single formal model. Papua New Guinea
needs to develop local solutions that make sense to it and that are sustainable over time.
There is already significant data within Papua New Guinea’s public sector and major private
sector organisations. A directed campaign needs to be mounted to collate and share these
data among the different agencies of government and, where practical, to provide this data
to the public. It is further essential that data sets be accessible and be analysable using
readily available software. The “collect and analyse data” mandate should be assisted
internationally (we particularly focus on Australian Aid), but this assistance should not dictate
technically inappropriate processes that are not serviceable and maintainable in Papua New
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Guinea. It is essential that everything in the “collect and analyse data” implementation first
address human institutional competencies and the development and maintenance of skills
and attitudes for accurate and timely data delivery.
Focus on product unit labour cost
“Product unit labour cost” is an essential concept/tool that should be brought to any
consideration of labour resource challenges in Papua New Guinea. It needs to be
understood in relative terms – that is, what proportion of product unit value goes to labour.
And the relative terms need – especially for internationally traded products – to be
expressed in international relative terms. For example, where the exchange rate re-values
(Kina “appreciation”) while international-currency product-price remains constant, Kina
product prices diminish, and relative product unit costs of labour increase – that is reward to
other factors of production (including “profits”) decrease. It is essential that there be wide
understanding that minimising price-inflation (typically CPI increases) is an effective means
of reducing reductions in “real” wages. This, in turn, will act to reduce relative product unit
labour costs (and increase “profits”) while at the same time maintaining wage purchasingpower and supporting growth in wage employment. Minimum wage determinations must be
made with thought for their impact on total labour costs and relative product unit labour
costs.
Remove constraints to enterprise
Labour supply issues remain foremost considerations for understanding the difficulties faced
in recruiting and rewarding labour in Papua New Guinea. Nevertheless, they are not the
main impediment to increasing employment, they simply affect the nature of employment
(formal, informal, subsistence) and the real wages and incomes derived from employment.
The key impediments to increasing employment and real wages in Papua New Guinea are
the constraints to enterprise identified in Chapter 4. These constraints are wide ranging but
almost invariably are caused or amplified by poor public policy formulation and
implementation and public bureaucratic incompetence. Failure of public services and of the
regulatory environment acts as a drag on enterprise. Of especial concern are the
maintenance of law and order, public corruption and the inefficiency of the transport,
telecommunications and transport infrastructure. Poor performance in these areas reduce
rewards to enterprise across the country and result in reduced levels of economic activity
and labour employment in the formal, informal and subsistence sectors. Of especial concern
is the failure of the current land regulatory environment that is impeding the operation of the
largest employer in the country: the estate agriculture sector. Addressing these constraints
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will bring about the greatest increase in employment and real wages/incomes of any policy
measure here suggested.
Recognise the complementary nature of the estate and subsistence agriculture
sectors
Agriculture is the dominant source of employment and income in Papua New Guinea. Policy
makers need to recognise that agriculture is a system that includes crop production, yield
enhancement, marketing and logistics. Agricultural returns fundamentally impact on the
supply of subsistence labour and output. Whilst these returns are themselves impacted by
global prices, the capacity to respond to global prices and enhance the return from
agriculture are impacted by local considerations. There appears to be acceptance that the
smallholder sector will simply replace the estate plantation sector. This is wrong.
Smallholders invariably are incapable of re-producing the agricultural system that has largely
been developed and maintained by the estate sector. Even where it is reproducible, it cannot
be reproduced at the same price level. The result will be a decline in the labour returns to
smallholder agriculture and a corresponding decline in the supply of smallholder production.
Government policy needs to recognise the complementary nature of the estate and
subsistence agriculture sectors. Of particular importance to this study is the issue of
minimum wage determination and the potentially parlous outcomes it creates for the estate
sector. We argue in Chapter 11 for a re-thinking of minimum wage determination with a
focus on using the rural minimum wage as the base wage. Nevertheless, there is a need for
greater support of the agriculture sector in general. These issues are discussed in Chapter
16 and the “Things to consider” sector of this chapter. One thing we wish to highlight here is
that it is inevitable that some estate plantations will close within the next decade. Public
policy makers need to prepare for how they are going to respond to these closures,
particularly with reference to planation employees and their families. Many plantation
employees are estranged from their villages and will effectively become landless should their
plantation close. Being low skilled and landless is a recipe for social unrest and poverty.
Public policy makers need to begin developing plans for managing this problem before it
becomes a flashpoint.
Focus on capability, especially at the national government level
This heading has wide application, for it includes the capability of parliamentarians and of
ministers conceptually to understand their function in the modern market state of Papua New
Guinea, and to act instrumentally for the moving-forward of the nation. We speak to such
over-arching issues in our report but we are especially concerned with the operational level.
Capability refers to the capacity to develop a functioning system and then maintain and
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sustain that system over time. There needs to be honest recognition of the deterioration of
operational level capabilities in the agencies of government in Papua New Guinea and sober
and targeted identifications about “where to start” and “how to start” rectifying this
deterioration. Historically, Australia and other aid agencies have attempted to respond to this
decline through the provision of additional budgetary funding or assistance teams. We
propose a different approach – a focus on rectifying the human infrastructural deficiencies
across the Papua New Guinean public service. Such an approach is neither as glamorous
nor readily measured as material aid. Nevertheless, a focus on improving the quality and
capacity of the Papua New Guinean public service is the most productive use of Australian
Aid. In many cases, this will require long periods of expatriate shadowing of middle and
senior managers in the public service because it is at this level where “disconnects” most
impinge on public sector capability. Nevertheless, this shadowing needs to emphasise the
need for local solutions. Lessons need to be learned from areas of government agencies
where constructive “innovation” is occurring, rather than attempting simply to rebuild the
past.
Tackle the question of population growth
When focussing on capability, it is necessary to identify factors that undermine long-term
capability in the public and private sectors. We have discussed these issues at length and
they include: corruption, political opportunism, abuse of authority and the poor quality of
education. One factor that we have not mentioned but which impacts directly on the quality
of public service provision is the level of population growth. It is impractical for a weak public
service to respond effectively to a population that doubles in size within a generation.
Advances that are made will appear inadequate simply because demand increases at a rate
beyond the capacity for it to be satisfied. It is up to Papua New Guinea to determine how it
responds to this issue. Nevertheless, it is likely that part of the response will require greater
private sector involvement in the provision of what are now largely public sector services. It
will also require Papua New Guinea to identify whether it can sustain the current level of
population growth. Any response to this issue would need to be firmly grounded in local
cultural and spiritual understandings but the issue needs to be addressed if Papua New
Guinea wishes to enhance public sector capability and to tackle its labour resource
challenges.
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Recognise the essentiality of incentive reform in the public service
Modern market states cannot function without motivated and competent public servants. The
private sector is the main centre of enterprise but it relies on the public sector to function
effectively and in a non-partisan manner. The greatest gains to productivity in Papua New
Guinea are to be found in the reform of the public sector and public sector enterprises. The
crucial role of incentive structures must be addressed, so that people are rewarded for
performances that are of a moving-forward kind and dis-rewarded for dysfunctional
performances. Such rewards of course involve identifying the purpose of the public service,
the products that it produces and connecting these recognitions to the performance of
service. Commitment by the political class to the reform of the public service is integral to
commitment by the political class to improving the base level of national human welfare.
Build a program that promotes human welfare
Piecemeal attempts to deal with labour resource challenges are bound to fail. The major
studies in human resource management in Papua New Guinea have largely come to nothing
in terms of their long-term impact on labour resource use. Undoubtedly this failure reflects
budgetary constraints and the difficulty of formulating policy responses in a weak,
democratic, state. Nevertheless, we feel the primary reason is a lack of understanding about
why the recommendations are important and how they assist with promoting human welfare.
By presenting a framework that is designed to educate and connect issues relating to human
resource use and management we have attempted to provide a conceptual foundation that
can be built on. Nevertheless, should this foundation not be built on, this report will also be
simply piecemeal.
Papua New Guinea needs to adopt a programmatic approach to the development of its
human capital. This term refers to the quality and capacity of the nation’s human resources.
It includes technical skills, workplace skills and basic levels of health and sustenance.
Moreover, it includes the human institutions (cultures) that Papua New Guineans work in and
re-create. The programmatic approach suggests the need for integrated solutions. It should
not just be separate departments addressing these issues but departments working together
for a common purpose. This requires leadership, it requires direction and it requires a
willingness to cooperate. Cooperation requires humility and trust. The latter are also
elements of human capital because they enable different human resources to work together
effectively. The programmatic approach requires a plan for future work. For example, what
future work is planned to assess the impact of the 2014 MWB decision on levels of wages,
incomes and employment? What future work is being done to prepare for the next MWB
determination? Who is addressing the very low levels of youth employment or indeed youth
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employability in Papua New Guinea? To the best of our knowledge, no action is planned.
Statistical measures made decades apart are of no value in promoting a long-term
productivity plan. Similarly, unintegrated public policy measures are of little value in
promoting human welfare. If Papua New Guinea is serious about promoting human welfare,
it needs to develop a program for action in 2015. This should not be a grand plan but it
should show an integrated approach for grappling with the labour resource challenges
highlighted in this study.
Focus on human resources as the vital national resource
Although Papua New Guinea is blessed with natural resources, its most important and vital
asset is its people. People provide the motivation, capacity and imagination necessary to
utilise natural resources and to use of those resources more productively over time. If people
do not possess the motivation to act as entrepreneurs or the skills to work productively, the
nation, and its people, will remain unfulfilled. The majority of our “things to enact” focus on
developing these understandings because it is people that bring about purposive change.
We began this section by asking what Papua New Guineans want for the future of their
country and its people. We end by reinforcing that whatever that purpose may be, it will be
the quality, capacity and determination of its human resources that determine whether it
reaches its goal. The future of Papua New Guinea is literally in the hands, minds and hearts
of its people.

Things to situate
Readers who are not familiar with Papua New Guinea or who have not read the entire study
need to have an understanding of the conceptual and cultural perspectives on which we
base our analysis. This is important because much of what we say in this report is nuanced,
it is nuanced because in Papua New Guinea one encounters a plurality of societies and this
plurality can mask widespread cultural divergences and understandings. Without common
understandings, policy objectives falter. So we ask a little patience from our readers as we
sum-up some high-level worldview perspectives that inform our policy suggestions.

Worldview perspective for policy and implementation implications
It should immediately be recognised and stated and restated that human institutions are
cultural constructions, are matters of culture (understanding culture in the way that the term
is used in anthropological and cultural studies). It follows that the framework for moving
forward that we outlined in this study is (and it is no more than an outline) involves one of
cultural production. In many respects it would be helpful to reconstruct certain cultural
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institutions that were present in Papua New Guinea at Independence in 1975, but such a
reconstruction agenda is not generally what we propose. Nor, evidently, do we propose a
reproduction of the present and often dysfunctional cultural constructions that are now
present. Instead, our “moving forward” framework proposes new structures be built that are
appropriate to Papua New Guinea – thus our Grappling afresh as lead words in our report
title.
Importance of cross-cultural perceptions. In grappling afresh we emphasise crosscultural perceptions and the need to build institutions that recognise these different cultural
perceptions. Throughout the report we have identified in Papua New Guinea a lack of
comprehension, a lack of recognition, a lack of connection of basic concepts and
understandings that are integral to the reproduction of a modern market state. We use a
teaching analogy to portray this. Whether or not our readers have been teachers, everyone
would be able to recount situations where certain phrases are used (particularly phrases that
are jargon taken from some sub-set language culture like Economics), but where the
conceptual world behind those phrases is not really grasped by the hearers. Although the
term cargo is not strictly a technical one, we used the example of the term cargo, and the
way that wharves or air strips are constructed for the delivery of cargo in a cargo cult
mentality – but originally used where the conceptual world that is integral to the delivery of
“cargo” is not comprehended in any connected way.
Identifying what is functional and what is dysfunctional. The lack of connections is
fundamental to the dysfunctional performance that is endemic in Papua New Guinea. But in
a forward looking perspective, the crucial thing is not the depiction of one particular
framework for “moving forward” – because in Papua New Guinea we encounter a plurality of
societies. Papua New Guinea is a multi-cultural nation that in broad-brush terms may be
described as Melanesian but it is also heavily influenced by the preceding periods of
European contact. In this experience these Melanesian cultures have predominantly
encountered Australian culture, which is essentially an inherited Anglo-Saxon Western
European culture.
Since 1975 Papua New Guinea has increasingly encountered other international cultures.
Speaking broadly, the cultures of South Asian and East Asian nations that Papua New
Guinea is increasingly encountering are very different from Australian European culture and
both are very different from the international culture of organisations such as the United
Nations or the World Bank. As Australians, we have avoided the use of the term
“colonialism” in this report because the entry of Australia into what is now Papua New
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Guinea did not mainly follow the pattern of European powers such as in Africa in the 19th
century. Yet we think that the term “colonialism” still has currency, in so far as there are
more ways than one to “colonise”.
The deforestation of substantial coastal areas of Papua New Guinea to the advantage of
foreigners and not to the advantage of indigenous people can be seen as a version of
colonialism. So, too, we have a version of colonialism where weakly regulated immigration
allows foreigners to capture economic and employment opportunities to the exclusion of
Papua New Guineans. Colonisation of more refined kinds is also observed where
international organisations run programs that follow programmatic standards formed in New
York or in Washington, DC, that are unsuited to indigenous adoption in Papua New Guinea.
It may seem in these observations that we are moving off our agenda, and having a “beef”.
Not so. It is crucial to “moving forward” in Papua New Guinea that there be a cultural
capacity to deal with incursions that are culturally dysfunctional, whether of a crass kind or of
a seemingly refined kind. This involves making connections that allow selectivity in
resistance and in cultural encounter with a multi-cultural world from which the nation of
Papua New Guinea cannot be isolated. Making such connections involves identifying what is
functional and what is dysfunctional for “moving forward” in Papua New Guinea in an
international context. International cross-cultural engagement in Papua New Guinea is
inevitable, and identifying functionalities and dysfunctionalities in international cross-cultural
engagement requires conceptual understanding that may be weakly present in Papua New
Guinea. Our report has at several points touched upon manners of cultural defence, such as
elevating the effectiveness and efficiency of immigration administration and insisting that
international aid projects be technologically and culturally appropriate in matters such as
information systems and target integration with indigenous human resources development.
Cross-cultural perceptions in a Melanesian context. There is a need, nevertheless, not
first to get bogged down in the complex issues just outlined – for understanding the crosscultural challenge firstly involves recognition of the lack of connection between the local-level
worldviews of the complex of Melanesian cultures comprising Papua New Guinea and the
modern market state framework of the nation of Papua New Guinea. A refrain throughout
this report has been that most Papua New Guineans, including those in functional roles in
the modern state of Papua New Guinea, widely lack systemic connections of the function
and operation of a modern market state. We of course speak generally, and we are well
aware that there are Papua New Guineans who have refined conceptual understandings of
the modern market state as it is configured in Papua New Guinea. But most do not have
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those connections. Most Papua New Guineans grow-up and live in rural villages that only
interact with the modern market state at the margins. Village culture does not reinforce
modern market culture, if anything it undermines it. Where the majority of the population’s
foundation socialisation experience is not-modern market, it is not surprising that the majority
of those directly involved in the modern market state, especially those in the political sphere,
have not made adequate cross-cultural connections, and operate on Melanesian cultural
constructions, rather than on cultural constructions that bridge indigenous cultures and the
cultural configuration that is the modern market state of Papua New Guinea. A
schematisation of “connections” involved in cross-cultural adaptation in a Melanesian setting
is found in Report Annex 3.
We have instanced this disconnect during this report when we have outlined how public
governance is seen as a system for capturing and redistributing unearned incomes and of
advancing personal status in ways that pervert public office and create and perpetuate
dysfunctionalities that are taking Papua New Guinea backward – rather than forward – and
that progressively diminish the human resources of the nation. Addressing this dysfunctional
disconnect in a “framework” way is particularly challenging, because public political office
comes though electoral processes and electorates generally view elections at various levels
of government from kinship worldviews that do not comprehend the conceptual world of the
modern market state of Papua New Guinea. This means that addressing “labour resource
challenges” must comprehend the large canvas of cross-cultural complexities that frame the
poor human resource outcomes observed for Papua New Guinea.
A framework for moving forward must address disconnects that diminish human
resource outcomes for the nation. This brings us back again to saying that a “framework
for moving forward” in certain respects involves processes of discovery and of adaptation
that occur where there is engagement between different cultural worldviews. Elements of the
nation state framework that Papua New Guinea inherited at independence need reconstruction. Papua New Guinea cannot fool itself that there is a “Melanesian way” for
running a modern market state, especially where “Melanesian way” is simply code for
wanton corruption and personal enrichment through embezzlement. Nevertheless, we are
convinced that there cannot be simply a re-construction of the past. We are convinced that
there cannot be simply a construction that follows some firmly pre-conceived and foreign
cultural model (although international organisations and aid donors will still need to be
proactivity engaged). We are convinced that a “framework for moving forward” has to
engage

both

understandings

and

disconnection

from

traditional

societies

understandings and disconnections from modern market society (or societies).

and
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development is necessarily a learning process. In the context for which we write, this
learning process is one of institutional development, cross-cultural institutional development.
Our report is already a long one, and it would be further years and another book to flesh-out
all that we have alluded to throughout this report. What we want here in opening our
concluding chapter on policy implications and implementations is to underscore that we
speak about human development; that we speak about institutional human development;
that we speak about cross-cultural institutional human development.

Things to consider
This report has been prepared under the auspices of the Economic and Public Policy
Program of Australian Aid (until recently, AusAID) and the Papua New Guinea Government,
and has been funded by the Australian Government, Department of Foreign Affairs (DFAT).
We thus put up-front some policy and implementation implications that firstly address
Australian engagements in Papua New Guinea.

Policy and implementation implications for continuing Australian
involvement
Evidently what we say under this heading must be partial, as it has not been the main focus
of our work and we do not have a close understanding of aid relations between the
Australian and Papua New Guinean governments. We nevertheless see it as essential to
make observations that particularly target Australian engagement, and our experience allows
us to draw some strong, if selective, conclusions. The first is a general one of really making
the best of the very cordial relations between our two nations.
Making the best of Australian advantage in aid engagement in Papua New Guinea.
Virtually all our engagements at Deputy Secretary and Director levels across the various
agencies of Papua New Guinea government have been met with cordiality. This attitude has
also been manifest at lower staff levels where typically there was an eagerness to be helpful
just because we were Australians. And even in encounters like wanting to take an earlyevening walk outside the hotel compound during regional fieldwork, security staff would be
eager to conduct us and to engage in conversation and to assure us that “Australia is our big
brother!” These sentiments, offered with genuine affection, could turn sour if we act in an
overbearing manner. But with respectful engagement, Australia and Australians have an
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enormous asset in that sense of fraternity and respect and trust. This means aid should be
used in a manner that strengthens, rather than weakens long-term relationships.
Conditionality in the engagement. We understand that Australian Aid now gives a
heightened prominence to conditionality in aid provision. We see this as necessary to
genuine partnership in the purposes of aid. We see the maintaining of conditionality as
necessary to ensuring that Australian aid is directed in ways that are efficient and effective
for its purposes. We see maintaining of conditionality as necessary to the process of crosscultural learning whereby we understand the perspectives that inform the aid recipient and
the aid recipient understands the perspectives of the aid donor. A lack of appropriate
conditionality in aid works against transparency and accountability in Papua New Guinea
and only cultivates corrupt and dysfunctional cargo cult behaviours – where the diplomacy of
international assistance is seen as delivering outcomes without appreciation of the
resourcing and dynamic purposes of physical and human capital formation that is integral to
the aid engagement. A sense of fraternity is great, but not when it is an indulgent “big
brother” fraternity, rather than a mature fraternity where the aid is conditional upon
transparency and accountability in Papua New Guinean engagement in the development
purposes.
Focus on institutional human resources development. One has only to look at the
advertisement boards on physical development projects (such as schools, hospitals, or
roads) to be aware that a significant proportion of aid is directed toward physical
infrastructure. We doubt the wisdom of this. Typically, tax bases in developing nations are
narrow because most economic activity is outside regulated wage employment and outside
regulated business enterprises – and this is true of Papua New Guinea. But in the case of
Papua New Guinea, the state has significant tax bases on internationally traded products,
especially in non-renewable resource products. Natural resource products that are
internationally traded typically come from highly focused localities in Papua New Guinea –
such as low-population-density areas in West New Britain (not all areas in WNB are low
density) in the case of oil palm products, and remote and inaccessible areas in the case of
minerals and hydrocarbon products. The raison d’etre for such resource development is to
fund government nation-wide development that uses these unearned incomes for benefit
across the nation. Relatively speaking, Papua New Guinea as a nation has a capacity to
fund physical infrastructure development, and the processes of physical infrastructure
project management are straightforward in comparison with the processes of human capital
development.
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The greater need is for aid projects where it is so much more difficult to erect an
advertisement board and so much more difficult to “cut a ribbon” to declare a project
complete at a ceremonial “opening”. The greater need is for aid projects that are human
institutional ones. These human institutional ones certainly need to encompass capacity for
things such as proper tendering processes and proper oversight of constructional contract
performance. But following a study on human resource challenges, our emphasis on
developing human infrastructure capacity is more general.
Some focal points in aid engagement in human infrastructure capacity development.
There already is Australian Aid involvement with embedded personnel, such as is seen in
Treasury. Critics of Australian Aid may well give profile to the proportion of aid that is spent
in-country [that is, in the donor country] (such as where Papua New Guineans are assisted
in university studies in Australia) or that is spent on Australian citizens located in Papua New
Guinea. Such profiling may be misplaced, because the most effective aid engagement may
be in-country people engagement. It is one thing to supply NSO with new computing
equipment or a larger budget; it is another and far more beneficial thing to have Australians
embedded in an organisation such as the NSO where they learn about the complex
difficulties indigenous staff face in making “connections” in the performance of NSO
functions. Nevertheless, it is not just any Australian who can be placed in this role. The
selection of the person is vital and they must have a genuine desire to assist and to impart
knowledge. Sending people who are more interested in the sojourn than the outcome has
been a consistent reason for the failure of placements across government aid projects.
Whoever is selected must be responsive to enabling NSO staff to learn through sustained
encounter how Australians make and exercise “connections” in the performance of NSO
functions. Moreover, the person cannot just transplant Canberra into the NSO, they must be
able to tailor what they provide to the capacity of the NSO.
The government of Papua New Guinea has the resources adequately to equip NSO
physically, but does not have the resources adequately to deliver the human resource
development to equip NSO. This is true across most government functions. There are
exceptions such as we have identified real progress in the Work Permits Division in the
Department of Labour and Industrial Relations and in the reconfigured Immigration Authority.
But there are other government agencies such as the Department of Agriculture and
Livestock where in human institutional terms the need for renewal is desperate. A focus on
human skills development and human institutional development needs to be the primary
focus of Australian Aid. This primary focus needs to be in a program of agreed Australian
staff placement at operational levels to enhance the human capacities and capabilities within
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selected government agencies in Papua New Guinea. The staff need not be government
and, in some cases, may be better if they are non-government. Papua New Guinea does not
need to re-create Canberra. That in mind, the staff need not be Australian or even culturally
European but our experience is that Australians, New Zealanders and Britishers are well
suited to these roles. Of course any staff placed into Papua New Guinean departments
should be focused on that department and should not be unduly affected in their own career
progression due to working in Papua New Guinea.
Operational level human engagement. We have emphasised “at operational level”,
because if it is at higher level there may be a tendency to inappropriate styles of “big brother”
or “big sister” behaviour. Top-level management and governance must remain in Papua New
Guinean hands; and it is the building of human culture at the operational level where the
Australian presence can be most beneficial in a fraternal way. Papua New Guineans have
an instinct not for “working for” other people, but for “working with” other people, and the
cultural impact of embedded Australian personnel is conducive to building a learning culture
in Papua New Guinea.
We do not use the term “cultural impact” in a vague sense (although we do use it in a
complex sense). The cultural impact will often be technical (such as how one determines a
suitable sample population statistically and the technical processes of data processing and
analysis). The cultural impact will often be attitudinal (such as identifying a work domain
where manner of treatment of staff is not influenced by kinship; such as regularity and
consistency in work habits; such as refusing covert theft). This attitudinal impact may also be
moral: Papua New Guineans are more church-goers than Australians generally, and those
who are more conscientious about public service in government agencies are often quite
articulate in their Christian convictions. Australians are often more secular in their moral
convictions, but the respect of Papua New Guineans for Australians often turns upon their
identifying rectitude in behavioural standards. Consistency in behavioural standards in
workplace and civic performance are part of the complex of building human culture
institutions that have the capability and capacity to deliver government agency functions.
The slang word “spiv” was invented in Papua New Guinea, and they will be quick to
recognise a “spiv”, and successful embedded placement of Australian staff will depend upon
the complex of technical, behavioural and human qualities of staff under Australian Aid
placement.
Papua New Guinea document and data bank. We were astonished to find that for this
project we had to re-invent so much data on Papua New Guinea, because neither AusAID,
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Canberra, nor the High Commission in Port Moresby maintained an integrated data base on
Papua New Guinea. It should be a “given” that the High Commission receive and solicit the
print and electronic output of Papua New Guinea’s government agencies. Parts of this data
should also be made available to researchers commissioned by the High Commission. The
Bank of Papua New Guinea (BPNG) is possibly the only institution that maintains a
somewhat up-to-date website and on-line statistical resource. But even this does not have
long-period data, and at points we had to rely on our private historical collection for the
present research. Libraries in Papua New Guinea do not maintain continuous-series and
well-preserved historical collections. Our private collection of BPNG Statistical Bulletin was
in fact more comprehensive that the ANU collection, and accessing university collections is
manual and time-consuming for researchers, especially if they lack relevant university
affiliation. This surely is an Australian Aid function within the High Commission.
Expert committee advice. During our research we found that citing the Economic and
Public Sector Program (EPSP) “cut no ice”. As at present this is a notional, and not a
practical inter-governmental program. There does not seem to be an effective Memorandum
of Agreement governing engagement under the EPSP program. For continuance,
transparency, accountability, and conditionality, EPSP needs to become a practical intergovernmental program. This means there needs to be an Australian Aid presence on an
EPSP Planning and Implementation Technical Committee.
The Australian Aid nominee or nominees on such a Technical Committee would need to
ensure that appropriate projects for Australian Aid are selected; that Papua New Guinea’s
Government contribution (such as toward the physical infrastructural components of the
program) are adequately budgeted; that recurrent funding (especially for recurrent
maintenance and upgrading programs) is adequately provided; that practical and regular
review of project outcomes occurs, and that performance goals are a condition for continuing
Australian Aid support. The focus of Australian Aid project support through the Technical
Committee should especially target human infrastructural development and maintenance.
Innovation in Australian Aid program formulation and delivery. The challenge is not
simply reinvigoration of ways of doing aid, but of innovation in ways of doing aid. Where a
certain function is identifiable as amenable to a business model, a business model needs to
be developed and program formulation and implementation should be along business lines.
For example, Australian Aid could contract proportional support funding to a certain section
within the NSO for performance of a certain function, where function performance is
supported by Australian Aid in-house placements and where funding is spaced and
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conditional upon product delivery. Since the incentive structure within Papua New Guinea’s
Public Service seriously needs revamping (a mammoth task!), Australian Aid budgeting of
successful progressive project outcomes could include incentive upgrades for local (that is,
indigenous) officers engaged in project delivery.
Inserted into program delivery of this kind should be articulated on-job training programs. For
example, there are NSO officers who have UPNG credentials but who do not have delivery
capabilities for their jobs, and there are NSO officers without tertiary credentials who
nevertheless have had long in-house experience and mid-level training. There is an absence
of means for articulation and accreditation through the gaining of, say, a Graduate Certificate
in Statistics (these can be granted to mature non-graduates) and/or a Graduate Diploma in
Statistics through an institution accredited by Australian Aid for such purposes. The absence
of such on-job articulation possibilities means that experienced and worthy officers lose out
to newer recruit officers who have neither the experience nor the dedication. The adoption of
a business model in Australian Aid support for service delivery could well incorporate on-job
training that is linked with skills accreditation as an incentive track for local officers and as a
means of preparing local officers to be proactive in human institutional capability in the
relevant area of product delivery.
Market cooperating possibilities for innovation in Australian Aid formulation and
delivery. A different line of innovation in Australian Aid program delivery could be support to
indigenous businesses. For example, earlier researchers and ourselves in our rural sector
chapter have noted the impact of fragmented and weak supply chains for developing better
interface between traditional and small-holder agriculture and domestic and international
product marketing. Australian Aid in the past (and in the present) has partly addressed this in
selected roadwork funding. But Papua New Guinean resources in fact are available for these
functions (they are just not reliably directed). We have been impressed in the decade or
more since our last Papua New Guinean research engagement to observe the entry of
indigenous entrepreneurs into more complex and conglomerate businesses – sometimes
even employing imported skilled personnel. There has been a large literature on the role of
micro-financing as “seed financing” for small indigenous businesses. There is a developed
market for this in Papua New Guinea and whilst we are not sure of its viability we see a
different role for Australian Aid. Seed funding for larger-scale indigenous businesses could
be supported by a holding company backed by Australian Aid where sound business
practice is guarded by utilising collaboration between DFAT and the Australia Papua New
Guinea Business Council. There are many Australians with demonstrated Papua New
Guinean business acumen and experience who are now retired and who under some
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appropriate umbrella arrangement would respond to engagement opportunities to launch
and expand promising indigenous businesses.
Areas where this would be particularly relevant would be in the integration of agricultural
extension advice, farm-gate product purchase associated with the provision of regional
centre cold storage, along with integration into transport and marketing services. Another
area could be the delivery of project management advice for local businesses to successfully
engage in more complex construction projects (such as roads or buildings) where in the
absence of support for indigenous management these contracts would go to Asian
construction firms on bases that make no provision for building-up indigenous human
infrastructure. In brief, innovation in Australian Aid delivery should not be thought of only in
terms of governmental agencies. A business model approach could also engage market and
entrepreneurial cooperation with well-adjudged strategic potential for advancing human
infrastructure capabilities in Papua New Guinea.
Mobilising past Australian public sector experience and expertise for Papua New
Guinea’s politicians. In the last section we suggested the possibility of making recourse to
an organisation such as the Australia Papua New Guinea Business Council for advancing
human capital in indigenous businesses. There of course is the pressing area of human
capital in indigenous politicians. It would be inappropriate (a wrong kind of “big brother”) to
directly to engage current Australian politicians and senior public servants with Papua New
Guinean politicians. But it surely should be possible to construct some umbrella
organisational means to mobilise Australians no longer involved in politics or the public
service who have or would develop a kindly interest in Papua New Guinea. The nature of
Papua New Guinean culture is such that Papua New Guinea’s politicians would readily meet
with persons who were eminent in Australian politics and public service but who now hold no
public office and who exercise no direct political clout. Such persons could implicitly exercise
a considerable educative function in man-to-man speaking and conversation (and in forwardlooking terms woman-to-woman conversations) that would help strengthen incipient
understandings of the functions of public office that remain weak and/or compromised in
Papua New Guinea. Such initiatives would require an umbrella organisation and require
funding. Again, but under scrutiny, this would be an appropriate direction of Australian Aid
funding, because the need for oblique input into the building-up of understanding of the
functions of public office and competencies for public office would be a significant input in
infrastructural human development, and our report has highlighted this need across several
chapters.
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We reiterate that were we cite Australian public sector we could easily substitute New
Zealand or British. Nevertheless, we would also add to this list Singaporean. The standard of
the Singaporean public sector is extremely high, in many cases far more effective than in
Australia. Singapore has also dealt extremely effectively with corruption and has built itself
from a very basic economy into a sophisticated economy within 70 years. Whilst these
achievements occur in a different social and political context, it is likely that Papua New
Guinea can learn much from Singapore.
Supporting tertiary education. There has been an astonishing proliferation of institutions
designated as “university“ in Papua New Guinea, and it would be impossible for Australian
Aid to engage this institutional diversity. Some of these do not require engagement anyway –
such as the Pacific Adventist University outside Port Moresby and the Divine Word
University in Madang. Degrees of these establishments are regarded more highly than the
older universities and these may indeed give business model insights and mission model
insights for the re-inventing of the older universities. Speaking generally, the quality of
university graduates in Papua New Guinea has progressively deteriorated and is significantly
below the international standard. This has been, is, and must be in Australian Aid sights. But
again, a different model of engagement must be used.
The two oldest universities, the University of Papua New Guinea [UPNG] (Port Moresby) and
the Papua New Guinea University of Technology [UniTech] (Lae) were from the start greatly
handicapped by an over-presence of “Third World” staff who brought Third World
educational attitudes and obsolete Third World political agendas to those campuses (and
who continue so to bring). In terms of UPNG, historically there has been more traffic
between it and the Australian National University [ANU] (Canberra), particularly for the
Graduate Diploma in Development Studies and the Graduate Diploma in Demography
offered through what was then Centre for Development Studies. Canberra in winter is a poor
location for Papua New Guinean students and travel between Canberra and Port Moresby is
at least twice as difficult and time-consuming (and costly) as travel between Brisbane and
Port Moresby. It would be common sense to seek a stronger Queensland engagement in reinventing tertiary education in Papua New Guinea.
Although we do not undertake a critique of their work, we are not convinced by the GarnautNamaliu Report on Papua New Guinea’s universities. These points are particularly relevant:


Achievability of recommendations. The Garnaut Namaliu report is 57 pages long
and 24 pages are devoted to detailed reform activities. Very few of these activities, if
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any, have been conceived of in terms of scope of work, resource liability and cost.
The report is overwhelming for the reader and it is simply not implementable by
Papua New Guinea’s current public sector.


Comparative advantage. Papua New Guinea does not have a comparative
advantage in the provision of higher education services. For the immediate future,
the most important focus for Papua New Guinea needs to be increasing the quality
and quantity of its graduates. This can most effectively be achieved through buying
higher education services.



Focus on lower levels of education. Papua New Guinea’s main focus for education
investments should be at the primary, secondary and, most importantly, vocational
levels. There is no point rolling more and more “graduates” into “universities” where
they gain no tangible increase in human capital. And have little prospect of entering
formal wage employment.

In terms of buying in expertise, we note that the University of Queensland [UQ] as a “Group
8” Australian university has the capability to lead in re-invention. But this would require
strong Australian Aid support. One of the present principal researchers is a past UPNG
Visiting Professor of Economics and we are sharply aware of the range of support that
Australian academics would need to engage in any reconstruction assignment. We also
notice that recent/present Master degree scholarship arrangements for Papua New Guinea’s
citizens are dispersed across a number of Australian institutions. It is necessary that they be
directed to a single institution (it is easier to fly to Brisbane than to fly to Townsville, so we
would say UQ rather than the University of North Queensland). Papua New Guinean
students need the fellowship of fellow nationals in their studies and are better served with
access to staff of a university that has research links and staffing links with Papua New
Guinea. We would like to say more under this heading, but must confine ourselves to
concluding that Australian Aid engagement in the reinvention of selected Papua New
Guinean universities is central to addressing the human resource deficiencies of Papua New
Guinea.
Supporting long term interests. We write this conclusion very close to Australia’s Anzac
Day celebration and we are cognisant of the fact that whilst Anzac Day focuses symbolically
on Gallipoli landings, Australia first defended its national sovereignty in Papua New Guinea.
Australia’s physical security depends on Papua New Guinea. As such, Australia cannot
afford short term political interests to allow the continued corruption of the Papua New
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Guinean state. Australia certainly cannot afford Papua New Guinea to become a client state.
Foreign policy in Papua New Guinea needs to distinguish between distractive and
fundamental issues for the long-term interests of Australia. National interests should not be
consumed by political party interests. There will be no lasting reform of the Papua New
Guinean state until there is reform of Australia’s foreign policy motivations in Papua New
Guinea.

Policy and implementation implications for

Papua

New

Guinea

government and stakeholders
This section focuses on policy implications that are specific to Papua New Guineans. We
start at the top – national government – and move down to individual Papua New Guineans
who as self-employed persons or as employees can benefit from the connections that we
urge in this report.
National government. The desire for power, influence and prestige is more present in those
who seek and gain political office the world over. Nevertheless, in Papua New Guinea it is
particularly pernicious because of weak institutions that fail to control the abuse of power,
even legitimate power. One does not need to read the scriptural wisdom literature that
includes as a refrain “vanities of vanities” to realise the ephemeral nature of much political
influence. Political office is more enduring where its focus is toward using the power,
influence and prestige to achieve the public purposes that are integral to the governance
model as outlined in the Constitution of the Independent State of Papua New Guinea. As a
constitutional monarchy and not having a President, Papua New Guinea is less prone to the
generation of political dynasties. The Head of Government has the styling Prime Minister – a
title that should provoke a constant enquiry, “Minister to whom?”; that is, to what and to
whom do the Prime Minister and Ministers of State render their service, their ministration? In
formal legal terms, one may say, “To the Crown”. But nowadays this is more generally
understood as the nation constituted by its people, and, thus, Ministerial office is a ministry
to the people, the people of Papua New Guinea.
Herein there is a difficulty, for with all democracies “the people” may misconstrue their own
interests, and Ministers of State may need proactively to work at cultivating “best interest”
understandings on the part of their electorates. In a diverse, multi-cultural – indeed multitribal – society such as Papua New Guinea, working at cultivating “best interest”
understandings may be particularly challenging. In sometimes important respects, many in
electorates at the different levels of government will weakly understand their “best interest” in
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the nation state context. This makes electoral appeal – voter appeal – hazardous. People
may vote for policies that are contrary to their “best interest”.
A notable recent example has been the abolition of school fees through to Year 12, a policy
with a predictable effect of reducing the quality of national schooling and reducing marketed
production from the largest sector – traditional economy and society. Yet, over time,
governance contrary to national “best interest” becomes evident. Enduring political legacies
are constructed by governance in national “best interest”, while the contrary only shortens
the time span of political influence. Governance that does not follow the “ministerial” principle
that the language of the title of office signifies ultimately serves neither the interests of those
who govern nor those who are governed.
Rational policy, consistent policy, planned policy implementation. Electors who do not
understand the educational process and who are not well placed to adjudge the quality of
educational product are likely favourably to adjudge a policy of “free education” in its relevant
context. Yet this recent government policy is a pointed example of evidently irrationality and
dysfunctionality in government policy. Our report results clearly highlight the serious
deficiencies in educational quality across all levels – primary, secondary, post-secondary,
tertiary. The skills of the human resources of the nation (national human capital) are the
principal determinants of the welfare of the nation.
Our language of human resources is not simply confined to technical human skills, whether,
say, literacy and numeracy and specified trades competencies and specified professional
competencies. Persons and a nation can be well endowed with skills in that sense, and still
fail as persons or as a nation, because human skills include humane skills such as
understandings of and commitment to assiduous work, respect for persons, due process and
honesty. While as economists in a labour economics report we necessarily focus on skills in
a more restrictive sense, yet as educators and educated persons we necessarily understand
human skills – human capital – comprehensively.
Education is not simply about imparting restricted sets of skills, it is also about educating the
human person. There is not a simple or linear relationship between class size and
educational quality. But a simple “no fee schooling through to Year 12” must clearly diminish
the education of the human person, whether in simply technical or in more encompassing
human terms. The manner of its declaration is the obverse of rationality, consistency and
policy planning. This will be seen in further over-crowing of derelict classrooms and
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dormitories, further stretching of ill-equipped teachers, more school-leavers expecting office
jobs for which they are not equipped and that in any event are not available.
In brief, the first challenge at the top level of government is commitment to rational policy
formulation, to consistency in policy formulation and to integration with planned policy
implementation. Our report has stressed that it is human resources that govern the future of
Papua New Guinea and these human resources are understood in human institutional
terms. Our report has stressed that the largest inhibitor of human institutional resource
development in Papua New Guinea is the failure in delivery of the essential services of the
modern market state of Papua New Guinea. The chief focus at all levels of government, but
especially at the crucial national level, must be a refocusing on human resources institutional
development. Such a refocusing entails a movement away from ephemerality in political life
to increased political stability and durability, while fulfilling the “ministerial” designation of
political office. Sustaining such a focus and commitment certainly calls for humane qualities
in political leadership – for intelligence, probity, commitment to betterment of the nation. We
now turn to some technical aspects of implementation of such a commitment that are
pertinent to the findings of our report.
Technical advice and planning. In a presidential system of government, the heads of
government departments and agencies are in a more straightforward way seen as political
appointments that change according to changes in government or changes in those who are
ascendant in government. In the system of government adopted in Papua New Guinea,
government departments and agencies have the generic description “Public Service”, and
officeholders in principle are seen as offering disinterested advice to the government of the
day, and in a disinterested manner executing government policies. That is, it is expertise that
first defines public servants, not political allegiance. In this perspective, the Public Service
has a responsibility to offer advice that is first characterised as expert, before being political.
It is clear that this understanding of advice from government departments and agencies
needs to be reinforced in Papua New Guinea – both in terms of its expertise, and in terms of
expectations for and respect for expertise. Crucially, the processes of government policy
formation need to be the subject of expert scrutiny and advice. It seems unlikely that a
sudden policy of “free schooling through to Year 12” in a Papua New Guinea context would
be promoted where expert advice is taken and where policy implementations are carefully
evaluated. As one letter writer to the Papua New Guinea Post Courier observes:
How on earth can the education minister make it compulsory when the country is lagging in
data with the civil registry? The infrastructure is not in place to cater for the inundation of
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enrolment! Emolument is another outstanding issue. When government programs are
overlapping with continued dysfunctional system after 38 years of independence, how can
compulsory education work in a country where previous education reform has proven to be a
fiasco in totality? The country is bigger than the scope of anyone’s mind.1
In brief, the taking of “expert” advice during the processes of policy formulation, adoption,
and execution needs reinforcement. We use the term “expert” cautiously because Papua
New Guinea does not need faddish specialists, it needs capability generalists. People who
can advise about the capacity to create and sustain a capability. The capability may well be
specific (eg, education) but their thought process must be at the capability level. Papua New
Guinea has suffered from decades of “expert” advice in all sectors but none more clearly
than the education sector, which has had disastrous impacts on young Papua New
Guineans. Where expert advice is sought it needs to be coordinated under some umbrella
advice committee, say, in the Department of Planning and Monitoring. Of course, there may
“on paper” be such structures, but clearly such structures need to be more operational and
with more consistent recourse to expert advice.
Drawing on Australian assistance in building human institutional capabilities in
government agencies. Under the section in this chapter treating policy and implementation
implications for continuing Australian involvement, we have already proposed a presence of
Australians within the professional expertise and on-job skills development profiles in
selected key governmental agencies. We have not proposed this as a means of Australian
interference in Papua New Guinea affairs (we propose a presence, not domination), but as a
means of giving practical instrumentality to the inter-governmental Economic and Public
Sector Program. We propose this presence as a “working with” in order to augment skills in
policy evaluation, policy formulation and policy implementation in selected key government
agencies. The purpose is to build the human institutional capabilities of the selected key
agencies.
We have argued that AusAID (now Australian Aid) be less directed to constructional projects
of a physical kind, since with careful planning Papua New Guinea’s government funding is
sufficient for appropriate physical infrastructural development and, thereafter, maintenance
and development. We have argued increased direction of Australian Aid toward human
infrastructure development.

“Compulsory education a dream”, Papua New Guinea Post-Courier, Port Moresby Edition, Friday,
February 14, 2014, p 15
1

Policy and implementation implications │374

This is not to downplay physical infrastructure maintenance and development. Simply take
electricity supply as an example: reliable electricity supply and the elimination of power
surges in electricity supply require physical infrastructure upgrading and upgrading of
maintenance in funding and in execution. But this need first arises because of failures in
maintaining the human infrastructure of electricity supply. Rectification of the problem is
firstly a human issue before it is a technical and physical issue. The same goes for the
agency that has most figured in grievances in this research project, the NSO. It would be a
mistake for Australian Aid (or for any other donor aid) to address NSO deficiencies with a
focus on computer equipment and software – which are best addressed through rational
planning in budget provision, in procurement administration, in maintenance funding, and in
follow-up in the execution of procurement and maintenance programs. The most strategic
need is for the development/redevelopment of human institutional capability. We see
particular advantage in proactive Australian Aid involvement in this for several reasons (and
reasons that are not just because we are Australian or that Australian funding for our project
has dictated this finding).
First, cross-cultural communication between Papua New Guineans and Australians is easier
because of our shared history and shared sympathies. Secondly, international organisations
tend to be driven by head office agendas. We have seen the specification of international
agency projects that are so prescriptive and so Washington D.C. or New York in their
technology and their style as to be inappropriate for Papua New Guinea. Thirdly,
remunerative benefits for the placement of Australians under Australian Aid funding would
necessarily be higher than for Asian placement. The remunerative differential between
foreigner (in the Australian case, expatriate) and citizens is important. The higher the
differential, the greater the economic incentive for position localisation – which should be the
end-aim of foreigner-led institutional human development. The more that foreigner-led
institutional human development involves persons who see a Papua New Guinea
engagement as an “assignment”, rather than an opening for immigration, the more it is likely
to lead to practical localisation of skills. Fourthly, the more there is appreciation for the
transitions involved in advancing citizen capabilities, the more likely is the engagement to be
culturally and technically appropriate.
The NSO has been taken backward by inappropriate high-tech engagement in project
conception and in computing software that has led to incomplete and/or practically unusable
results. Proactive man-to-man (woman-to-woman) involvement in an Australian way should
humanly and technically foster better building human institutional capability for Papua New
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Guinea. In “moving forward” the labour resources challenge in Papua New Guinea, it is this
human capability that Papua New Guinean government funding is less able to supply and
where Australian Aid collaboration is best focused. We earlier argued this in addressing
Australian readers. Here we restate in addressing Papua New Guinean readers, especially
at ministerial level in politics and at department secretary level in public service.
Accountability for outcomes. There needs to be in place a system where failure in
governmental service delivery at its various levels impacts upon discretionary allocations to
politicians at various levels. Budgetary allocations need to have conditionality provisions so
that non-performance, misappropriation, and lack of accountability should impact upon
representative politicians, rather than only upon administrative officers and the deprived local
communities. Performance accountability at all levels is essential. And, since the Organic
Law has shifted much government expenditure to lower-levels (while government revenue
remaining at the top-level), conditionality and performance appraisal are crucial to any
effective project implementation. Otherwise, national government funding becomes an
exercise of “pouring money on sand” – the command over resources is bestowed without
commensurate intended products. This situation is corrupt and corrupting, and its true price
is the deterioration of national human capital. We see this in children who spend years in
schooling, but without effective education; mothers who cannot get effective aid-post
assistance for their families; village farmers where unserviceable roads make it uneconomic
for them to expand and diversify village agriculture directed to cash-cropping; diminished
and diminishing village welfare arising from reduced cash incomes and reduced ability to
procure non-village products that enhance standards of living. The list could go on. This is a
list for both urban and rural citizens, but is most pointed for rural citizens who are the
overwhelming majority of the nation and where the deterioration in service delivery is
greatest, and diminishment of state support for advances in human welfare is most marked.
Integration of a rational redistributive schema. As already remarked, the revenue base of
the national government is heavily dependent upon export industries, particularly nonrenewable resources industries. Often enough the local-area agreements for these projects
provide too much up-front unearned incomes to contiguous customary communities – such
as is manifest in the non-functional acquisition of large motor vehicles (that is, serve no
function other than as prestige trophies). To the extent possible, the government should
influence the distribution of such unearned incomes across time in ways that better
functionally serve local community development.
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The larger distributional issue concerns the wider geographical and temporal distribution of
government revenues from these industries. These revenues importantly derive from the
legal framework inherited from Australia that locates beneath-surface property rights with the
Crown. What we therefore have in these revenues is funding for national development –
development across the 22 provinces/districts. This entails a critical distributional issue: how
should these unearned governmental incomes be distributed in ways that moderate the
unequal economic and human opportunities as between the different provinces/districts?
Our brief is not to answer this question. But it is within our brief to emphasise the need for
some rational evaluation of this distributional issue in order that the delivery of modern
market state services is evened-up, and resources and opportunities for improving human
welfare and institutional human resource development are more evenly spread across the
nation.
The absence of rational evaluation of this distributional issue only increases the likelihood of
political expediency in this distribution, and increases the likelihood of corruption and
reduced accountability in project evaluation and implementation that entails the
diminishment of national human resource development.
Role of the Auditor-General and other “watchdog” agencies of government. Agencies
of government that are charged with impartial oversight have a hard time in Papua New
Guinea, where seemingly arbitrary dismissals from office and abrupt changes in funding are
too often in evidence. Commitments to accountability and transparency need to be seen in
due process in the appointment to or discharge from offices of public oversight, and in
secure and adequate funding for their operations. A culture of accountability and
transparency cannot be fostered without these essential conditions. The skills involved in
investigative functions and evaluative functions are of a high order. It is likely that citizen
officers would benefit from internships in equivalent Australian agencies and from the
embedding of Australian officers with a training mandate funded by Australian Aid and under
inter-governmental agreement. Again, the emphasis should be on institutional human
resources development.
Similar observations of course apply to the Police (Royal Papua New Guinea Constabulary)
and to the Papua New Guinea’s Defence Forces. In Chapter 12 we present data indicative of
how much product unit costs in Papua New Guinea are increased because suppliers of
goods and services need in too great a measure to provide their own security services
where they should in greater part be able to rely upon the state delivery of civil order for the
conduct of their businesses.
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Addressing corruption in public tenders. The issue of probity in public tendering and
contract processes is implicit in the immediately preceding section and is included here as a
point of emphasis. The award of contracts on the basis of patronage, rather than competitive
evaluation, must be addressed by arms-length articulated assessment procedures. A case of
corrupt award of contract for the delivery of health centre medical supplies by an Asian firm
without international standards registration received considerable press during our field
visits, and was justified by the government in terms of “price”, when clearly the evaluation
needed to focus on “price and quality”. There are any number of goods and services that can
be procured at cheaper prices. Price is not an adequate dimension for evaluation of such
matters. This impinges not only on the ability of firms registered in nations with high public
disclosure requirements (such as Australia), but also on the ability of indigenous firms to be
able to compete in contracting with Asian firms. Again, we would advise that Singapore may
be able to provide practical advice about measures to combat public corruption.
With targeted injection of expert foreign liaison, we see emerging mid-sized indigenous firms
being able to gain contracts such as for road construction on genuinely competitive terms
(not on wantok terms). Opening opportunity for indigenous business persons – and for those
whom they would employ – depends upon them not being undercut by Asian contractors
who bring acceptance of corrupt business practices and who run workplaces where the
language is not English (or Tok Pisin), with attendant corrupt foreign worker recruitment
practices. To re-coin a scriptural line for Papua New Guinea, “The wages of corruption are
the diminishment of indigenous opportunity and skills development”. Reversing this involves
not only probity in evaluation of tenders and award of government contracts, it involves also
a cultural and values change so that unearned incomes from political patronage are seen as
matters of shame, with perpetrators shamed.
Data-led investigation, policy formulation and implementation. There is pervasive use
of the term “rational” in the foregoing sections. Rationality depends upon information,
motivation and cultural values. Rational decisions are not possible in the face of ignorance.
One can rationally formulate and assess a redistributional regime only if one has adequate
and accurate data. One can only rationally formulate and assess a project if its purposes and
resourcing are adequately specified and data are available to assess outcomes. One can
only rationally plan for the physical infrastructure of schooling across the nation if adequate
demographic data are available and there is an efficient human institutional structure to
utilise such data for formulating and implementing plans for schooling physical infrastructure.
One can only rationally plan for the delivery of schooling across the nation if the foregoing
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data are combined with data on teacher training, teacher progression, teacher retention in
order to ensure matching human infrastructure for schooling expansion across the nation.
One can only rationally plan for the configuration of teacher skills (such as language,
mathematics, science, history, culture studies, computing) where there is access to data that
profiles skills requirements and profiles these across time into future planning periods.
The examples could be multiplied. The essential point is that rationality requires information.
Without the data necessary for rational decision-making, one cannot have rational decisionmaking. This must be emphasised and re-emphasised in a Papua New Guinea context,
because – as our study makes clear – data deficiencies abound in Papua New Guinea, and
the criticality of data, accurate data, timely data, policy-targeted data is weakly appreciated
and weakly supported. Advancing the human infrastructure of the nation requires a
perceptual shift so that the function of data for good governance is better grasped. Again this
involves not simply assuring the funding for essential data collection, processing, and
evaluative use, but also accountability for the efficient and effective exercise of this crucial
public function.
Essentiality of data for rational macroeconomic management. Without accurate and
timely macroeconomic and social data, rational economic management is not possible.
Without rational economic and social policy management, unintended consequences ensue.
Notable among these are price inflation, deteriorated infrastructure (such as roads,
communications and electricity generation) and deteriorated public service delivery. In this
report we show the role of high price inflation on the diminishment of purchasing power by
those in wage employment and/or self-employment. Advertising nominal minimum wage
increases may “look good” but these approaches are reversed where the prices of goods
and services as purchased by those in wage employment and self-employment increase,
and real purchasing power is diminished. Rational casting of macroeconomic policy to
support low price-inflation is an effective support to the expansion of wage employment and
self-employment while increasing real command over market goods and services. A focus
on nominal wages is piecemeal policy. Nominal wage interventions need to be set in the
context of overall economic performance of the economy, and the role of low price inflation
in increasing the purchasing power of those in wage employment and in non-wage
employment needs to be more clearly appreciated.
Macroeconomic policy comprehends both fiscal and monetary policy. We do no more than
name monetary policy, as both our expertise and our research have not ventured into this
area. Evidently, the Bank of Papua New Guinea [as the nation’s “reserve bank”] is a stand-
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out in terms of functioning governmental agencies in Papua New Guinea. We can only
remark that sustaining the independence and political non-interference in central bank
operations in Papua New Guinea and the sustaining of high-level competent technical
advice is an essential plank in national macroeconomic policy, especially in the moderation
of price-inflation influences. Nevertheless, we must admit to some confusion regarding the
ability of the BPNG to “manage” inflation when inflation statistics have been poorly measured
and poorly constructed for at least a decade.
Sharing of data, nurturing a data culture. Data resources are not something to be “kept in
a cupboard”, simply “stored on a computer server”; they are public resources to be shared.
Firstly, to be shared among agencies of government. Different agencies should not have to
generate data that other agencies already have. Private organisations with access to key
labour market data, especially those afforded significant subsidies by acts of parliament,
should be required to share such data with government agencies. For example, elements of
the National Provident Fund data should be available to the Department of Labour and
Industrial Relations (DLIR). Likewise, the Internal Revenue Office data should be available to
the Treasury. These examples could be multiplied but the key point is there is significant
scope to increase the quality and availability of data in Papua New Guinea simply by more
effectively disclosing and sharing existing data.
The sharing of data is not simply a governmental inter-agency issue. Much data is properly
public domain data. Our report makes clear how difficult our research was made by the lack
of public domain placement of what really is public data. It is not only researchers, but also
business persons, business organisations, public interest groups, politicians, and
international organisations involved in Papua New Guinea who seek and mostly should have
access to public data.
There would also be a demonstration effect from such a data regime on the private market
sector. Our research disclosed that many firms record scant information about their human
resources. Data records often lacked basic information like “date of birth”, “date of
recruitment”, “sex” and “schooling level”. Where the government leads, businesses are more
likely to follow and government interest in such statistics is likely to promote more business
interest. We, of course, do not want to create a reporting burden for companies but there is
much to be gained at firm level through better collection of human resource data.
A word of warning in closing these remarks. Beware of premature introduction of computing
in schooling. There was boasting press coverage of the universal introduction of Notebook
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computers into schools in New Ireland Province. Premature introduction of computers in
education turns them into toys – because children do not yet have the concept world to know
the significance of the “games” that are played. This, indeed, is an educational problem that
is pervasive in Australia, and right through to university – where adeptness in data search
and manipulation is cultivated, but without adequate concept education and without
adequate education in values and culture. The human products of these kinds of “education”
know how to “tick the boxes” in a computer program, but they do not know how to make
discriminating and evaluative decisions. They may have a seemingly classy university
degree, but in fact are of limited usefulness, except as drones.
Public Service remuneration systems. The Public Service has a fine-grained and
somewhat complex salary scale, and “on paper” has a similarly complicated performance
review system. The evidence is that it does not have an effective operational performance
review system. The departmental offices displayed the run-down state typical of
governmental offices in Waigani. We found a preparedness to assist our project from officers
within the Department of Personnel Management, and we were given access to an extensive
data bank that – after considerable tedious computing manipulations – we were able to use
to present the data and analysis in Chapter 12. The big picture points to make are: the need
to address productivity even more than pay, and the need to widen the spread of public
service pay scales. This would occur most effectively through dividing remuneration into a
base salary and incentive based wage components.
Reduce the relative flatness of public service pay scales. We showed in Chapter 12 the
relative compression of public service pay scales as against private sector pay scales.
Relatively low skilled workers are paid relatively well; relatively higher skilled workers are
paid relatively less well. Providing incentives for higher-level performance and retention of
higher-performance staff needs to be addressed by increasing the top-end of Public Service
pay scales, particularly for professional and technical skills (as against “political skills”).
Received perceptions of “equity” may well need to be challenged in graduated increases in
the spread of pay scales for public servants.
Performance outcomes. It is clear from the pervasive presence of slack public service
officers that the complex performance evaluation system does not work. The social costs of
disciplining lazy workers are probably too high. Three examples: job absenteeism is endemic
in provincial government offices; studious reading of the Post Courier is endemic in Waigani
government offices; social incapacity to discipline is widespread. An instance is where a midrank officer saw that we noticed an officer was playing a sophisticated computer game on his
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work computer, it was remarked without our questioning, “He’s a relative of such-and-such
senior officer.” It is costly to get slack officers to perform and so conscientious public service
officers often take up the work that others are paid to do, but do not do. It is clear that
supervisors need to be rewarded for exercising their supervisory responsibilities and disrewarded for not exercising their supervisory responsibilities. This is difficult in a culture of
wantokism. But the only way around it is to create a culture and an expectation of work
domains where access to increments is based on demonstrated and demonstrable work
performance.
Innovation in public service delivery. Throughout our report we have emphasised the
need for human institutional building and rebuilding, and it is clear that we believe the
rebuilding of the apparatus of the modern market state in Papua New Guinea is crucial for
reclaiming a flourishing of national capabilities. We need to make clear that this will not
always involve “rebuilding”, for there will be cases where different institutional forms will be
needed. An example is agricultural extension. It may be that this public service is best
delivered by non-governmental agencies whether on a for-profit or not-for-profit basis, with
fee-for-service delivery from a government agency. This example, however, would only work
where the oversighting and funding government agency itself has adequate functionality in
planning, contract selection, oversight, and transparency in contract payments. Examples
from Australia include functions such as postal delivery services and garbage services. The
point is that flagged in the sub-heading – assessment of the appropriate institutional form for
particular service delivery and the nesting of distinct institutional forms in an overall
organisational form for public service delivery. This kind of assessment and delivery
management calls for innovation in public service delivery, not simply attempted re-creation
of failed institutional forms.
Land mobilisation. Throughout this report we have stressed analysis that is culturally
situated. This does not imply a simple acceptance of what might be termed “Melanesian
culture”. It often involves the enhancing of domain distinctions – such as distinguishing
workplace domains from domestic domains; distinguishing national politics domains from
village politics domains; in brief, enhancing cross-cultural mobility. This is particularly so in
the issue of mobilising land resources for development. We do not propose fundamental
disruption of indigenous comprehensions of property rights over land. We propose
institutional forms that allow an overlay of property rights and property-use regimes and that
allow increased productive use of customary land resources.
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A simple analogy is a building in respect of which various lease arrangements are
constructed without transfer of ownership. In that example, enduring property rights are
distinguished from designated-time property rights, and contractual arrangements for the
assignment of benefits between enduring property rights parties and designated-time
property right parties are set in place. A framework for this way of thinking with respect to
customary land resources in Papua New Guinea is argued in Jones and McGavin (2001).
Our chapter on “building incomplete constructs” in Imbun and McGavin (2001) provides an
application of this manner of thinking to mining and hydrocarbon development.
It is clear that this approach now needs application in respect of urban centres in Papua New
Guinea where land shortages are inhibiting economic development and expansion of labour
resource use. Such arrangements can only occur in a framework of national governance,
and at present this framework is inhibited by the non-functioning of government agencies
charged with the oversight and approval of land-use agreements. Urgent and sustained
action to rebuild these essential government agencies is essential. Creative land-use
proposals are being stalled by government procrastination, inaction, and incompetence that
inhibit moving forward in human resource development and productive human resource use
in the nation.
New institutional form for dealing with land mobilisation. The largest formal private
sector wage employment in Papua New Guinea is agriculture – estate agriculture. In our
fieldwork researches we have repeatedly heard of the collapse of functional operation in the
Department of Agriculture and Livestock and the Department of Lands and Physical
Planning – and how this impacts upon the stalling of further estate developments and
attendant agricultural estate employment. At below-the-macroeconomic-level, there is no
government function that would more advance labour resource mobilisation in Papua New
Guinea than pro-active government policy in respect of estate agriculture. Yet there is little
evidence of proactive engagement of Papua New Guinea governments in policy analysis,
policy formulation, and policy implementation to redress the stagnation and/or decline of
estate agriculture in Papua New Guinea. Again, this lack of focus reflects the central theme
of this study – the decline of the key human institutions of modern market state governance.
We urge the creation of a new Authority (on the model of the Immigration Authority that is
showing evidence of success) to coordinate with estate agriculture investors to address the
complex issues of land mobilisation as discussed in Chapter 16. Such a Land Mobilisation
Authority should be lean, independent, subject to stringent reportage requirements and to
annual audit by the Auditor General. The governance of such an Authority should be
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insulated from political interference, and should be clearly focused on expertise and due
process.
Subsistence sector as an engine of labour resource mobilisation. We have throughout
this report used “employment” to comprehend both wage employment and self-employment.
On this perspective, the overwhelmingly largest form of employment in the nation
subsistence farming and related activities. There has been and is a massive lack of focus of
government policy on the subsistence sector as the greatest growth engine for increasing
product output and increasing living standards in Papua New Guinea. We need here to
repeat some observations made in Chapter 15.
The defining feature of the small holder sector is that it is episodic, fractured and small scale.
Small holders may grow crops, and informal business operators may collect and aggregate
crops, but there is no coordination of market access, crop quality, crop management and
crop marketing. All of these factors are largely coordinated and facilitated by plantation
estates. For some estates these practices have fallen by the wayside, with the result that
average yields and the agricultural system itself has declined. For functioning sectors, the
plantations are essential for continuing small holder production. It is the planation sector that
mainly keeps processing plants running; it is the planation sector that ensures produce is
brought to shipping points; it is the plantation sector that trains small holders how to manage
profitable blocks. It is the planation sector that provides the cash flow to small holders to
keep the production cycle going. Were the planation sector to disappear, the small holder
sector can also be expected to enter severe decline.
It is crucial that governments recognise the symbiotic relationship between formal sector
agriculture, estate agriculture, and agriculture in the customary economy and society of
Papua New Guinea.
Enhancing agricultural marketing supply chains. We are not convinced of the wisdom of
government-controlled marketing boards, nor of government involvement in shipping or
product storage and price-stabilisation. In so far as such issues directly involve the
government, they are best reviewed under a heading of “innovation in service delivery”.
Roads and wharves are more clearly “public goods”, and clearer governmental commitment
to the extension and maintenance of these public facilities is crucial for increasing marketing
access and reducing the price of marketing access – with the result of improving incentives
for customary producers by increasing returns to customary sector cash cropping and
improving living standards by increasing access to non-village products. Consequent
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reductions in input costs and in product returns of course also apply to the formal sector,
again with spin-offs to non-formal economy and society in Papua New Guinea.
Improving health services delivery. Health services of course covers the whole range
from major hospitals, to district hospitals, to aid post, and to health education. Our remarks
focus on aid post service delivery at village level. This also may be an area where innovation
in service delivery is needed (rather than simply the rebuilding of dilapidated frameworks).
This also needs to be appreciated under a heading of enhancing human resources.
Diseases such as malaria are largely eradicable through education and preventative
measures, as are many infectious diseases and minor ailments that if treated early remain
minor. Endemic poor health in Papua New Guinea populations is a drag on human resource
mobilisation and productivity, and determined government support for health services
delivery should be seen as policy for enhancing national human capital.
Immigration regulation. We have shown how inappropriate targeting in immigration policy
and weak work permit and visa administration are harmful for human resource outcomes in
Papua New Guinea. We have identified improvements in both Work Permit administration for
foreigners and in Immigration Visa administration. These recent gains need to be maintained
and extended by sustaining performance in these governmental functions. In the interests of
public disclosure, Ministerial visa exemptions should be publicised.
We do not advocate a discrimination policy on the basis of race or nation. But the fact that
Australian passports give ready cross-border international movement to many nations that
nevertheless exercise tight controls for many other passport holders makes clear the
practical fact of the need for discrimination – in the sense of “discernment” and “assessment”
– in the administration of Work Permit and Visa regulations. Applicants coming from nations
where incomes for various classes of labour services are low need to be examined and
assessed more closely than for high-wage countries. The lower the likely wage differential
between immigrant labour and indigenous labour, the more likelihood of displacement of
citizen labour and the less likelihood of skills transfer from immigrant to indigenous labour.
Requirements for complex “localisation” plans from supporting employers are unlikely to be
well-evaluated with the resources available to the Department of Labour and Industrial
Relations (DLIR). Declaration of wage offered, with the transfer of that information to the
Internal Revenue Commission (IRC) with the issuance of a tax-file-number, and feedback
from IRC to DLIR in the absence of equivalent income taxation transfers is more likely to be
effective, and more likely to assist in identification of cases where Work Permits and Visas
should be withdrawn.
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Informal employment. Across our lifetimes in Australia, there has been a proportional
contraction in goods and services operating in informal markets. The reasons are several,
such as: the extension of regulatory frameworks with tax file numbers (TFNs) and goods and
services taxation (GST); greater consumer demand for product/service quality, such as with
lawn-mowing franchises and child-minding franchises; reduction in the cash economy, with
greater use of credit cards and transactions that may be tracked in regulatory systems.
Informal markets are far more present in nations such as Papua New Guinea, and the
further one moves from urban centres, the greater the presence. We have presented
different chapters on “informal employment” and “unregulated employment”. To some extent,
the division is arbitrary. Our chief justification is that overwhelmingly, “informal employment”
in Papua New Guinea is self-employment, or, if not self-employment, involving the
employment of kinsfolk (where the relationship is familial, and not simply “economic” in the
employer-employee sense). By contrast, what we have treated as “unregulated employment”
is simple wage employment where the employee relationship with the employer is solely
economic – the more so as, overwhelmingly, the employer is a non-citizen whose
immigration status in Papua New Guinea may be doubtful.
Our use of the term “unregulated employment” itself implies that it ought to be regulated, and
that such unregulated businesses do not operate on “a level playing field”, avoiding most
governmental regulations and taxing regimes, as well as minimum wage regulations.
Our use of the term “informal employment” does not carry the same connotative burden. For
a nation such as Papua New Guinea, it is not practical to “formalise” most economic activity,
since in customary society it occurs within a complex social framework where the incentives
and the rewards of productive activities are not those of a market. Yet there is a wide overlap
between non-market and market productive activities and spontaneous back-to-backing of
customary life with market activity is evidently pervasive. In this report our research of
“informal employment” has been urban only. Our results show the complex relationship
between informal businesses and other activity and income sources within familial units. Our
results show how informal business opportunities impinge upon “reservation wages” – the
urban wages at which labour services would be offered in wage employment.
The language that we have used implicitly conveys a message of our view that informal
business (that is largely indigenous self-employment) should not be a strong focus of
government regulation. Some measure of regulation is needed such as where marketers
cause undue urban congestions, litter, or health hazards. But even in such matters,
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regulations may need to be moderate, as a characteristic of informal businesses is location
close to the customer – that is, in the place and time where customers want to buy. The
driving influence for our sympathy toward informal employment is its own dynamism: it
clearly enhances indigenous engagement in market activities that are seen as increasing
indigenous welfare. We believe that the role of informal businesses as portrayed in our
survey results (see chapter 13 for the data messages) needs to be better understood by
policy makers in Papua New Guinea.
Our formal sector research has mainly been supported by survey returns from larger
enterprises, and it has been harder to get responses from small businesses. Yet our
fieldwork experience has allowed us to observe that indigenous market engagement has
also moved into the formal economy framework. What has been new in the present research
experience has been our encounter with indigenous businesses that are conglomerate – that
are sizeable and complex. We mention this here, as we are not implying that indigenous
businesses that may be characterised as “formal” should be treated softly in the regulatory
framework. Our more accommodating stance is in respect of what we have described as
“informal” – and that governments need to recognise this activity as an engine of growth and
of sustaining and improving familial welfare.
Unregulated employment. As remarked, indigenous persons in “unregulated employment”
are in an employee-employer relationship that is economic, and rarely is familial, and where
mostly the employers are Asian immigrants whose status in a strict reading of Work Permit
and Visa regulations is doubtful. Often these small-scale, low-sophistication, low-financerequirement businesses, had their beginnings in renting existing indigenous minor retail
businesses. Growth in these indigenous businesses is often inhibited by the difficulties in
maintaining domains of business-operations and kinship-relations, with attendant wontok
drains upon businesses. In such circumstances, business owners are sometimes willing to
remove themselves from day-to-day business activities and simply receive rent payments
from Asian operators. In these circumstances, Asian entrepreneurs can be seen to provide
benefits. We also observed the growth of unregulated immigrant businesses on town edges.
Typically these comprise a cash-only shopfront with domicile behind such premises. The
product quality of such businesses is typically very low, and Papua New Guineans who are
more interested in product quality and have the buying capacity direct their patronage to
formal businesses. The fact however is that the businesses that we have identified in our
“unregulated employment” survey are greatly resented by formal sector business persons
who see themselves as subject to unfair regulatory policing. “The labour inspectors never go
to their [unregulated] businesses!” is a typical remark. Implicitly, we think that the regulatory
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framework should be more enforced in respect of such businesses and their operators. And
we think this because they in fact are an inhibition on indigenous business opportunity and
economic activity.
Addressing the issue of below-minimum wages. More difficult is our finding of pervasive
wages below the regulated minimum (especially when computed in per-hour terms). We of
course are aware that the minimum wage is specified as an hourly rate but, in fact, most
citizens think of it in terms of a pay-period rate, typically a fortnightly rate. That is, the lower
hourly wage rate for unregulated employment mainly arises because hours are greater than
regulation standard weekly hours of work. Our finding is difficult because this indigenous
wage employment is nevertheless voluntary – in an expression, “Better a job than no job!”
This indigenous wage employment is also significantly “youth employment”. (In Papua New
Guinea, 18 years of age would not generally be viewed as non-youth employment, and more
realistically, non-youth employment would start at say 22 years.) In the past when there has
been no increase in youth employment following the determination of a “youth wage” at 75%
of the “adult wage”, this has been used by Minimum Wage Boards to find against
determining a “youth wage” on the grounds that it has no impact. A more likely explanation is
that, even at a 75% of adult wage, older prospective employees offer a more favourable
relationship between work performance value and wage than do inexperienced young
workers. We are unhappy at the prevalence of below-minimum wage employment in these
unregulated businesses, and consider that regulatory supervision should be activated, so
long as that activation does not result in a widespread decrease in employment.
This point is nuanced and requires further explanation. Prior to enforcing minimum wage
laws consideration needs to be given to the following:
(1) the regulatory minimum wage needs to be a floor-wage set at a level that has been
well-researched, and
(2) the regulatory wage needs to be an “adult” wage (with the “youth” age barrier raised),
so that those under the barrier (say, 21 years) are not subject to the wage regulation.
The reason for this is that our survey results indicate what is seen from general observation
– that wage incomes of “youths” do not fit a pattern of economic self-sufficiency, but are a
contribution toward familial incomes, with familial incomes being the basis of sufficiency (if
not of self-sufficiency). Considering this position involves asking the question, “Are youths
better gaining labour market access, even at earnings that only contribute to familial income

Policy and implementation implications │388
sources, rather than at self-supporting earnings?” (We use the term “familial” income
sources to imply something wider than a “nuclear family” unit notion of income sources.) We
are wary of the potential for exploitation, but, on balance, our judgement is that a “Yes”
would assist familial incomes, assist youth labour market entry, and assist in diminishing
undesirable youth activities where employment access is closed (particularly, of course, in
urban environments where “employment” more equals “wage employment”). It may be,
however, that regulatory supervision of standard hours of work should be activated – as long
hours of child/youth work as often found in the culture and expectations of Asian economies
are diminishing of human welfare. These remarks should be contextualised by our earlier
recommendation under the heading of “Change in the structure and conduct of the Minimum
Mage Board”.
Schooling issues. As we have remarked, we have been unable to research the wide area
of schooling, school funding, of teacher training and teacher re-training. One issue that arose
in our earlier labour resources research that we again encountered in our present research
is the general remark by employers that school graduates (particularly Year 12 school
graduates) expect to obtain office jobs, and that, further, cursory exposure to their curriculum
materials shows a paucity of curriculum construction around the skills needed for forming
concepts and aptitudes for generation of self-employment and productivity enhancement in
village industry, whether agricultural, animal husbandry, or marketing of village products. In
Papua New Guinea where most employment is not wage employment, it is essential that the
schooling experience equip young people for more productive employment engagement
outside wage employment and in village production systems or village-related production
systems. This aspect of curriculum redevelopment should engage the whole cultural matrix
for productive employment (both wage employment and non-wage self-employment) in
Papua New Guinea as a strategy for improving national labour resource use and productivity
– and with implications for the socially-harmful reduction in youth idleness and involvement
in illicit activities.
Post-secondary education and training. Our report indicates a shift in Technical
Education and Vocational Training (TVET) from trades to programs such as business and
hospitality – in part driven by the run-down state of physical equipment for trades training in
TVET Colleges and the lesser equipment needs for non-manual training. As we report in
Chapter 12, respondent firms overwhelmingly recount the poor quality of TVET (and of
school) graduates, and their need to re-train on-the-job or in-house. Quality in training
delivery is a key issue. This is not simply a TVET issue, because part of the difficulty is the
poor quality of primary and secondary schooling in Papua New Guinea. In TVET terms, the
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key issues are both the run-down state of buildings, equipment and diminished teacher
capability – both of which need over time programmatic and budgetary redress. In the era of
out-sourcing of services, it is important that programmatic and budgetary redress also
engage assessment of the mix of training delivery between government funded institutions,
not-for-profit institutions, for-profit institutions, and within-the-workplace on-job or in-house
employer-led training. That is, institutional placement and institutional configuration of
training must be encompassed in programmatic redevelopment of TVET functions. Our
research results show that investing in post-secondary education and training would lead to
more employment – as employers hold back on recruitment because of skills deficiencies in
potential recruits.
In Papua New Guinea, the ill-advised policy of the abolition of school fees through to Year
12 has meant post-normal-school-age returnees to schooling. In Australia, post-school-age
catch-up education occurs in the equivalent of the TVET sector in school-substitute
programs and pre-apprenticeship programs (in Australia, termed Technical and Further
Education, TAFE). The teaching needs for post-normal-school-age young persons are
different from school-age persons, and it is desirable that in the redevelopment of TVET that
this need be incorporated in planning and funding.
Tertiary education. It seems that government-funded tertiary institutions in Papua New
Guinea are awarding degrees based on the passage of time (in one institution by
administering at Academic Board level a 90% pass rate across all attendees). This means
that degree awards cease to represent a measure of scholarly or professional competencies.
It is hardly surprising that throughout fieldwork we encountered managers who are scathing
in their judgement of the standards generally of new recruits from universities. We have
argued in the section of this chapter addressed to the Australian government (Australian Aid)
the need for cross-national institutional mentoring and for embedding of Australian Aid
supported staff (preferably from a single institution such as the University of Queensland).
The issues are too large for us to do more than scratch the surface and make over-arching
remarks. But without the development of indigenous education in high culture (the humane
arts) and advanced professional skills across a sufficient range, the drag on national
institutional human resource development will remain great. Please note that that we
referred to skills “across a sufficient range”. Redevelopment of universities in Papua New
Guinea will involve identifying academic areas that are best located off-shore, because they
are too specialised and too small-scale for in-country delivery. The meaning of “university”
has been diminished by the multiplication of institutions with that nomenclature, and most
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institutions should be re-badged as tertiary “colleges” or as “polytechnics” to sharpen the
resourcing and the mandates of “universities”.
Promote tourism. On Australian passports we can without visa enter such a securityconscious nation as Israel. Even as a tourist, a visa is required for Papua New Guinea and a
2-week lead-time for its issuance. Moreover, it is not just a visa. It is now a visa application,
a health declaration, a print-out of flight itineraries, a print out of hotel plans, a print-out of
bank statements, a photo and, if you are especially lucky, a phone interview. In a market
where tourists have many options, this is a big disincentive. Maybe not to people who will
travel anyway, but Papua New Guinea needs to be concerned with the margins. Papua New
Guinea has potential for increased tourism, albeit not at the magnitude imagined by many
commentators, well at least not without major reforms to security, cost and travel times.
That said, the government seems to discourage ready tourist access and favourable tourist
experiences at nearly every turn. These attitudes have direct effects on hotel occupancy
rates (and thus occupancy prices) and on hospitality and other employment. It does not
make sense. There needs to be a more targeted and nuanced policy to avert unwanted
tourism overstays, which are unlikely to be holders of Australian passports. Some of the
anomalies that have occurred in the granting of Australian citizenship may call for some
profiling of travellers, but such profiling would require only basic judgements about
applicants.

Implications for the formal market sector, “private sector”
The policy and implementation recommendations that we have made are already rather
extensive. In respect of the formal market sector, our most pertinent recommendation is one
already familiar to the sector: reinforce certain messages to the government and in the public
domain. We believe that the data-rich chapters in this report can be of much service to the
formal market sector. Moreover, we believe that our research implications for government
policy are relevant to what the private sector needs to be saying to the government and in
public forums. The connections that we press are not widely appreciated, and we believe
that the articulations found in this report will help to give constructive voice to private sector
advocacy of a kind that is pro-active for “making connections” and for building and rebuilding
of institutional human resource capacities that will benefit formal sector businesses and help
the nation generally.
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LABOUR MARKET SURVEY
This survey is divided into three parts:
Part one: a general description of your business and its employees
Part two: a questionnaire regarding your business’ demand for labour
Part three: a pay period extract of employee data for the last pay fortnight
It is intended that Part One and Part Two are completed manually. Part Three is designed to be completed using an
electronic extract/ summary from your business human resource management/ payroll system. Part Three is the
most important section of the survey. We would greatly appreciate any data you can provide for the fields outlined
in Part Three.

Completion guidelines


Nationals and Non-Nationals. Please record employee data for both Papua New Guinean employees
(Nationals) and Non-National Employees (foreigners).



Format. The questionnaire may be completed in hardcopy format or electronically. It is highly desirable that
Part Three of the survey is completed electronically using an extract from your businesses human resource
management system/ payroll system. Where possible, please provide electronic extracts in Microsoft Excel
or comma separated value format. Where this is not possible, please print the records or manually insert the
information into the table in Part Three.



Electronic completion. If you complete the form electronically, please select your choice using the “text
highlight” function or by deleting the options that do not apply.



Partial completion. The survey is not intended to be onerous. If you do not have data for a particular field,
please leave it blank. Partial completion is much more useful than non-completion.



Commercial-in-confidence. Data supplied by your business will be treated as commercial-in-confidence and
will only be published in data sets that do not allow the identification of respondent firms.



Return address. The survey may be returned electronically, via hardcopy mail or fax. The relevant addresses
are as follows:
a. Electronic. Please return the survey via e-mail to: luketreborjones@gmail.com.
b. Hardcopy. Please return via post to the attention of Mr Steven Goie at: Institute of National Affairs, P.O.
Box 1530, Port Moresby
c. Fax. Please return via fax to 321 7223 for the attention of Mr Steven Goie.



Return by date. It is requested that the survey be completed as soon as practical. We require all survey
responses to be returned by 15 January 2014.



Queries. Dr L. T. Jones is the primary point of contact for any queries regarding the survey. He is best
contacted via e-mail at: luketreborjones@gmail.com. For in-country queries, please direct them to:
Mr Steven Goie
Tel. 321 1045
Mob. 7272 6656
Email. steven.goie@cimcpng.org
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Thank you for taking time to conduct our survey. If you have any queries please do not hesitate to contact us.
1. Date of survey completion:

PART ONE: General data
2. Business name:

3. Year your business was established:

4. Location of your main business
office:

5. Location of business units in PNG
(by Province):

6. Please list your primary business
activity (eg, coffee production):

7. Please list your other business
activities:

8. How many hours/days does your
business regard as comprising a “Fulltime” working week (eg, 40 hours/6
days)?

9. How many hours/days does your
business regard as comprising a “Parttime” working week?

10. How many people did your business employ during the current pay period? Please indicate for “nationals” and “nonnationals” in the sections below.
“Employees” includes all persons receiving wage or salary remuneration. It includes “Full-Time”, “Part- Time”, “Casual” and “Seasonal” workers.

10a.National employees:

10b. Non-national employees:

11. How many FULL-TIME employees did your business employ during the current pay period? Please indicate for “nationals”
and “non-nationals” in the sections below.
Full-time employees. Full-time employees are based on your definition as determined in question 8.

11a. National employees:

11b. Non-national employees:

12. How many PART-TIME employees did your business employ during the current pay period? Please indicate for “nationals”
and “non-nationals” in the sections below.
Part-time employees. Part-time employees are based on your definition as determined in question 9. Please note: Part-time employees are distinguished from
“seasonal” employees and “casual” employees. Seasonal employees are employed cyclically to meet peak demand periods. Casual employees are employed as
required, to meet ad hoc requirements, for periods not exceeding 30 days.

12a. National employees:

12b. Non-national employees:

13. How many CASUAL employees did your business employ during the current pay period? Please indicate for “nationals”
and “non-nationals” in the sections below.
Casual employees. Casual employees are employed as required, to meet ad hoc requirements, for periods not exceeding 30 days. They are distinguished from
part-time employees by the short duration of their employment and the lack of regularity/predictability of their employment. If an employee is employed
regularly but for short intervals, they are more likely a “part-time” rather than a “casual” employee. Please note: Casual employees are distinguished from
seasonal employees – the later are employed cyclically to meet peak demand periods.

13a. National employees:
14. Does your business employ
seasonal employees?

13b. Non-national employees:

15. If yes, what are the peak times for
seasonal employment?

Y/ N
Seasonal employees. Seasonal employees are
workers who are employed to meet periods of
peak demand for labour.

COMMERCIAL-IN-CONFIDENCE

16. How many seasonal workers would
you employ at peak times?
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17. Where do the majority of your
seasonal workers come from (Please
select an option)?

18. Does your firm provide any of the
following non-wage benefits? Please
select the ones that apply:

1. Immediate area

(The question applies to employees
generally, not just Q16/Q17 employees.)

2. Local province
3. Outside provinces
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19. Do these non-wage benefits apply to
Full-time and Part-time workers?
Y/ N

1. Workers’ compensation
2. Housing
3. Food
4. Health care
5. Personal protective equipment
6. Formally recognised training courses
7. Transport to and from work
8. Long service leave
9. Paid annual leave
10. Other (please specify)

20. Do these non-wage benefits apply
to Seasonal Workers

21. Can you please estimate an
approximate annual cost of providing
non-wage benefits to your work
force?

22. If your firm provides paid annual leave,
can you please provide an estimate
regarding the average length of the leave
entitlement (eg, 10 days).

23. Approximately how many physical
security staff are employed in your
business – either directly or indirectly
through a security service provider?

24. Is absenteeism a problem in your
company?

25. If absenteeism is a problem, please
indicate the average number of work days
(for your entire business) lost to
absenteeism per year :

26. Please circle the main reason for
absenteeism?

27. What is your total wages bill for the current pay period (in Kina)?

Y/ N

1. Immediate family commitments
2. Extended family commitments
3. Alcohol related incidents
4. Work stress
5. Lack of interest in work

Y/ N

Please note.
1. If your business is multi-national, this question only applies to the Papua New Guinean
business units.
2. This figure does not include non-wage benefits

PART TWO: Demand for labour

From the following questions, please choose the option that best reflects the experience of your
business.
28. The standard of training of newly recruited employees is:
Worse than before………………… the same as before ………………… better than before
29. My business needs to provide additional technical training to newly recruited employees:
Always………………… Sometimes ………………… Never
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30. My business would employ more Papua New Guineans if the applicants had the skills (type and
quality) that we require.
Agree………………… Undecided ………………… Disagree
31. Is your firm looking to employ more people?
Yes………………… Unsure ………………… No
32. If so, what skills does your business require? (Please select the option(s) that apply).
Mechanical trades

IT technical skills

Business management

Clerical
Human Resources
Labourer
Carpenter
Public Relations & Marketing
Sales/ client service staff
Specialised technical staff relative to
the particular business

Civil engineering
Mechanical engineering
Project management
Fitter and turner
Finance
Legal
Other – please specify

Driver
Plumber
Electrician
Electrical engineer
Plant and machine operators
Agricultural/fishery/ forestry technical

33. What are the main barriers to your business employing more people?

34. Please rank the following barriers to the growth of your business from 1 (the most significant) to 9 (the
least significant).
Factor
Availability of skilled labour
Law and order
State of the electricity infrastructure
Cost of labour
Corruption
State of the transport infrastructure
Political uncertainty
State of the telecommunications infrastructure
Small scale of the domestic market
COMMERCIAL-IN-CONFIDENCE

Ranking
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35. If you have any additional matters that you would like to raise regarding labour market issues,
including government policies, please write your comments below.
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PART THREE: Employee Wage Data

1. This section of the survey seeks data regarding your employees. It is the most important section of the survey. The section is not intended to be onerous
to fill out. It is expected that the majority of the data will be able to be provided using an electronic extract from your business’ human resource
management system/payroll system. If possible, we request that you provide the data electronically (in Excel or in Comma Separated Value) format. If this is
not possible, we ask that you please provide hardcopy print outs.
2. If you do not have an electronic human resource management system/ payroll system, please fill out the table below by hand. If more pages are needed,
please add them. All data will be handled confidentially and data will not be identified by company name in our results.
3. If you do not have data for a particular field, please leave it blank. Any data is helpful.
4. Thank you very much for your assistance. This data is of great value to our study and for helping with wider labour market policy in Papua New Guinea.
1
Employee
number (if
applicable)

2
Job description
(e.g. clerk labourer)

3
Citizenship
N = National
X = other

4
Sex
M/F

5
Province
of Origin

6
Age
(Yrs)

7
Number of
years of
service

8
10
11
12
13
Highest
Fortnightly Usual hours Overtime Incentive
completed regular pay of work per earnings
pay
education
before tax
week
(Kina)
(Kina)
level (eg, High
(Kina)
School)
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14
Fortnightly
total pay
before tax
(Kina)

15
Income tax
deductions
(Kina)

16
Superannuat
-ion fund
deductions

17
Other
deductions

18
Net pay for
survey
fortnight
(kina)
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INFORMAL SECTOR BUSINESS SURVEY
PART 1: Survey location
2. Market name:

1. Date:
4. Description of market/ business

(to include: general nature of the business, what they sell, if it is a permanent or temporary market
area)

3. Location of market (Province/City/ District):
5. [To be completed by the interviewer based on
observation/ not interviewee response] Indicate if
the goods for sale are:
1. home made (eg, cooked food),
2. manufactured (eg, cans of soft drink), or
3. re-sold after purchase from others (eg, betelnut)

PART 2: Respondent Personal details
6. Name:
9. Married

Y/N

12. If not, why did you move to this
town?
15. How many people live in your
household?

7. Age:

8. Sex:

10. Province of origin:

11. Were you born in this town (eg, Port
Moresby)?
Y/N
14. If not, why not?

13. Do you have a bank account?
Y /N
16. How many people have a wage job
in your household?

17. What are your major household
expenses?
1. Rent
2. Food
3. Traditional obligations

18. At what grade did you leave
school:

20. What is the type of business
activity? Wanem kain bisnis yu wokin?

M/F

4. School fees
5. Wantok needs
6. Transport

19. Can you read and write:
1. Tok Pisin
2. Englsih

PART 3: Information about the
business activity
21. Do you own this business? [If the
answer is No, switch to the unregulated sector
employee survey.] Yu papa/mama bilong dispel
bisnis?

23. What is the main product you sell?

24. What else do you sell?

Wanem tru em nambawan wan maket samtin yu
salim?

Wanem tru em namba 2 na 3 maket samtin yu
salim?
1.
2.
3.
4.

26. How do you determine the price
of what you are selling? [prompts below]

27. Why do you sell at this location?

22. How long have you been in this
business? Hamas taim nau yu stap wokim dispel
bisnis?

25. Do you sell what you make or buy
from somewhere else and re-sell?
Ol samting yu salim, yu yet mekim or yu baim long
narapela hap na salim gen?

28. Is this your work or do others join with
you? If others, how many?

Hau yu save givim prais bilong al samtin yu
salim?
1. Other prices in the market
2. The time it takes to make the item
3. The cost of buying each item

[prompts below]
Olsem wanem na yu stap wokim bisnis long
dispel hap?
1. Close to home
2. It is the market for the produce that I sell
3. My friends and family sell here
4. To avoid market fees

29. Do you have any paid employees?
If so, how many?

30. Who mainly makes business
decisions?

31. What time period do you use when
you are thinking about your costs?

Igat man/meri yu save peim ol long wokim wok
bilong yu? Sapos olsem, hamaspela man/meri?

Husait tru em isave wokim disisen bilong bisnis?

Yu save sindaun lo wanwan dei, wik or mun taim yu
laik painim out hamas moni yu spendim lo bisnis blong
yu?

32. What time period do you use
when you are thinking about your
business’ income? (day/week/month)

33. What was your business’ income
for the last period?
(day/week/month)

34. How many hours do you think you put
in? (day/week/monthly) [according to

Taim yu save sindaun na tingting lon wokim aut
hamas moni yu mekim long wok bisnis blong yu,
yu save wokim aut long wanwan die/wik/mun?

Hamas moni yu mekim aste/ wik go pinis/ mun
go pinis?

respondent indication of decision time period above]
Hamaspela hour yu wokim bisnis bilong yu aste/ wik
go pinis/ mun go pinis?

35. How often do you sell your goods?

36. [For people who sell daily] Is there
any day that you don’t sell (eg, Sunday)?

37. What do you reckon were your costs
for the last period? (day/week/month)

Long wanwan wik, igat wanpela/sampela dei yu
no save wokim wok bisnis? Supos olsem, olsem
wanem dei top?

Spendim long em, yu ting em karamapim olgeta moni
yet? Supos nogat, wanem ol dispela na embai hamas
tru?

[prompts below] [Note for interviewer: that is,
do you sell episodically or regularly and, if
regularly, on what days?]
Yu save makim wok bisnis bilong yu lo olgeta dei
or wanpla taim lo wik or wanpla taim lo mun or
taim yu nidim moni?
1. Each day
2. Once a week

3. Once a month
4. When I need the money

Yu yet tasol save wokim disela wok o ol narapala tu
isave halivim yu? Sapos ol narapela tu save halivim yu,
hamaspela tru isave halivim yu?
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INFORMAL SECTOR BUSINESS SURVEY
38. Does this estimate include all of
your costs? If not what are these costs
and how much are they? [prompts below]

39. Is this your only source of income?
If no, what are the other sources of
income? [prompts below]

Long moni yu spendim long em, yu ting em
karamapim olgeta moni yet? Sapos nugat,
wanem ol dispela na embai hamas tru?
The additional costs will depend on the nature of
the business but may include:
1. Transport to and from wholesale markets
2. Rent – for stall area
3. Licence fees
4. Electricity
5. Payments to police/ criminals

Long dispela bisnis tasol yu save kisim moni?
Sapos nogat, wanem narapela rot gen yu save
kisim moni?
1. Rent income
2. Remittances
3. Subsistence gardens
4. Part-time wage job

41. Who else do you share this income
with? [prompts below]

42. What were your set-up costs for
your business? (money/other) [“other”

Husait ol narapela lain yu save serim wantaim
dispela moni yu wokim long bisnis bilong yu?
Meri blo yu/ pikinini blo yu (mamaspela)/ ol
narapela famili lain blo you?
1. Wife/children (number)
2. Household members (number)
3. Wantoks

may need prompts]
Hamas moni yu bin usim long startim bisnis
bilong yu? (moni/ol narapela samting)

44. Have you recovered your set-up
costs? If not, what is still owing?

45. What is the main reason that you
run this business? [prompts below]

46. How did you learn to run this
business? [prompts below]

Yu kisim moni bek moni bilong yu we yu bin usim
long statim bisnis pinis or ino yet? Supos nogat,
hamas moa yu stil igat long bekim?

Wanem astru yu wokim dispel bisnis?
1. Provides me something to do
2. Money to buy food
3. Money to meet traditional obligations
4. Money to pay school fees
5. Money to pay rent
6. Money to support family in village
7. Other traditional obligations
8. I like to come to the market and talk with
other people
9. My husband makes me do it

Yu laikim lo mekim dispel bisnis olsem wanem?
1. Watching others
2. Self taught
3. Family knowledge

47. Do you think this business is
running well? If so, why?

48. I am not talking about what you
learnt at school. Do you have any
other skills that help your run your
business? [prompts below]

49. [For the interviewer] Observe whether
the respondent understands that they have
other skills even if they have not formally
learned them.

Yu tingting olsem bisnis bilong yu rongut or
nogat? Wai?

40. On what else do you rely for non-cash
income? [prompts below]
1. Subsistence gardens
2. Family accommodation
Igat sampela hap rot gen yu save kisim halivim tu o
nogat?

43. How did you fund these? [prompts below]
Yu bin kisim dispel moni we nay u statim bisnis bilong
yu? [Moni u bungim long em/ yu kisim long sampela
lain long bekim bihain/ ol lain famili bilong yu?]
1. Own savings
2. Family and friends
3. Money lender (informal)
4. Bank loan
5. Grant

Yu tingim igat sampela samting we em halivim yu
long ronim bisnis?
1. Being friendly
2. Good presentation
3. Good choice of location
4. Good cook

50. What skills do you think will best
help you to grow your business?

51. What are the main difficulties for
you in running your business? [prompts

[prompts below]
Wanem kain save stret yu ting yu kisim bai
halvim bisnis bilong yu long kamap moa bilpela?
1. Marketing and sales
2. Book keeping
3. Money management
4. Writing English
5. Speaking English

below]
Wane em sampela bikpela hevi yu isave painim
taim yu wokim bisnis bilong yu?
1. Limited access to land
2. High costs of transport
3. High costs of maintenance
4. Traditional obligations
5. Not enough customers
6. Too many sellers
7. Lack of money to buy items to sell
8. More equipment
9. Criminals that steal goods or harass you
10. The need to share income with people in my
household
11. The need to share income with wantoks

53. If yes, why are you selling items
here? [prompts below]

54. Have you ever had a wage job?
Y /N

55. When did you last have a wage paying
job?

Supos yu wok moni, olsem wanem na yu wokim
dispela wok bisnis?
1. Not enough hours
2. Need more money

[If Yes to Q54, then go to Q55; if No, then skip.]
Bipo yu wok moni tu or nogat?

Wanem taim [Krismas] yu bin lusim wok moni?

56. Why don’t you have a wage job?

57. Why do you sell goods at the
market instead of taking a wage job?

58. [For those who don’t have a job] If you
were offered a wage job would you take
it? If not, why not?

[prompts below]
Olsem wanem nay u less long wok moni?
1. Can’t find a job

[prompts below]
Olsem wanem na yu wokim bisnis tasol na less

52. Do you have a wage job?
Y /N
Yu wok moni or nogat?

Supos ol i givim yu wanpla wok moni, bai yu kisim or
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INFORMAL SECTOR BUSINESS SURVEY
2. Wage jobs don’t pay enough
3. Need flexible hours to look after family
4. Don’t want a paid job
5. Prefer selling at the local market

long wok moni?
1. I can’t get a wage job
2. A wage job does not pay enough
3. It’s more flexible than a wage job
4. I can earn more money than in a wage job

nogat? Supos nogat, wai?

59. What weekly/fortnightly/monthly
wage do you think you would have to
be offered to be better off with a
wage job?

60. Why did you choose this wage
amount? [prompts below]

61. What would you like to do in future?

Supos yu kisim wok moni, hamas moni ol baim
yu bai yu orait long mekim wok?

62. What do you think are the main
barriers to your doing this?
Wanem yu tingim bai ol samplela samting we
ken stopim yu long wokim dispel samting?

Wai yu to dispel moni?
1. Status
2. Job security
3. Need to get a loan
4. Tax concerns
5. Flexibility
6. Wife can run informal business

Thank you for your help
tenk yu tru long halipim mipela.

Wanem ol samting yu laik wokim bihain taim?

UNREGULATED EMPLOYEE LABOUR MARKET SURVEY 2013/14
1
Employee name

2
Job description
(e.g. clerk labourer)

3
Age

4
Sex
M/F

5
Hourly pay

6
7
Usual hours
Gross
of work per fortnightly
week
regular pay
(ie, before
tax) (Kina)
Wage per
hour.

8

9

10

11

12

Do employees
receive
Superannuation
Y/N

Do
employees
receive
annual
leave
Y/N

Do
employees
receive
free lift to
work
Y/N

Do
employees
enjoy
working at
the shop?
Y/N

Why do they enjoy/ not
enjoy work?
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Annex 2 – Minimum wage regulation in Papua
New Guinea 1945-2014
Central to the policy implications and implementation of our Report is reconfiguration of the
Minimum Wage Board more suited to contemporary needs for human resource mobilisation
and development in contemporary Papua New Guinea. The present conception and practice of
Minimum Wage Boards lacks clear rationale and capability. In recognising this, it is helpful to be
aware of the course of minimum wages regulations across the period of Australian
administration of the Territory of Papua New Guinea and through Independence to the present.
This is a long period of overview (1945-2014), and is thus necessarily brief.

Review of wage regulation – 1945 to 2014
The review of wage regulation is broken into seven periods: Australian administration, transition
to independence, Minimum Wages Boards, wages indexation, pre-independence wages blowout, independence to 1999, and the 2000-2014 Minimum Wages Boards.
A note on wage rates. The following section presents a number of historical wages rates for the
period before the Kina currency was introduced to Papua New Guinea. For ease of
understanding, the text also presents these historical figures in Kina terms. This occurs by
converting Australian pounds and Australian dollars to Kina at the conversion rates that applied
at transitions to new currencies. Table 1 of this Annex provides and overview of minimum
wages from 1945-1972.

The period of Australian administration – post-war to independence
The colony of British New Guinea with its administrative centre in Port Moresby was transferred
to Australia in 1909 and was renamed Papua. The colony of German New Guinea with its
administrative centre in Rabaul was captured by Australia early in the First World War and with
the conclusion of the war became the Trust Territory of the League of Nations under the then
League of Nations (and, after the Second World War) under the United Nations. From 1945
there was a single administration from Port Moresby of the Territory of Papua New Guinea.
This early Australian administration of faced three labour resource challenges:


first, to maintain the protection of the indigenous population from undue outside
disturbance;

 secondly, to meet the demands of the immigrant missionaries and planters; and,
 thirdly, to administer the country on a small and substantially self-financing budget.
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Prior to the combined administration of the territories. From the beginning of the Australian
administration of these territories there was a cautious attitude toward plantation employment.
The non-cash society and economy of the indigenous peoples meant that wage employment
was totally unfamiliar, and the absence of markets for wage goods opened the possibility for
exploitative prices. In an attempt to balance the interests of planters and of the indigenous
population, the Administrations acted as the sole recruiter of plantation labour. In this role it
established indenture conditions of employment that allowed enforced continuation of
employment during the period of the indenture, and specified detailed conditions of
employment. These conditions stipulated the need for daily rations in which exotic foodstuffs
figured prominently and the need to delay large cash payments to labour until the termination of
the indenture. Renewals of indenture were discouraged (West 1958, 1966, Smith 1975).
With the commencement of joint administration of the territories. The first legal minimum
wage for the combined Territories of Papua New Guinea was determined by the Native Labour
(Wages and Employment) Ordinance of 1945. Under this ordinance, the indenture system was
replaced with an agreement system whereby civil penalties replaced criminal penalties for
breach of native employment agreements. The minimum wage specified accommodation,
clothing and equipment, daily rations, and cash of 15 shillings (K1.50) per calendar month, with
a proportion deferred until the end of the contract (TPNG 1970a:7).

The Native Labour

Ordinance 1946 allowed casual wage employment under certain conditions at K1.50 per
calendar month, with provision for a monthly cash allowance instead of issues  for example,
K9.05 for the Port Moresby area. The 1950 Ordinance provided for weekly payment of the
monetary allowance for casual workers, and an inclusive daily minimum cash wage of six
shillings (60 toea) was specified for day-labour, or K3.30 per five-and-a-half-day week. The
1952 Ordinance provided under certain conditions for a cash allowance instead of issues
(TPNG 1970a: 8). Thus, by the early 1950s the transition to a cash wage was well underway.

Transition toward independence
Variations to the Ordinance in 1954 and in 1956 raised the minimum rates, and in 1958
increased the possibilities for cash instead of rations. The 1960 Ordinance again increased the
minimum wage for contract workers, and changed its specification to a four-weekly basis.
Restrictions on employment of casual labour were removed in 1963. Following a wage inquiry
in 1966, the rural minimum cash wage was slightly increased in 1967 and increments provided
for after one and two years of service. By the time of the major wage enquiries of 1970  the
Isaac Report (TPNG 1970a), and the Cochrane Report (TPNG 1970b)  the rural weekly
minimum cash wage was K1 per week, and the rural inclusive minimum wage, after allowance
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for issues etc., was estimated at K4.83 a week (Annex 2 Table 1).The “real prices” data in this
table should be taken as indicative only, because it is necessary to use CPI data of
questionable quality and because of the absence of a rural CPI index.
During this transition period, the emergence of urban markets led to widespread practical
disregard of ordinance regulations, as employers were prepared to pay more than the minimum
to get the labour that they needed. Revisions of ordinances tended to follow, rather than to lead,
emerging urban labour markets. In the late 1950s Gulf people working in Port Moresby formed
the Kerema Welfare Society. Under instruction from the Administration, the then president of
the white-dominated Public Service Association assisted the Society in representing its
interests before a Board of Inquiry constituted in 1959 under the Native Employment Board
Ordinance 1957-58 and in forming the Papua New Guinea Workers’ Association.
The Workers’ Association negotiated with employer groups for wage increases estimated to be
between 50 and 100 percent of prevailing rates, and secured agreement on 26 June 1960 for
an all cash minimum wage for Port Moresby, Lae and Rabaul of K6 per 44 hour week, effective
1 November 1960. The Board of Inquiry recommended that this agreement should be made a
“common rule” and it was implemented by the Administrator through promulgation as the Urban
Cash Award Wage on 16 January 1961 (1972 Minimum Wages Board Determination: 4-5).
These developments led the Administration to introduce the Industrial Relations Ordinance
1962 and the Industrial Organisations Ordinance 1962, providing for industrial councils of
employers and employees, the institution of boards of inquiry, setting-up of compulsory
conferences and arbitration tribunals, and procedures for registration of industrial organisations.
Despite the provision for consent agreements through industrial councils, the 1960 agreement
leading to the urban cash wage did not set the pattern, and TPNG (1974:72) reported that
“industrial councils ... have never been formed”.
Two formative reports on wages during the transition era for the Territory of Papua New
Guinea. The 1970 Report of the Board of Inquiry Investigating Rural Minimum Wages...and
Related Matters, short titled as the “Cochrane Report” (Cochrane Report, TPNG 1970a), was
very influential in the pattern of quasi-judicial determination of minimum conditions of
employment that was to emerge in Papua New Guinea. This influence was reinforced by a
report initiated by the (Australian) Department of Territories, The Structure of Unskilled Wages
in the Territory of Papua New Guinea (Isaac Report, TPNG 1970b).
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Annex 2 Table 1 Minimum weekly wages prior to Minimum Wages Board determinations,
kina, 1945-72
Current prices
Year

Rural

1945
1946
1950
1956
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972

1.50*

2.50*
3.01
3.15
3.56
3.00
3.61
3.34
3.29
3.59
4.83
4.83
4.83
5.33
5.90

Port
Moresby
..
2.64+
3.30+
..
6.00
6.00
6.00
6.00
6.50
6.50
6.50
6.50
6.50
7.00
8.00
8.00

“Real” prices (July 2014 = 1.00)
Rural

Port
Moresby

44.95
37.98
44.94
39.95
37.19
46.40
61.22
61.22
60.19
62.34
65.00

75.77
75.92
73.95
71.07
73.44
84.02
84.41
84.41
87.26
93.59
88.17

Notes: * Cash compon ent per calendar month.
+ Week ly equivalent at monthly cash wa ge under 1946 Ordinance , and day-labour rate for 5.5 day week under
1950 Ordinance.
Rural data for 1960 to 1967 are for weekly va lue of rations and issues plus cash wa ge (t he last = K1 per week at
1967); 1968 data inclu des accommodation (TPNG 1970a); 1968 data are rep eated for 1969 and 1970, and 1971
data reflect a 50t cash increas e (Colc lou gh and Daniel 1982:26). Suitable price indices are availab le only from
1967. The s eri es us ed for refla tion to 2014 is found in this report at the end of Chapter 7 as Annex 7.1. Reflation
was extended to the 1962 -66 peri od using a Bureau of Statistics CPI (1962 = 100) from Jac kson (1981).
Sources: TPNG (19 70a:7 -9, 56, 187), Colclough and Daniel (1982:26), Jackson (1981:116), McGa vin (2001:74),
Quarterly Economic Bulletin various issues, and computations on these data (s ee Chapter 7, Annex 7.1) .

The Cochrane Report counselled against the adoption of an Australian system of compulsory
arbitration (p. 176) and responded favourably to the suggestion by Mr J. V. Langmore (then of
the University of Papua New Guinea) on behalf of the Federation of Workers’ Associations for a
board on a tripartite basis with representatives of employers, employees and the government
with an independent chairman (p. 177). The Cochrane Inquiry wrote that such a board “would
certainly look into the question of determining, whenever it considers appropriate, the level or
levels of minimum wages in the Territory...in doing this we do not see the board upsetting the
processes of collective bargaining that are slowly gaining ground in the Territory” (p. 178). This
recommendation was implemented through an amendment to the Industrial Relations
Ordinance 1962 and the first Minimum Wages Board was constituted in 1972.
The Cochrane Inquiry recommendation a 22 percent increase in the cash-equivalent minimum
weekly to K5.90 (p. 187) was implemented by the Administration on 2 March 1972 by an
amendment to the Industrial Relations Ordinance 1962 (1972 Minimum Wages Board
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Determination:4). The first Minimum Wages Board (MWB), therefore, began hearings with a
general minimum weekly wage of K5.90 and urban cash wages for various centres that had
increased since the 1961 Ordinance that specified K6 to K8 for the Port Moresby (ibid.).

Minimum Wages Boards
The institution of Minimum Wages Boards occurred during the transition period to
Independence. The formation of this institution showed imperfect appreciation of the economy
and society conditions prevailing in Papua New Guinea and the manner in which wage
employment related to customary society. Instead the institutional form was heavily influenced
by Australian perceptions of the relationship between market labour and the larger economy
and society. This was particularly reflected in the adoption of a supposed nuclear family “needs
basis” in minimum wages discourse and determination.
The 1972 Minimum Wages Board, chaired by Mr L. G. Matthews, adopted the Cochrane
Report stance on a single wage structure in order to avoid discrimination against the
employment of married men (TPNG 1970a:58). Drawing on evidence from submissions to the
1959-60 Inquiry that preceded the 1960 agreement on an all cash urban minimum wage, the
1972 Board quoted the employers’ submission as follows:
co-operation of the employers, employees and the Government in a joint effort to expand industry,
raise management and workers’ output in order to obtain the progression from the present wage to
a living wage on a family basis within a few years(Mr J. P. Coneybeer in 1959, quoted in 1972 MWB
Determination:6).

In assessing the income support that should be provided by the minimum rural wage, Mr. J. V.
Langmore on behalf of the Workers’ Association of Port Moresby, argued before the 1970
Cochrane Inquiry for a man, wife and two children (p. 56). (That was the norm established for
Australia in the 1907 Harvester judgement of Mr Justice Higgins sitting as the Commonwealth
[of Australia] Arbitration Court.) The Cochrane Inquiry identified the prevalence of single men
with weak job-attachment as contributing to the poor labour productivity of Papua New Guinean
plantations compared with Malayan plantations (pp. 97-99). After considering “the problem of a
living wage through the basis of needs”, the Inquiry concluded, “in the end it is the ability of the
economy to sustain a particular level of [wage] expenditure that decides the matter...In other
words, it is not what living wage a country would like to have, but what it can afford to have”
(ibid, emphasis added). Thereby, the Inquiry avoided the conundrum of the definition of a
“needs basis” wage “since the determination...in terms of only one wage [means that] the
question of a single or family wage does not arise” (p. 59).
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The 1972 Minimum Wages Board rejected this position and expressed the opinion that the
“primary principle” of achieving a family wage “should not be confused with the question of
capacity to pay” (1972 MWB Determination: 15). The 1972 Board instead accepted “a limited
application of the union submission that the urban minimum wage should be based on the
needs of a family unit...” (p. 14). The unions’ submission by Mr C. Lepani was that “the
appropriate unit consisted of a man, his wife, and three children” (p. 8). The 1972 Board
observed, “No submission was made to the Board against an increase [of urban minimum
award wages]...and the Board’s own consideration led to the firm conclusion that a higher wage
was justified” (p. 11). The “limited application” of the unions’ submission led to a determination
of a minimum urban weekly wage of K11.50 from 28 September 1972, rising to K13.80 on 19
September 1973 and based on a man-and-wife annual requirement of K718 (pp. 17-18).
The 1974 Minimum Wages Board, chaired by Mr L. Waka, applied a 12.5 percent loading to
rural minimum wages as a “partial move to the ‘married wage’ concept” (1974 Determination
No. 3). Thereby, urban wage determination in Papua New Guinea was shifted to an Australianstyle “needs” basis. This provided the foundation for the introduction to Papua New Guinea of
policies for wage maintenance that the Australian Council of Trades Unions and the Whitlam
Labor Government were seeking to implement in Australia. The rural wage was also split
between plantation rural and other rural.

Wages “indexation”
The immediate period of lead-up to Independence saw the introduction into Papua New Guinea
of the Australian experiment with what was termed “wage indexation”. This mistaken
perspective for a long time exercised an influence in Papua New Guinea of cycles of nominal
regulatory wage increases followed by price inflation followed by real wage decreases, followed
by further nominal regulatory wage increases, followed by further price inflation followed by real
wage decreases. Papua New Guinea has yet adequately to learn the perception of the role of
moderation in product price increases in sustaining real wage increases (see our Report).
At the 1974 [Australian] National Wage Case before the then Australian Conciliation and
Arbitration Commission, the then Miss M. G. Gaudron submitted on behalf of the Minister for
Labour that the Commission should “increase the minimum wage by a flat sum determined by
reference to movement in the consumer price index (CPI) between the end of March 1973 and
the latest figure available” and that “henceforth the minimum wage and the total wage be
adjusted quarterly by a flat sum derived from a reference of the movement in the CPI to the
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minimum wage ...” (Transcript, Government Submission 1974, Vol. II:344f). The submission by
the then Australian Labor Government of what came to be called “wage indexation” was
implemented in the determination of the 1974-75 National Wage Case (167 Commonwealth
Arbitration Reports 37).
The 1974 [Papua New Guinea] Minimum Wages Board, chaired by Mr C. Lepani, supported its
decision by reference to the Report of an Interdepartmental Committee, Incomes, Wages and
Prices Policy (TPNG 1974). Mr J. V. Langmore, a member of the 1974 Board, had assisted the
Committee on a full-time basis in late 1973 (p. 2). In its report, the Committee was “constrained
to point out that automatic cost of living adjustments should not be introduced ... [and because]
if import prices rise at rapidly increasing rates, the nexus between consumer prices and the
money wage rate might have to be broken ...” (p. 36). The 1974 Minimum Wages Board
nevertheless determined “consistent with the Report on Incomes, Wages and Prices Policy”
that “the purchasing power of wages should be maintained [and]...wages should be increased
at a rate sufficient to compensate employees for increases in the prices of food and other
consumer goods” (1974 Interim Determination No. 1:1). The 1974 Minimum Wages Board (at
which the Port Moresby Council of Trade Unions was represented by Mr W. Kelty of the
Australian Council of Trades Unions) institutionalised for Papua New Guinea the word
“indexation” (1974 Determination No. 3:9) and established six-monthly automatic cost-of-living
minimum wage adjustments (p. 3). The Minister’s terms of reference for the 1975 Minimum
Wages Board requested for rural wages a “determination [of] the necessary cost-of-living
adjustment...on the basis of movements in the CPI ...” (1975 Determination No. 1 and No. 2).
The fatal Australian system of wages indexation was set in place. This had the consequence
that exchange rate adjustment was no longer available as an instrument for achieving balance
between international and domestic economy (that is, “external” and “internal” economic
balance), and inflations became self-perpetuating rather than adjusting of factor rewards (that
is, adjusting incomes shares between “wages” and “profits”).

Wages blow-out of 1974
During the prelude to independence for Papua New Guinea a large increase in minimum
wages was determined along Australian quasi-judicial lines and these were “locked in” by
Australian-style wages indexation. Complex indexation regimes prevailed until the 1992
Minimum Wage Board decision. The 1986 Board attempted to address the issue of youth wage
unemployment by introducing regulatory wages at 50 percent of the adult rate for youths aged
16-21 years. The 1989 Board regularised the use of piece rates (“incentive payments”) for rural
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wages, and also introduced “capacity to pay” [incapacity to pay] provisions for firms seeking
exemptions from Minimum Wages Board determinations.
The 1974 Minimum Wages Board also found it “only just and equitable” to establish the family
unit basis for urban minimum wages as a man, wife and one child (1974 Determination No.
4:7). This determination implemented the unions’ “needs” based submission for a weekly
minimum wage of K20 as made by Mr. Lepani in 1972 (1972 Determination:7-8), and provided
for further increases of K2.50 on 1 January 1975 and K3.30 on 1 July 1975, thereby taking the
minimum weekly wage for level 1 urban centres to K25.80 (see Chapter 7, Annex 7.1). In
justifying this decision, the Board selectively cited the Cochrane Report (pp. 114-115) ending its
quotation with the fatal words, “all these factors would materially contribute to increased labour
productivity” (1974 Determination No. 3:5). This determination secured the marked increases in
minimum urban wages that occurred over 1974-75 (Chapter 7, Annex 7.1).
The 1974 Minimum Wages Board “considered the possible effect on the Government as the
most significant restraint in awarding wage increases” (p. 12). Referring to National Accounts
data on profit shares and levels, the 1974 Board reasoned, “it was difficult to escape the
conclusion that business profits were ample to absorb the wage increases we have awarded”
(p. 11). This conclusion was reached despite the Department of Finance submission that,
“Categories such as cleaners, messengers, assistants, watchmen, drivers, gardeners, and
handymen...would suffer most [from a substantial wage increase] ...” (draft submission, p. 11),
and the departmental data analysis showing that “firms that have the highest percentage of
indigenous labour cost to value of output are the least capable of absorbing any increased
labour cost” (p. 9). The Board noted that the employers’ submission did not contradict the
Board’s understanding of capacity to pay “and the submission of the Employers’ Federation
hardly mentioned profits” (1974 Determination No. 3:11). Thus there occurred during the
prelude to independence for Papua New Guinea a large increase in minimum wages
determined along Australian quasi-judicial lines and these were “locked in” by Australian-style
wages indexation.
In an early 1975 confidential memorandum a senior government advisor noted that towards the
end of 1974, as a result of financial difficulties, the government for the first time formed a
position on wages and incomes policy. Referring to the lessons learned from weaknesses then
recently discovered in the Australian economy, the memorandum signalled the seeking of
reductions in Papua New Guinea’s real minimum wages through not fully compensating for the
effects of inflation (1975 memorandum). This proposed reduction in real minimum wages that
the government signalled as independence approached was not substantially achieved. As
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may be seen from the table in Chapter 7 Annex 7.1, columns (d) and (e), minimum wages in
Papua New Guinea remained at 1990 at much the same real level as in 1975. An inflexible
wages policy that inhibited economic growth had been set in place. This was changed only
with the 1992 Minimum Wages Board decision.

Independence to 1998
Since independence on 16 September 1975, the determinations of Minimum Wages Boards
have been prominent for wage formation in Papua New Guinea. Successive Boards have
attempted to modify and stabilise the influence of the 1974 minimum wage determinations,
without altering the basic framework. Between 1973 and 1976, there was a decrease of 8.8
percent in private or market employment, excluding mining, and both government and employer
submissions urged reductions in real wages. The 1976 Minimum Wages Board, chaired by Mr
W. Edoni, modified the wages indexation formulae. Differential adjustments were introduced
between rural primary and other rural wages to move towards restoration of a single rural rate;
partial indexation of two-thirds was applied to yearly CPI changes up to 12.5 percent, with no
adjustment for CPI changes exceeding 12.5 percent, although this provision did not become
operative (1976 Determination No. 1).
The 1977 Minimum Wages Board was chaired by the late Mr A. K. Joel who retained the
chairmanship up to and including the 1989 Board. The 1977 Determination provided for halfyearly full indexation for level 1 urban minimum wages, and implemented the merging of rural
primary and rural other wages. A footnote was attached stating:
The whole success of our determinations regarding both urban and minimum wage rates will
depend on our further recommendation that for a three year period employee unions pursue
no further claims for extra wages or improved employment conditions, except to conduct
work value cases aimed at adjusting relativities where anomalies exist (1974 Determination
5).

That is, the minimum wages were to become both minimum and maximum or “paid rates”. This
remained the case until the 1992 determination. For example the 1989 Minimum Wages Board
Determination provides for wage adjustments on an “overall annual ceiling, except for
adjustments due to proven work value changes and anomalies ...” (p. 123).
The 1980 Minimum Wages Board asserted that “the concept of a living wage relating to urban
workers’ needs became an inbuilt factor in Papua New Guinea’s wage structure in 1974 [and
that] successive determinations have substantially protected this concept” (MWB 1980:24). The
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Board rejected the government’s case for reduced indexation to allow for the inflationary effects
of increased government taxes and charges (pp. 28, 94, 103). The Board responded to
government submissions for reductions in real minimum wages by introducing complex
indexation formulae that provided for half-yearly full indexation for yearly CPI inflation up to 8
percent, three-quarter indexation for yearly inflation between 8 and 11 percent, and one-half
indexation for yearly inflation between 11 and 14 percent, and with annual adjustment for
whole-year CPI inflation outcomes, covering 1 September 1980 to 1 March 1983 (MWB
1980:1-5). The footnote of the 1977 determination was incorporated into the 1980 text – “We
determine that these adjustments form the annual maximums ...” (p. 5).
On the question of the differential between urban and rural regulatory wages, the 1980 Board
rather candidly reported its “deadlock” (p. 67) regarding government proposals to reduce the
differential between urban and rural wages by applying full indexation to rural wages (with
partial indexation to urban wages), instead resorting to a “temporary shelving” of the problem
(p. 72).
The general tenor of the 1980 Board’s documentation of its determination reflects a response to
the growing awareness of international economic pressures and the disappointing performance
of the Papua New Guinea economy since independence – the document recorded “the
economy is functioning at a near crawling rate” (p. 111). The 1980 Board noted that “several
previous Boards...have sometimes considered or sought to use minimum wages in an attempt
to induce improved efficiency and thus to enlarge capacity to pay” (pp. 33-34). The 1974-75
“experiment” along these lines did not succeed. And the 1980 Board concluded that it was,
“therefore extremely cautious about attempting to compel or assist in expanding capacity to pay
by way of deliberate actions the results of which cannot be known to us fully and accurately in
advance... We see it as a paramount objective to arrive at sustainable minimum wages which
do not cause incapacity to pay, except in the case of marginal or substantially non-viable
enterprises” (p. 35).
The Minimum Wages Boards of 1983, 1986 and 1989 sustained wages adjustments along the
lines established by the 1976, 1977 and 1980 Boards. The 1983 Board reduced the yearly CPI
inflation to which full indexation applied from 8 to 5 percent and allowed no adjustment for
yearly CPI inflation exceeding 5 percent (MWB 1983:2-3). The 1986 Board sustained this
ruling, with the modification that annual CPI inflation more than 10 percent and less than 15
percent should attract 50 percent indexation (MWB 1986:5).

Grappling afresh with labour resource challenges in PNG │A2-11
The 1989 Board raised to an annual 6 percent CPI inflation subject to full indexation, allowing 3
percent indexation at six-monthly intervals, and adjustments to 6 percent on a yearly basis, and
sustained 50 percent indexation for yearly CPI inflation between 10 and 15 percent (MWB
1989:121-122). Three significant changes of principle introduced by the 1986 and 1989
Minimum Wages Boards are now outlined.
Reduction and selective deregulation of youth wages. Prior to the 1986 Board, persons
aged 18 years and under were subject to a junior minimum wage of 75 percent of the general
labourers’ minimum wage (unmarried persons in the 1974 Determination, and all persons in the
1976 Determination). The 1986 Board responded to rising youth unemployment and
government submissions by replacing the junior minimum wage with a youth minimum wage
applying to all persons aged between 16 and 21 years inclusive set at 50 percent of the general
labourers’ minimum wage. Existing junior employees were, however, exempted from this ruling
(MWB 1986:7).
A change that was important in principle, if not necessarily in practical significance, was the
1986 Board’s provision for negotiation of deregulated wages for groups of 10 or more youths,
especially those organised under the Youth Pioneer Scheme (MWB 1986:8).
Regularisation of incentive payments. The 1989 Board introduced an important change of
principle that regularised established rural wage practices. This Determination explicitly
provided for rural piece rates, for daily and weekly performance “marks”, and for incentive
payment for performance in excess of set marks. These adaptations were, however, “in no way
adversely [to] affect the earnings of the established rural wage” (MWB 1989:121). The 1989
Board made explicit “that the rural margin for skills shall continue to be deregulated as they are
at present” (p. 123). The 1989 Board however again sidestepped the government’s request for
a determination in favour of urban piece rates, and referred the government to the Board’s 1986
recommendation concerning amendment of the Employment Act 1978 (MWB 1986:160, MWB
1989:120f). The Employment Act 1978 as amended in 1981 at clauses 18-32 sustains the
provisions that appear to have been introduced with the Employment Act 1978 clauses 28-32.
Under these provisions, “‘piece-rate work’ means work of an agricultural or horticultural nature
declared by the Minister by notice in the National Gazette to be work to which this Division
applies” (cl. 28). It is possible that the definition could be changed by regulatory means, that is,
by gazettal. But this would strain the meaning of the legislation, and it appears that the words
“of an agricultural or horticultural nature” need to be and should be removed from the Act by
legislation and gazettal. We are unaware that such legislative change has been initiated.
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Capacity to pay. Another change that is very important in principle is the 1989 Board’s
inclusion of a “capacity to pay” clause allowing the “ceiling” of the minimum and maximum rate
to be varied upward through bilateral collective bargaining (MWB 1989:123), as sought by Mr L.
Titimur in the Trade Union Congress submission (p. 102). In introducing this deregulation, the
1989 Board also provided that downwards variations could also be made based on “capacity to
pay” and where “loss of jobs must be avoided” (p. 102).
The significance in principle of this possibility for deregulation was heightened by the
calamitous events of Bougainville that led the Prime Minister, on 26 June 1989, to request the
Chairman to defer the publication of the Board’s determination. Mr Joel’s letter of 7 July 1989
concerning release of the Determination referred to provisions under the Industrial Relations
Act 1962 for the government to disallow determinations of the Board, and appended to the
Determination an amplification of options available to the government, employers, and
employees  in which the “capacity [incapacity] to pay” provisions are included (pp. 125-28).
An important principle of flexibility was introduced at a time when economic adjustment became
critical to the nation’s future.

The “watershed” 1992 MWB Determination
The 1992 Determination was a watershed for minimum wage determination in Papua New
Guinea. Prior to that Determination there were separate rural and urban minima (with urban
centres ranked in levels [level-1 and level-2, with Port Moresby and Lae as level-1 centres])
and separate minima by skills level. The 1992 Determination provided wage regulation only
for base-level skills (“unskilled”), and reckoned that the regulatory base-level wage should be
set according to the capacity of the weakest sector to pay (this is, the rural sector). This
involved a shift from a Minimum Wages Board to a Minimum Wage Board, as there was a
single minimum wage (except for provision for a youth minimum wage). Previously, standard
weekly hours of work were 42 for urban areas and 44 for rural wage employment, and
standard work hours also were collapsed to 44 weekly hours nationally. The political and
economic chaos in Papua New Guinea of the latter part of the decade of the 1990s meant
that it was not until 2000 that another MWB was formed.
The first of the Terms of Reference of the 1992 Minimum Wages Board under the
chairmanship of Ms Margaret Elias involved “… investigat[ing] possible ways of making
wages more responsive to economic forces …” (MWB 1992:8). The element of the 1992
MWB Determination attracting most attention was the determination of a national minimum
wage for new adult employees at the level of the previous adult rural minimum wage of
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K22.96 (as adjusted under the formula contained in the 1989 Determination and effective
from 1 January 1992). The Determination thus allowed an expanded role for economic
forces to determine conditions of wage employment.
The determination by the 1992 MWB of a national adult minimum wage applying to new
recruits of K22.96 for adults and a K17.22 for youths is closely linked with providing an
impetus for employers and employees to search for productivity improvements. Since 1974,
Minimum Wages Boards had determined formulae, based on movements in the Consumer
Price Index (CPI), for the regulated adjustment of wages minima over the 3-year life of
respective determinations. The 1992 Board provided for existing employees a once-only 2
percent adjustment effective 1 October 1992 (MWB 1992:4), and described this as “part of
the transition process toward deregulation and collective bargaining between employers and
employees” (MWB 1992:66). As of 1 October 1992, “anything above the minimum wage …
[should be] subject to negotiations between employers and employees and/or their
respective industrial organisations based on productivity …” (MWB 1992:67).
A key argument in the Opening Statement of the Government of Papua New Guinea
Submission to the Minimum Wages Board was “…that the appropriate benchmark for setting
minimum wages is the capacity of the weakest sector of the economy to pay, not [the
capacity to pay of] the strongest [sectors]” (Department of Finance and Planning 1991:24).
Although not prominent in explanations found in the Reasons for Determination, it seems
that the capacity to pay of the weakest sector and the role of rural-urban minimum wage
differential in contributing to high rural-urban migration were significant for the determination
of a single national adult minimum wage for new job entrants that was set at the previous
rural adult minimum wage (1992 MWB 44). The 1992 Board drew the conclusion that “there
is now the need to change direction in wages policy because the current economic situation
calls for this change” (1992 MWB 32). The change set in place by the 1992 Determination
focuses not on the growth of low-wage jobs, but on productivity improvement (MWB
1992:47-61).
Developments between 1992 and 1999. On 11 November 1996 at the suggestion of the
then responsible Minister, the National Tripartite Consultative Council discussed whether or
not to convene a Minimum Wages Board, and appointed a committee comprising employer
and union interests headed by the Secretary of the Department of Industrial Relations to
consider the issue. Instead of recommending a reconvening of a Minimum Wages Board, the
committee presented a Memorandum of Understanding dated 3 October 1997 that was
crafted as a Supplementary Agreement to the 1992 Minimum Wages Board determination,
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and proposed the notification of this in the National Gazette, so that it would have the status
of a Common Rule agreement. This Memorandum was adopted at the 23 October 1997
meeting of the National Tripartite Consultative Council, and provides for a 7.5 percent
increase on the National Minimum Wage from K22.96 and the National Minimum Youth
Wage from K17.22 per week. This was gazetted on 6 November 1997 as a Supplementary
Award under chapter 174 of the Industrial Relations. This Supplementary Award was
declared under Section 46(2) of the Industrial Relations Act as a Common Rule in the
National Gazette of 3 June 1999, effective 13 January 1998 for employers and employees
who are not members of the PNG Trade Union Congress and the Employers’ Federation of
PNG, giving a new National Minimum Wage of K24.68 and a National Minimum Youth Wage
of K18.51 per week (see table at Chapter 7 Annex 7.1).
A decision was made by the Skate government in November 1998 to establish a 1999
Minimum Wages Board (EFPNG Newsletter, March 1999:5). By publication in the National
Gazette of 3 June 1999, the Skate government convened a new Minimum Wages Board
chaired by the Chairman of the Public Service Council and Arbitration Commission. The
Employers’ Federation successfully appealed through the National Court for the
disqualification of one its former employees as Chairperson of the 1999 Minimum Wages
Board. At a 23 November 1999 meeting of the National Tripartite Consultative Council, the
Minister for Labour and Employment in the Morautu government called for fresh nominations
for the Chairperson of the 1999 Minimum Wages Board. The National Gazette of 10
February 2000 announced the convening of a 2000 Minimum Wages Board with Ms
Beverley Doiwa as Chairman.

2000 Minimum Wages Board
The 2000 Minimum Wage Board determination was not accepted by the Government, and
the subsequent course until 2005 is quite complex. Tracking this complex course was
assisted by documentary access provided in 2014 by the Industrial Registrar. The final
outcome was the 24 February 2005 gazetting of a Supplementary Minimum Wage
Agreement Award of 2003 as a National Minimum Wage of K37.20 a week – the first
authorised regulatory increase since the national minimum weekly wage of K24.68 as
determined by the 1998 MWB. This section provides some analysis of the confused
reasoning of the 2000 Determination and the confused events leading to the eventual formal
conclusion in 2005.
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The Minimum Wages Board under the chairmanship of Ms Doiwa commenced hearings in
May 2000, and made public its Decision and Reasons for Decision in 30 November 2000
establishing a weekly National Minimum Wage of K60.42. Unless a Minimum Wages Board
decision is found by the Industrial Registrar “not to be in the public interest”, it is registered
and gazetted, and the Determination was registered on 8 December 2000 and published in
the Government Gazette of 11 January 2001. That gazettal was subsequently over-turned at
a National Executive Council meeting on 1 February 2001, along with a re-statement of the
government recommendation of a weekly National Minimum Wage of K32.91. Consideration
of the 2000 MWB Decision is presented in the next sub-section, followed by a sub-section of
the sequence following the Appeal against that Decision and its gazettal.
Analysis of the 2000 MWB Decision. In its Reasons for Decision, the 2000 MWB expressly
states the “… difficult task it had in establishing an appropriate minimum wage …” (2000
MWB 27). The Board states that “… no proper evaluation through labour market surveys or
other statistical data existed which provide any real measure of the full impact of the 1992
Minimum Wage” (2000 MWB 29). The survey results and the analysis of Levantis (2000) had
however been available in the public domain for the best part of a year (and had also been
made available in proof form through the Institute of National Affairs), and all the
employment and earnings data found in McGavin (2001) had been made available through
the Institute of National Affairs. It is likely that this very substantial data and analysis was not
considered by the 2000 Board.
It is in this context that the 2000 Board declared, “The 1992 Determination did not have the
desired impact. There has been no increase in employment” (2000 MWB 29). This stands in
sharp contrast to the finding of Levantis (2000:34 and 91):
The 1992 labour market reforms had far-reaching success in stimulating private sector
employment which grew a very impressive 16.8 percent between 1993 and 1998. This is a
big turnaround from the decline of 1.6 percent recorded between 1983 and 1988. But what
is striking is that strong employment growth was recorded in a recessed economy where
GDP grew by just 2.9 percent between 1993 and 1998. In the preceding period 1988-93,
employment fell despite the mineral boom capitulating the economy forward between 1991
and 1993 and GDP growing 34.4 percent between 1988 and 1993.

The above finding by Levantis however refers to overall “private sector employment”.
Levantis (2000:65-66) treats “low-skilled labour relative to mid-level and high-skilled labour”
and finds that “despite the big fall in [base-level] wages … relative demand for [base-skilled
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labour] seems not to have responded.” That is, the 1992 Decision has not resulted in
increased base-level skills employment (2000 MWB 29).
On first reading, the 2000 Minimum Wages Board appears to have made the methodological
error of observing “No increase in employment”, therefore “the 1992 Determination did not
have the desired impact”. This is a methodological error. In the face of an overall contraction
in demand for market labour services, lower wages work in the other direction and lead to
less contraction in employment than would otherwise occur. The evidence of Levantis
(2000:64f) however indicates that this increase in employment was weakly shared by baselevel skills persons. Levantis in effect argued that structural shifts in the Papua New Guinea
economy have not favoured base-level skills employment, so that leftward shifts in market
demand for labour have been proportionately greater for base-level skills (the greatest
contraction in employment was in agriculture). The observation of the 2000 Board, “No
increase in employment” (2000 MWB: 29), and therefore “the 1992 Determination did not
have the desired impact” seems to proceed in a single-cause line of reasoning. Elsewhere,
however, the Board seems to recognise that causality is multiple rather than single when it
cites three major crises that provide context for their Decision – the Bougainville mine
closure and “structural adjustment”; macroeconomic mismanagement and further “structural
adjustment”; the Sandline crisis and marked macroeconomic mismanagement (2000 MWB:
76-77). While the Board contends that “no proper evaluation … [nor] data … on the full
impact of the 1992 Minimum Wage Decision” was presented (2000 MWB: 29), the Board
apparently makes no equivalent recognition that neither were analysis or data made
available in respect of other causal influences such as those mentioned (2000 MWB: 76-77).
In brief, it is evident from the Reasons for Decision that the Board had no adequate basis to
make a decision.
This lack of adequate basis was further evident in the declaration that the Decision
establishes on a “minimum needs basis” a Minimum National Wage with reference to a
nuclear family “income unit” defined as “… sufficient to support a worker with at least four
dependants (a spouse and three children)” (2000 MWB: 78). It is “work value” expressed in
terms of market valuation and “capacity to pay” that chiefly form wage outcomes, and not the
“income unit” of the employee. An earlier Australian-style nuclear family definition of an
“income unit” is methodologically inapplicable, particularly to Papua New Guinea. In fact, no
empirical basis is given for the determination on this “minimum needs basis” of a National
Minimum Wage of K60.42 (with a further K6.00 in each of the second and third years of the
expected 3-year Determination period) (2000 MWB: 78). The only price data available are
the urban Consumer Price Index (CPI) (produced by the National Statistical Office and
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published by the Bank of Papua New Guinea) and in whole-year terms these price data were
then available only to 1999. National Accounts, employment indices, wage employment
levels data, and CPI data on whole-year terms were available only to 1998, and these data
as presented in McGavin (2001) were in principle available to the 2000 Board.
Data found in McGavin (2001:85) shows the Rural Minimum Wage prior to the 1992 MWB
Decision expressed in 1998 kina using the urban CPI as K37.78. That is, in these 1998 Kina
terms, the 2000 MWB Decision of K60.42 a week involved an increase rural real wages by
about 60 percent on their level prior to the 1992 Determination. Prior to the 1992 MWB
Determination, the then level-1 Urban Minimum Wage expressed in 1998 Kina using the
urban CPI was estimated at K101.27 (McGavin, 2001:85). That is, in these 1998 Kina terms,
the 2000 MWB Decision of K60.42 involved a decrease of the previous level-1 urban real
wages by about 40 percent.
This decrease in real wages for previous level-1 urban employees in fact reflected formal
sector evidence of “what the market can bear” – for the 1998 survey data presented in
McGavin (2001:99) showed a 1998 average base-level urban adult wages at K62.07 a week
(that is, at about the level of the 2000 MWB Determination). Survey data for 1998 for the licit
non-formal sector in Port Moresby show earnings in these activities (not including crime and
prostitution as in Levantis (1997c)) as K42.00 a week for non-formal sector employees and
K47.88 for non-formal sector self-employed persons (taking hourly data from McGavin
(2001:103) times the then 42 standard urban weekly hours). That is, the 2000 Minimum
Wages Board decision in setting a minimum wage above average Port Moresby non-formal
sector earnings may lead to further non-formal sector employment growth that is not
captured in employment data except at the 10-year census (see McGavin, 2001:60).
In respect of employees in smaller urban centres and especially in respect of rural
employees, the 2000 Minimum Wages Board decision clearly did not reflect indications of
what “the market can bear”. Data given in McGavin (2001:99) shows 1998 average baseskills rural adult wages at K29.69 a week (that is, at about half the level of the 2000 MWB
Determination). Data given in McGavin (2001:101) shows even lower earnings for rural
piece-rate workers. These data suggest that the formal rural sector will need to invoke the
1989 “[in]capacity to pay” principle (1989 MWB: 102) if further job losses are to be avoided.
The non-formal rural sector is not influenced by the regulatory framework, but is generally
dependent upon the formal rural sector for “best-practice” demonstration effects that lift nonformal rural sector productivity.
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Clearly, the 2000 MWB Determination did not reflect in national terms “capacity to pay or
productivity” (2000 MWB: 32, quoting the Government Submission). The Reasons for
Decision in fact state that the Government recommended K32.91 as a National Minimum
Wage (2000 MWB 33). Precision that goes to two decimal places is misplaced, but on the
data presented in McGavin (2001) (data made available at the time of the 2000 MWB) a
National Minimum Wage of the order of K30.00 a week seems to be realistic in terms of
national “capacity to pay”. The observation made in the 1970 Cochrane Report remains
valid, “… in the end, it is the ability of the economy to sustain a particular level of [wages] …
that decides the matter … in other words, it not what living wage a country would like to
have, but what it can afford to have” (TPNG 1970a:99, emphasis added).
One area where the 2000 Determination appropriately reflected the absence of analysis and
data to support a more refined decision is its support for the abolition by the 1992 Board of
minimum wage determination by centres, and the retention of “a single National Minimum
Wage” (2000 MWB: 80). Another area where the 2000 Determination realistically reflects the
absence of analysis and data – and also the operation of the market and collective
bargaining – is its support for the non-variation by the 1992 Board of minimum wages by
skills levels, and its leaving wage variation by skills to collective bargaining (2000 MWB: 8081).
In the area of youth wages, the 2000 MWB makes the methodological mistake of concluding
from the growth of youth wage unemployment that the National Youth Minimum Wage “did
not achieve its objectives” to find that a separate and lower youth rate “is not considered
appropriate” (2000 MWB: 78).
The survey evidence presented in McGavin (2001:99) shows 1998 base-skills youth urban
wages at about 83 percent of base-skills adult wages (that is, above but at the same orderof-magnitude as the 75 percent of the adult minimum as set in the 1992 Determination (see
McGavin, 2001:111)). Certainly, there was little evidence of growth in licit youth wage
employment (Levantis 2000:73-82). But it is incontrovertible that youth labour market skills
are generally less than adult labour market skills (and incontrovertible also that youths do not
have the income “needs” basis on which the 2000 Board purportedly based its decision). If
implemented, the Decision of the 2000 Board not to provide a lower National Minimum Wage
for youth would necessarily have made it harder for youths to make labour market entry
where adults with more developed labour market skills can be paid the same wage.
Moreover, if implemented, the suppression of a separate youth wage may be expected to
contribute to the expansion of illicit (raskol) youth activity as argued in Levantis (1997c).
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Appeal against the 2000 Determination and protracted formal resolution in
2005. At the time of publication of McGavin (2001), the following was the situation:
Determination of the 2000 Minimum Wages Board was appealed against in January 2001 by
the main Papua New Guinea employer interest groups (Chamber of Commerce, Business
Council, Chamber of Mines and Petroleum, Manufacturing Council, Employers’ Federation,
and Rural Industries Council). This appeal was considered by the National Executive Council
(NEC) (that is, the Cabinet of the national government), and at its meeting of 1 February
2001 the NEC over-turned the 2000 determination and referred the matter to the National
Tripartite Consultative Council (NTCC) along with re-statement of the government
recommendation of a weekly National Minimum Wage of K32.91 as first submitted to the
2000 Minimum Wages Board (along with a weekly National Youth Minimum Wage set at
two-thirds of the National Minimum Wage). The week following the NEC decision, a report
recommending increases in parliamentary salaries of more than 100 percent became public,
adding to the uproar. The 15 February 2001 meeting of the NTCC came to no decision on
the government reference. As a result, at end-February 2001 there has been no further
action on the NEC decision of 1 February 2001 and no further moves for the GovernorGeneral to disallow the Determination and to publish that disallowing in the Government
Gazette. Thus, as at end-February 2001, the gazetted determination of the 2000 Minimum
Wages Board took effect from 8 December 2000.
Tracking the drawn-out process that followed is difficult. Documentation from the NEC dated
5 April 2001 indicates that an Award variation No. 13/97, adopted in 1999 as a Common
Rule, came onto force effective from 7 February 2001, giving a Minimum Wage of K24.68
(that in fact had been in operation since 1998). The closing of legal technicalities was
however further delayed, and it was not until 8 December 2003 that the Industrial Registrar
registered a Supplementary Minimum Wages agreement to a declared Common Rule under
chapter 174 of the Industrial Relations Act establishing a Common Rule minimum wage of
K24.68 a week. This was subsequently published in the National Gazette of 25 December
2003, with effect at that date. This delayed registration and gazettal, however, did not end
the matter, because the specifications therein remained under contention. It was not until the
National Gazette of 24 February 2005 that a Corrigendum was published giving a Schedule
specifying the Supplementary Minimum Wage Agreement Award of 2003 as a National
Minimum Wage of K37.20 a week expressed as K0.8455 toea per hour for a 44 hour week,
and a national Youth Minimum Wage applicable to all new entrants to wage employment
aged between 16 and 18 years of 75 percent of the National Adult Minimum Wage. Thereby
a Youth Wage was sustained; a single [adult] National Minimum Wage sustained; and the
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standard hours previously applying to rural employment became the standard weekly hours
applicable to rural and urban employment. This was the situation up to the 2008 Minimum
Wages Board decision.

2008 Minimum Wages Board
The 2008 Minimum Wages Board determination closely followed the Government
submission, and its history is not so complex. It is the 2008 MWB that shifted the
specification of the national minimum wage to an hourly basis (on a 44 hour standard work
week). On faulty reasoning (both of the Government submission and of the Board), the
provision for a youth minimum wage was abolished.
The 2008 Minimum Wages Board seems to have been influenced by a desire to avoid
disallowance, as occurred with the 2000 Minimum Wages Board, and its Determination in
early 2009 closely reflects the Main Submission of the Government presented by the
Secretary of the Department of Personnel Management in the capacity of Acting Chief
Secretary to the Government. That Submission quotes the National Executive Council
Decision of 2001 in its emphasis that “consistent with the social and economic interpretation
of the latest ILO Convention governing minimum wages, the level of minimum wage must be
determined for a country in such a way as to take into account the capacity of the economy
and the need to maintain jobs and employment, which in Papua New Guinea means
protecting jobs and employment in the rural agricultural sector” (p. 18).
The Government Submission made reference to discussions with the “social partners” (the
Trade Union Congress and the Employers’ Federation) to “increase the National Minimum
Wage Rate to a new revised rate of K2.29 per hour, or K100.80 for a 44 hour week … [and
that the National Minimum Wage should be determined] as an hourly rate ….” (pp. 21, 24).
The Government further argued, on the evidence of little use of the National Youth Minimum
Wage that this should be abolished (p. 23).
The Determination of the 2008 MWB specified a National Minimum Wage as an hourly rate
of K2.29 (Determination: 5.1), with staged provision for its implementation. From an attached
Schedule 1 it is seen that 44 hours per week are taken as standard weekly work hours. Also
in accordance with the Government submission, the National Youth Wage was abolished
(Determination: 7.1). The application of the Determination is to any base-level (“unskilled”)
worker aged 16 years and over in any industry sector either urban or rural (Determination:
2.2). The Determination adopts the position of the Main Submission of the Government of
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formulated provision for imputation of non-wage components of agriculture employment in
terms of housing, school subsidies, and medical provision (pp. 21f), and sets an annual per
employee value for these at a maximum of K2,630 that is to be divided by (52 times 44) as
specified in an attached Schedule, giving an imputed maximum hourly non-cash component
of estate agriculture rural wages of K1.14 per hour (Determination: 8.3). That is, an imputed
rural minimum cash wage could be K1.15 per hour. The Determination of the 2008 MWB on
piece rates does not expressly stipulate the Government Submission that piece rate wages
should deliver at least the same daily rate as the National Minimum Wage (p. 26), but the
specification (Determination: 11) may be interpreted in these terms.
The Determination does not apply to employees who are immediate family members,
extended family members or related villages engaged by small-holder-block farmers
(Determination: 2.3). The Government Submission also specified exemption criteria and
processes under “incapacity to pay” (pp. 18, 20), and this is generally captured in the
Determination (Determination: 9, and Schedule 2), with the minimum threshold set at the
rate of K1.14 per hour. Camping and Tool Allowances as provided under the 1992 MWB
Determination were varied by the 2008 Board (Determination: 12).
The Government Submission lamented the lack of recourse to Common Rule agreement
across the intervening years, and urged that the National Tripartite Consultative Committee
should undertake annual reviews of the National Minimum Wage (pp. 24f). This is reflected
in the 2008 Determination (Determination: 10), with provision in the absence of agreement
for reference to the Conciliation and Arbitration Tribunal and further reference to the National
Executive Council for determination as a Common Rule (Determination: 10.4). There is no
track record of implementation on such statements of objectives. In 2014 the Industrial
Registrar held that there are no extant “Common Rules”, although it seems some private
sector employers seem unaware of this legal fact.
No determination was made in respect of part-time and flexible working arrangements
(Determination: 12.4.g), but the Main Government Submission made the observation that,
“Determining the National Minimum Wage as an hourly rate … may encourage more use of
part-time and flexible working hours” (p. 26).
A note on recorded wages. The precise arithmetic of the 2008 Determination and its staged
implementation do not agree as between the Determination document and the BPNG
Quarterly Economic Bulletin publication, but the latter has been used in tabular presentation
in this report, as it is the QEB data that has in practice been used in Papua New Guinea –
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thus the weekly minimum wage of K48.53 for 2009 and K101.80 for subsequent years as
seen in Chapter 7 Annex 7.1.

2014 Minimum Wages Board
The Minimum Wages Board established in 2013 and conducted its hearings without the
benefit of recent labour force data, national accounts data, or earnings data. Its
Determination was gazetted on 3 July 2014 [thus the 2014 citation that has become
prevalent], giving immediate effect to a National Minimum Wage of K3.20 an hour (that is
K140.80 on a 44 standard hours work week). For two quarters, the BPNG Quarterly
Economic Bulletin erroneously reported a weekly National Minimum Wage of K128.00 a
week (implying national standard work hours of 40 a week). The Determination provides for
the hourly rate to increase to K3.36 an hour twelve months from publication in the National
Gazette, and to K3.50 an hour twenty-four months from that publication; that is, from 3 July
2016.
The Determination allowed a three-month grace period during which firms are able to make
an application under the incapacity-to-pay principle (and there was a further extension to 3
November 2014), allowing reduction of the 25% of the National Minimum Wage and for the
agriculture sector reduction of 50% of the National Minimum Wage. These applications were
to be considered by a Committee chaired by the Secretary of the Department of Labour and
Industrial Relations. Applications were forthcoming from the estate agriculture sector and
were approved by this Committee. In practical effect, there is not a single National Minimum
Wage.
In our Policy Implications chapter, we argue that the Minimum Wage Board process is a
flawed one, quite apart from operating in a vacuum of relevant social data for making rational
determinations. The Public Notice of the 2008 Determination states that “[This]
Determination shall remain in operation until superseded by a future Minimum Wages Board
… or an alternative appropriate body established under appropriate legislation for the
purpose of making a Determination.” It would be possible for a Minimum Wages Board to be
convened as a single Commissioner who would receive submissions from the “social
partners” and other stakeholders, but who would solely make a Determination for submission
to the Industrial Registrar. Such a manner of proceeding would allow a “technocrat”
Commissioner to requisition relevant social data from government agencies, to undertake
methodological analysis of submissions, and better to make rational and sustainable
decisions concerning minimum wages for Papua New Guinea.
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Annex 3 – “Disconnect”/”Connect” influences
in cross-cultural adaptation and management
in a Melanesian cross-cultural setting
This Annex presents in tabular form a summary adaptation from McGavin (1993b) of these
disconnections/connections from a perspective of oppositional and integrating influences for
cross-cultural adaptation and management in a Papua New Guinean setting.

Key words

Oppositional Influences

Integrating Influences

cultural
conservatism

cultural resistance to change

recognition of cultural adaptation
involved in development of market
production and distribution order

covert social
order

processes of social positioning
and of social control implicitly
reinforce cultural conservatism

building alternative paths to
social and economic security

marked
diminishing
returns to
production

valuation of goods and services
for utility confined to subsistence
needs, with surplus production
valued as a social product,
rather than a material product

tying to access to prestige
social products to production
performance

social
products

weak responses to inducement
for material benefit

packaging of rewards to reflect
personal and social valuation

single
production
consumption
unit

blurring of production and
consumption activity

clarifying distinctions between
domains
٠work/home
٠work/leisure
٠public/private

skills wide
and shallow

limited specialisation in
productive activity

develop interesting work patterns
that combine specialisation and
multi-skilling

position of
women

exploitation of women

reinforce practical implications of
“man and woman created in the
image of GOD”, with
complementarity and equal dignity

sexsegmentation
of activity

tendency to sexual stereotyping
of work

use multi-skilling for upward
mobility within firms

personal
autonomy

resistance to social hierarchies

develop style of social
organisation in organisations
that meets needs of production
processes and social psychology
of people
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Key words

Oppositional Influences

Integrating Influences

interdependence limited development of
in productive
cooperative work attitudes
activity

development of protocol of
cooperative development of
workplace behaviour and fostering
of work group identity

production
function

inputs perceived as outputs

clarify functional input/output
relationships

links between
production and
distribution

weak ties between scarcity
valuations of contributions
to production and
distributive shares

clarify notion of scarcity,
and link rewards to scarcity
valuations of contributions
to production

notions of
causality

rewards to market activity
poorly identified with
productivity

clarify distribution of
social product and social
positioning in terms of
functional relationships to
input/output performance

concepts of
quantity

underdeveloped numeracy
competencies

sustained training in
numeracy and in
numerical exactness

concepts of
time

relaxed timing of
productive activity

develop rewards systems that
evoke time discipline with
functional flexibility

work habits

shortness of work duration
and variability of intensity of
productive activity, short
life-expectancy

develop reward system that
enhances sustained
industriousness

inertia and
fatalism

lack of perception of economic
opportunity as created opportunity

demonstrate how economic
opportunities are created and
reward with esteem and social
standing those who show initiative

under-utilised
resources

under-use of material and human
resources with available
technology

linking improved quality of
life with increased resource
utilisation

limited
accumulation

accumulation for circulation
[redistribution] that does not
involve cumulative accumulation

increased accessibility to
well-managed financial
institutions, and provision for
target quarantining of savings

relative or
contextual
status of ethics

unwillingness to make consistent
ethical judgements

practical and consistent
application of Christian ethical
values

wantoks

lack of identity or empathy with
persons outside restricted social
reference group

search for equality of opportunity
and evenhandedness of treatment
of persons and groups
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