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1. Introduction

This report aims to review the current social siéguand social protection in Papua New
Guinea and to look at options for improving andeexting their effectiveness and coverage.
The particular focus is on the two main contribyteocial security systems, the private sector
National Superannuation Fund (NASFUND), and thelieubfficers Superannuation Fund
(POSF). However, the report also examines otheeaspof the current social protection
system in Papua New Guinea.

In the framework of the ILO project ‘Sub-regionaltiative on social security for the Pacific
island countries’, the report was prepared by IL@hsultant David Preston following a
mission to Papua New Guinea in February 19-24 6620

This report has been organized as follows. Chapter 2 revib@sdemographic and socio-
economic aspects of the country. Chapter 3 analfisesxisting social security systems.
Chapter 4 develops feasible options of extendimgatsecurity coverage for both the formal
and informal economy workers. Chapter 5 summarisesmain findings of the report and
sets up suggested follow-up actions. Two annexeglement the report.

! Kenichi Hirose, Social Protection Specialist, ILOb®egional Office for South-East Asia, Manila, picked
comments on an earlier version of this report.



2. Background
2.1 Country overview

Papua New Guinea is the largest of all the Patsfand countries. Its territory which covers
of 462,840 square kilometers, includes the eadtathof the large island of New Guinea,
plus a number of other island groups. Its neighbaue Indonesia to the west, Australia to the
south, and most other Pacific Island countriefi¢odast and north.

All of the territories of Papua New Guinea lie hettropics. However, there are significant
climatic differences between the mainly hot and luooastal lowlands, the cooler interior
highlands, and the oceanic islands. Administragivké country is divided into 20 provinces,
each of which in turn consists of a number of ditgr

At the time of the 2000 Census the size of poputatvas 5,190,786, including 19,238 non-
citizens. However, as the population growth ratevben the 1990 and 2000 census dates
averaged 3.2 per cent per year, the current popul& probably approaching the 6 million
mark. Population density however is low, and in@@@eraged only 11.2 persons per square
kilometer. At the time of the 2000 census 86.9qaat of the citizen population lived in rural
areas, and only 13.1 per cent in urban areas. Henv&8.7 per cent of the small non-citizen
population lived in the urban areas.

Ethnically the population is overwhelmingly compas# indigenous Melanesians, with very
small minorities of European, Asian and other orsgi About 800 different indigenous

languages and dialects are spoken in the country.aliministrative language of the central
government is English, which is also the main bes$n language. Most spoken
communication between different linguistic groupsiri Pidgin. At the 2000 census 96 per
cent of the citizen population classified themsghass Christians. Roman Catholics and
Lutherans were the two largest Christian groups

The population age structure is very young. Theiaredge of the citizen population in 2000
was 19.7 years, with 40 per cent in the 0-14 yagesgroup. Only 2.4 per cent were aged 65
or above. Life expectancy at birth is estimatedhi@a World Factbook at 62.7 for men and
67.2 for women.

The average household size is relatively large, iaraften of an extended family form. In
2000 the average citizen household averaged 5sbiper In urban areas this was 6.5 persons,
and in the National Capital District which encongess Port Moresby the average was 6.9
persons. The higher urban figures reflect the impamigrating relatives and friends moving
from rural areas and staying with established hooisks in the urban areas.

The composition of citizen households in Papua Kaunea was as follows:



Table 1. Household compaosition
%

Head of Household 18.4
Spouse 14.6
Own children 45.3
Step/Adopted children 3.3
Other Relative 17.0
Non-relative 1.4
Total 100.0

Source: 2000 Census National Report. (Table 2.3.)

At the Census date 90.9 per cent of the citizerséloolds indicated that they owned their
own house. Ownership is lowest in the urban aremgobonly 62.3 per cent in the National
Capital District. This lower urban figure seem$#linked to the migration of people to areas
where they have no traditional land ownership ctaiBy housing type, 75.5 per cent lived in
traditional dwellings. As most dwellings are sm#ile number of persons per room averaged
2.2 in the year 2000.

Literacy rates are low but have been rising redslgnapidly. Between 1990 and 2000 the
literacy rate of citizens aged 10 years and abosge from 45.1 to 56.2 per cent. For males
the literacy rate in 2000 was 61.2 per cent, anthfes 50.9 per cent. Literacy in English was
40.4 per cent, in Pidgin 45.2 per cent, and ingadous languages (known collectively as
Tokples) literacy was 41.7 per cent. Of these 5qmet were literate in Motu, the largest

indigenous language. However, there may be problemmsintaining the upward momentum

in literacy, as in the 2000 Census only 50.9 pet oé the population aged 5 to 29 indicated
that they had ever been to school.

2.2 Economic context

Most of the population of Papua New Guinea are gadan subsistence or semi-subsistence
activities in rural areas. However, the bulk of theeasured GDP is produced in the
commercial or market sectors of the economy. leatfa modern cash economy of mining,
export crops, some manufacturing or processing, jardhte and government services
employing a minority of the population coexists lwithe rural subsistence and semi-
subsistence economy which still engages most opdipailation. The dual nature of the PNG
economy has significant implications for the typsssocial security provision which are
feasible. GDP per capita in U.S dollars at offi@athange rates is under $1,000, though the
World Factbook estimates a much higher figure ircpasing power parity terms. However,
the real meaning of this calculation is not cleacs a high proportion of GDP is generated in
the mining and oil sectors where income is mainlthie form of corporate profits.

The estimates of Gross Domestic Product (GDP) peelpby the National Statistical Office
indicated that of a GDP at current prices of 11,668illion Kina in 2002, about 90.1 per cent
came from the market sector, and 9.9 per cent ff@mon-market sector. However, if 1998
relative prices and values were used the non-madkeponents would have been estimated
at 19.5 per cent of GDP. Some of the explanatiothie differential estimate may be the high
rates of price inflation in the market sector up beginning of the current decade. In effect
the current price structure in PNG has comparatitigh prices for goods and services of the
type which enter international trade, or are pérhe modern economy, and comparatively
lower prices for products characteristically proedidy the subsistence economy.



By sector the National Statistical Office estimateéhe percentage composition of 2002 GDP
was as follows:

Table 2. GDP composition by sectors
%

Agriculture, Forestry and Fishing 38.3
Mining, Quarrying and Petroleum 18.6
Manufacturing 6.3
Electricity, Gas and Water 1.7
Construction 8.6
Wholesale and Retail Trade 6.4
Transport, Storage and Communication 1.6
Financing, Insurance, Real Estate, Business Sarvice 3.5
Owner Occupied Dwellings 1.0
Community, Social, and Personal Services 11.7
Other 25
Less Imputed bank service charge -0.2
Total GDP 100.0

Source: National Income, Expenditure and Prodncti@©4-2002. (Table 18.)

Of the major sectors, only the Agriculture, Forgstind Fishing sector has a substantial
traditional component. The non-market componetthigfsector was 29 per cent of the output
of this sector in 2002. For most other sectors €pkthe value of owner occupied dwellings
where it was 43.3 per cent) the non market componeas negligible or at least not counted.

In current price terms the GDP in 2002 had theofeihg composition:

Table 3. Expenditure on GDP, 2002
%

Government Consumption 7.5
Private Consumption 72.6
Change in Stocks 1.8
Gross fixed Capital Formation 19.6
Gross National Expenditure 109.4
Exports of Goods and Services 44.8
Less Imports of Goods and Services 54.2
Gross Domestic Product 100.0

Source: National Income, Expenditure and Prodactf@04-2002. (Table 1.)

Of current private consumption only 13.3 per ceaswalculated as coming from the non-
market sector. However, as noted above this estimedlects the structure of relative prices
used for 2002 calculations.

The figures also demonstrate the high relative mt@mze of the external trade sector for the
economy. The major export sectors such as miningadnproduction are capital intensive,
and employ relatively little labour, which in tuaifects the composition of income flows.
The National Statistical Office estimates of GDR@02 were as follows.



Table 4. GDP income allocation, 2002

Million Kina %

Compensation of Employees 2,259.7 19.5
Operating Surplus

Market Component 6,249.2 54.0

Non Market Component 1,367.9 11.8
Consumption of Fixed Capital 690.2 6.0
Indirect taxes 1,004.2 8.7
Less Subsidies 2.8

Gross Domestic Product 11,568.6 100.0

Source National Income, Expenditure and Product®v-2002. (Table 1.)

Economic growth has been slow and irregular in nufsthe recent period. The National

Statistical Office estimated that real GDP wastieddy unchanged between 1994 and 1999.
Since population grew rapidly in this period, tiigplies falling real output per head. More

recently the minerals boom seems to have given serte impetus to the economy.

However, a prolonged period of poor economic penfoice has had consequences in
reducing the ability of the government to fund emtion and health services and

infrastructure development.

2.3 Balance of payments

For a number of years PNG has had a structuratitiefi exports and imports of goods and
services, including the impact of high remitted fjggo This deficit has been covered by
capital inflows and external aid. More recently thimeral commodities boom has seen some
strengthening in the short term balance of payments

PNG exports are dominated by mineral products alglas some other primary products,
mainly tropical agricultural products such as palirand coffee.

Table 5. Export composition in 2004

Million Kina %

Mineral Products

Crude Oil 1,852.2

Gold 2,779.5

Copper 1,544.2
Sub total including other 6,007.5 73.1
Agriculture and Other

Palm oil 438.7

Coffee 283.8

Cocoa 218.0

Other 747.5
Sub total 1,688.0 20.6
Forest Products 459.5 5.6
Marine Products 58.2 0.7
Total 8,213.2 100.0



Source: Bank of Papua New Guinea Quarterly Ecoo®ulletin March 2005. (Table 10.6.)

2.4 Employment

The 2000 Census indicates that the employment rsectmprising those in formal wage
employment represented only 10.4 per cent of thel@red citizen labour force. Those
classified as being in subsistence employment @éré per cent, and the unemployed 2.8 per
cent. The exact composition of the other 19.6 pet s not clear from the Census summary.
A small percentage would be employers and self eyeol professionals and tradespeople.
Most of the rest would seem to be involved in thimimal cash economy. An estimate by
some officials was that about 13 per cent of #imur force in total could be classified as
being in the formal economy, with the other 87 pent being either subsistence or semi-
subsistence producers, or involved in various wayke informal cash economy.

Of the small non-citizen population, 68.3 per ceinthose economically active were in wage
employment. However, for citizens resident in urlaae@as a relatively similar 64.2 per cent
were in also wage job employment. In contrast i tihral areas only 5.7 per cent were in
wage job employment.

The bulk of those in employment in PNG are thushe informal economy. This latter
grouping in turn comprises two main and partly ¢a@ping groups.

Firstly, there is a large group consists of traditil subsistence and semi subsistence farmers
and fishermen in rural areas. To some extent plathie group is involved in some cash
generating activities through the sale of prodiReral dwellers live mainly on land held in
traditional ownership, of which grouping they fopart. Most of the group is more accurately
described as being involved in semi-subsistenckerathan pure subsistence. The 2000
Census assessment of agricultural activities wimgblved 2,248 thousand people recorded
that 61.5 per cent of production was for own udajer38.5 per cent was produced for cash.
Those engaged in producing Cocoa, Coffee, Rubletr,Gil Palm produced most of these
products for cash sale. In contrast 84.5 per oéproduction of vegetable and root crops,
82.7 per cent of livestock, 81.4 per cent of fighamd 75.5 per cent of poultry production was
for the producer household’s own use.

Secondly, there is a smaller but rapidly growingugr of people who are involved in the
informal cash economy. This group is mainly locatethe cities and towns of PNG, and its
members are often housed in squatter settlementhwave been expanding on the fringes
of urban areas. While mainly part of the cash eoondhis group often also involves itself in
subsistence activities, notably the planting ofdlgas when there is accessible land. Squatting
may take place on publicly owned land, or on laalbibging to traditional owners. Hence, the
squatters have no security of residence in thetlagyl are occupying.

Existing social security and social protection pergs are concentrated largely on workers in
formal employment. For those outside formal empleginthe main source of social
protection is informal and comes from shared lamchership and from membership of
extended family and Wantok groups. A Wantok is raskip, linguistic, and socio-cultural
grouping whose literal meaning is “One talk,” refiag 800 different languages and dialects
spoken in Papua-New Guinea. Migration to urbansaig@lacing some strain on the Wantok
system.



3. Review of the existing social security schemes
3.1 Social security for the formal employees

Formal social security in PNG for people in wagd aalary formal employment comprises a
mix of contributory and employer liability schemafsthe following form:

(1) Retirement

Compulsory contributory retirement benefit schemggly in the public sector and for private
sector enterprises with 20 or more employees. tWbemajor funds are:

. The National Superannuation Fund (NASFUND) favgiie sector employees
. The Public Officers Superannuation Fund (POSFpilic sector employees.

In addition, there is a separate fund for the arjitknown as the Defence Forces Retirement
Benefit Fund (DFRBF). At present it is understobdttall but one of several smaller private
schemes covered by mandatory contribution provisteewe merged with NASFUND or are
negotiating to do so. More details on the two nfairds are set out in separate sections.

(2) Work injury

A Work Injury Compensation Insurance Scheme cogermterprises with 10 or more
employees is funded by employer premiums paid suremce companies. This covers
medical treatment, and a scale of compensation eaigiinked to the degree of injury. In the
case of death a flat rate amount of 25,000 Kingaigable. Small employer compliance with
the requirements of the Act is problematic.

Apart from lump sum compensation for work injuridggre are no invalidity benefits, and no
formal rehabilitation schemes. Members declaredicadig unfit for further employment can
withdraw their accumulated balances from the supmration funds.

(3) Sickness

Mandatory employer provision of sick pay is ledisthfor in the Employment Act. Up to 9
days of paid sick leave applies, with provisiorateumulate unused credits for up to 3 years.
Some employers provide more than the mandatoryl lefvpaid sick leave, though again
small employer compliance is an issue.

Apart from paid sick leave, there is no cash siskrgenefit.

(4) Maternity

Paid maternity leave of 12 weeks is provided in phélic sector for qualifying permanent

staff. However, 6 weeks of this has to be takemfexcumulated sick leave entitlements, or
else is unpaid. In the private sector only unpadvé is provided for, though some

employment agreements provide for paid materndyéde

(5) Unemployment

There is no unemployment benefit. However, jobiesdath NASFUND and POSF balances
who are still unemployed after 3 months can begidraw down their account balances and



after a year can withdraw the balance. In practiess, is the largest ground of withdrawal
from the two funds.

There are some retraining and trade training arstinge schemes which some of the
unemployed may access. There is also some providi@pecial employment on schemes
such as road repairs, though there does not sedm amy formal link between this and job
loss.

3.2 Other basic services

(6) Health

Health and medical services must be paid for, évgrublic facilities, though the charges do
not cover the real costs of providing these sesvicEreatment for T.B, malaria, and
HIV/AIDS is provided free. Otherwise part chargésarious levels apply for treatments.

There is currently no social health insurance seheaiimough some people are members of
private health insurance schemes. These have rsnawhat checkered history in PNG,
with some prominent scheme closures or failures.

(7) Education

Primary and secondary education must be paid fud, the cost of these fees is a heavy
burden on many household budgets, particularly umeaf the large family sizes in PNG.
This is despite the fact that the Education Depantnestimates that around 80 per cent of
education costs are in fact met by the government.

(8) Housing

Housing is a major problem in urban areas. In rarabs people build their own housing on
traditional land, using mainly local traditional tedals. However, in urban areas both land
acquisition and the cost of building modern stydeiging are major problems.

Land title acquisition is often a problem becaukthe issue of traditional ownership, and the
banks and financial institutions will only lend tlmose who both have title and appear to be
good credit risks. This classification excludesighlproportion of the urban population. The

Housing Commission now owns only a limited rentali$ing stock (much was sold off), and

now plays a very minor role in housing provision.

Both NASFUND and POSF lend money for deposits agaiine security of accumulated
member account balances. This money goes to thkshbemd other financial institutions,
which advance the rest of the money on mortgageofPaf land title or right to occupy
traditional land is a prior requirement. Once anldeas been made members must increase
their Superannuation Fund contribution rate by 2 pent to cover debt service and
repayment.

3.3 The National Superannuation Fund (NASFUND)

(1) Key features of NASFUND

The National Superannuation Fund (NASFUND) wasugeas successor to former National
Provident Fund, which operated from 1980 to 200, \artually collapsed due to poor
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governance and financial mismanagement. The orgamiz was reconstructed under the
National Provident Fund (Financial Reconstructiohdt 2000. The new replacement
NASFUND scheme was subsequently set up, and wadlyfimcorporated in 2002 as a
company under the Companies Act, with much moréngent provisions for good

governance. It took over the previous role of ttagidhal Provident Fund.

The transition involved difficulties for both emplee members and their employers. NPF
member account balances transferred into NASFUNDe weitten down by 15 per cent,
while employers had to make additional contribusiarf 2 per cent a year between 2000 and
2004 to help rebuild the asset base.

Contribution rates in 2005 were 5.5 per cent ofered earnings for employees, and 7.7 per
cent from their employers. These rates are to lasgrhup to 6 and 8.4 per cent respectively
over the next several years.

Despite its name, NASFUND is actually a definedtdbation cash accumulation scheme
with individual member account balances. A lump-sutirement benefit, representing the
sum of employee and employer contributions plusiecdated earnings, is payable from age
55. Some funds may be accessed for other reasons.

The governing body of the Fund is the Board conmyi§ nominated directors representing
shareholder members drawn from employer and unimupg, plus two other members
selected for their expertise by the nominated Baagimbers. There are no government
directors on the Board.

The nominated Board composition represents theviatig shareholder organizations

- Employers Federation of PNG

- PNG Trade Union Congress

- Manufacturers Council of PNG

- PNG Banking and Financial Institutions Workersdsn
- Rural Industries Council of PNG

- Chamber of Mining and Petroleum

- PNG Chamber of Commerce

Of the two independent members selected by theesblter members of the Board, one has
a union background, and the other is an indeperfaentcial expert.

A number of the NASFUND functions are contracted. cAon Consulting provides the

Administration, while Capital Securities undertakibge Investment Management. Rental
collection on the Deloitte Tower is undertaken hy Hooker, while Tower Management is
carried out by Ashton Brunswick.

NASFUND has seen a rapid growth of membership,utfioly some from mergers. The
58,673 NPF active contributing members of 2001 badome 79,233 NASFUND active
contributing members by 2005. Employer membersbige rfrom 925 in 2001 to 1,123 in
2005. An interesting trend is that a number of emppis with fewer than the statutory 20
members have now signed up.

In the figures which follow the 2001 figure represéhe situation as taken over from NPF.
Membership is active contributors, and excludestiaa accounts.
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Table 6. NASFUND key statistics, 2001-2005

Year Employer Employee Net Assets NefiPro
Membership Membership million Kina AfteaX
2001 925 58,673 267.505 15.884
2002 945 65,199 326.317 33.487
2003 981 71,534 444.460 53.022
2004 1,014 71,505 522.426 53.458
2005 1,123 79,233 748.425 160.145

Source: NASFUND as published in The National, Eép2006.

It should be noted that the membership statiste®icactive contributors only. There are also
estimated to be around 180,000 currently inactimeants in the fund. Many of these may
reactivate if members find new jobs which requitperannuation contributions. In other
cases the balances continue to accumulate eanniijthey are drawn out.

At the beginning of the NASFUND setup, profits disited to member accounts were less
than the rate of inflation, which was then runnaigver 10 per cent a year. The high growth
in profits since then (including unrealized capig@ins on assets held) has allowed profit
allocations to members to substantially outpackatioh, which has since fallen to low single

figures.

Table 7. NASFUND profit and interest rates, 2001-2005
Year Net Profit Rate Credited to
After Tax % Member Accounts %
2001 8.4 7.0
2002 13.68 8.75
2003 16.05 12.50
2004 13.57 14.50
2005 32.83 29.00

Source: NASFUND

Of the unallocated profits a 4 per cent of assetemve pool is held, while 3.8 per cent of the
high 2005 profits were put into a provision for thkebenefits for members. This is still to be
made operational pending negotiations with the B#rlRNG which is the regulator.

(2) Withdrawals from NASFUND
Despite the theoretical organization of NASFUND &asetirement benefit scheme, most
withdrawals are actually for other purposes. The big uses of NASFUND balances are for

Unemployment, and for funding Housing. Only 0.8 pent of withdrawals involving 3.1 per
cent of funds are actually used for retirement.
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Table 7. Member withdrawals from NASFUND in 2005

No of cases Amount % of cases of %mount
(000 Kina)

Unemployment 25,147 41,301 87.5 64.3
Disability 93 871 0.3 1.4
Emigration 1 14 - -
Death 308 2,081 - -
Retirement 243 1,993 0.8 3.1
Housing advance 2,897 17,348 10.1 27.0
Transfer 64 642 0.2 1.0

Total 28,753 64,250 100.0 100.0

Source: NASFUND

This pattern is unusual for a retirement benefiidfult reflects the fact that no unemployment
insurance scheme exists, while housing is a critgse for urban dwellers. In effect the
pattern of use of funds has evolved to meet theently otherwise unmet needs of
contributing members.

Another factor is of course the age structure efgbpulation. There are proportionally few

elderly people in PNG, and more people die befbesretirement age of 55 is reached than
last the distance to age 55 in wage and salary @mant. A significant recent factor has

been the rise in deaths from AIDS. Other peoplefermnal wage employment and return to

village life before 55, partly in order to retailaicns to traditional land.

At present if a member resigns or becomes reduntiagt must wait three months to begin
partial fund withdrawals, and a year to accesshair funds. Earlier access was requested.
Against this, easier access would mean earlieotifends and less preserved for retirement.
This issue needs to be discussed further betweed Management and Unions. However,
longer term the better option would be to set uptroutory short term unemployment
insurance covering say the first three months efployment.

(3) Savings and loans

NASFUND also operates a savings and loans banljunet to its main business. This aids
members to save for other purposes, such as paghupl fees.

In the course of consultation, trade union repredemes raised the concern on the tax
treatment of Superannuation Fund withdrawals. Memlsee themselves as being double
taxed or taxed at excessively high rates on evefind withdrawals. Some of these concerns
seem to relate to past practices, as the currentdatment now seems to be more favourable.
Also, the institution of tax free Retirement Sawngccounts gives more flexibility to fund
members.

While NASFUND was complimented for its recent neasgr fact sheet on its accounts and
business situation, the unions wished to see a megrdar information to all members on the
business affairs of the two Funds, and their ingpians for members.

3.4 The Public Officers Superannuation Fund (POSF)

(1) Key features of POSF
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The Public Officers Superannuation Fund (POSF)hie public sector counterpart of
NASFUND. It is also a defined contribution cashwanalation scheme, and operates under
similar empowering legislation to NASFUND.

POSF has a six-person Board of Directors. This cm®p the Managing Director, two
government appointees nominated respectively bgstny and the Department of Personnel
Management, two PNG internal independent directarg] one independent non resident
director from Australia. Directors have to be veéttey the Bank of Papua New Guinea and
certified as fit and proper persons before theylmamppointed. POSF also has an Audit and
Compliance Committee, and a Membership Committedem# of representatives of the
main public sector trade unions, plus two membétkeBoard.

Membership numbers are currently around 80,000abmut the same as in NASFUND.

Membership turnover tends to be less because rtist members are permanent staff of the
Government services and public sector organizatibttavever, there are also significant

numbers of casual and temporary staff in the puddictor who are not members of POSF.
One estimate was that casual employees in cemttalogal government may number 10,000
though no actual tabulation is available.

For a number of years the Government has not paédfall amount of its employer
contributions into POSF along with employee dedundi Instead, it only paid an estimated
contribution requirement when the member retiredc&2004 the Government has started to
phase its employer contributions up to the requieedl. However, the estimated value of the
unfunded employer contributions is currently 1.Hdan Kina.

In the public sector the employee contribution iaté per cent, and the notional government
employer contribution rate is 8.4 per cent. Onlif bthis current contribution rate was paid
in 2004. Government’'s current contributions areeseied to phase up to full current
contributions levels over the next several yeahe proportional payment is scheduled to be
75% of current contribution liability in 2006 an@@, and 100% by 2008. This still leaves
unresolved the issue of the accumulated unfundadlity, which will continue to grow
significantly in the 2006 and 2007 years until thl current contribution rate is paid.
Thereafter the unfunded liability would grow in dinwith the earnings rate on member
contributions unless government made extra corttdbs to pay off the accumulated liability.

The unfunded past contributions have an impactaseighment employee members who wish
to borrow for housing. The 60 per cent advancecofimulated contributions and interest is
only on their own contributions, and not on theatoamount due including employer
contributions as in NASFUND. Hence, only lower sucas be borrowed against member
contributions.

(2) Earnings credited to POSF member accounts
POSF interest earnings allocations to members hes® fluctuated than in the case of
NASFUND. However, for a number of years these egmiwere outpaced by inflation. More

recently, earnings have risen as inflation hasefalland members have received large real
increases in their balances.

14



Table 9. POSF interest and inflation, 1998-2004

Year Interest Credited Headline Inflation
% %
1998 12.5 21.8
1999 13.0 13.2
2000 10.0 10.0
2001 10.0 10.3
2002 10.0 14.8
2003 19.0 8.4
2004 15.5 2.4

Source: POSF Annual Report 2004 (Page 9.)
(3) Use of funds by members

In POSF, unemployment is the major reason for thledrawals of funds, and deaths exceed
regular retirements. However, the ratios are leasked than in the case of NASFUND, as
proportionally fewer government staff leave empleym each year, and more stay in
employment till retirement age. Also, housing ademare smaller in proportion to assets
and cash flow.

A noticeable characteristic of the POSF statig8cthat average amounts of withdrawal per
member are much higher than in NASFUND. This reéfidimoth higher average earnings and
longer average duration of employment in the pubéctor. Total POSF member exits in
2004 at 2,314 were equal to around 3 per cent ofilmeeship. This low ratio can be expected
to rise in the future as more public sector stefith retirement age, and the expected increase
in redundancies will also add to the total. This iuture funding pressure which POSF will
need to meet.

Table 10. Member withdrawals from POSF in 2004

Number Amount
(million Kina)

Unemployment, Resignation, and Redundancy 1,257 46 3
Retirement and Terminated Medically Unfit 449 27.4
Death 608 10.0

Sub Total Member Exit Payouts 2,314 72.0
New Housing Advances n.a. 3.2

Total 75.2

Source: POSF Annual Report 2004 (Pages 14 and 31).

The improvement in earnings and increased paymérgnmployer contributions by the

Government has taken some of the current finammessure off POSF. Up till 2002 the
combinations of low earnings growth, rising memimhdrawals, and delayed payments by
government had put POSF in a position where itsinalmassets were growing less than
inflation, and a rising percentage of earnings wasded to fund member withdrawals.
Improved earnings have resulted in improved finalnoalance, and member withdrawals for
exit purposes are less than the 2002 peak.

15



Table 11. POSF member gross exit payouts, 1998-2004

Million Kina
1998 37.9
1999 80.2
2000 52.2
2001 76.8
2002 89.3
2003 64.0
2004 74.2

Source: POSF Annual Report 2004 (Page 9.)

It is understood that Government public sector rogstiring plans may involve more
redundancies in 2006-07. This could increase tmelr@n and level of claims on the fund.

(4) Insurance

POSF does not operate health insurance for membelike NASFUND it also does not run
a savings and loan branch, and is not considerigg#h benefit. However, it is considering
instituting a Life Insurance option for members.

(5) Retirement Savings Accounts

POSF has instituted Retirement Savings Accountesdtare accounts into which members
can transfer all their after tax accumulated bésefh withdrawal. These can then be drawn
down in a programmed or variable manner rather thlaen as a cash lump sum.

3.5 Harmonisation of POSF and NASFUND

A possible future policy is to merge POSF and NASIELUInto one organization. In principle
this could entail some administrative cost savingjswould also make somewhat easier
movement between public and private sector formglleyment, though there is an existing
ability to transfer member balances between funds.

The administrative expenses of POSF in 2004 wer@681million Kina, with another 7.726
million Kina in investment expenses. Staff employagmbered 95. Net assets held were
valued at 1,034.2 million Kina. Contributions reed were 78.7 million Kina, including
member contributions of 44.6 million, and employerainly government) contributions of
34.1 million.

The total expenditure of NASFUND in 2004 amounite® 185 million Kina. Staff employed
numbered 59. Net assets were valued at 522.0mHMlina. Contributions received were 83.2
million Kina.

While the two organisations have similar active rhership levels, NASFUND has lower net
assets reflecting the lower average earnings agitehiturnover rates of its active members.
The difference in asset levels would be much greadain if the Government had paid its
unfunded liability to POSF. Under these assumpti®i3SF assets would have been more
than four times the NASFUND level rather than twiice level as at present.

2 It should be noted that page 11 of the POSF AnRegbrt text refers both to 72 million Kina of membsit
payouts, and 74.2 million Kina of gross payoutse Téason for the difference is not specified.
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For POSF exit payments in 2004 of 74.2 million Kivare equal to 7.2 per cent of assets.
For NASFUND the equivalent figure of 33.9 millioexcluding housing) was equal to 5.5 per
cent of assets. This lower ratio is at first glanomewhat surprising given the higher turnover
rate of members in NASFUND. It reflects the rapggent growth of membership since the
NPF reconstruction. There are also balances lefidri-und by currently inactive members.

On the POSF side an older average membership ageach longer periods of contribution,
and higher income pushed up the value of averagedwmiwal amounts. In 2004 retirement
payouts averaged 61,024 Kina per member in POS&gamst 5,806 in NASFUND. For
unemployment (including resignation and redundatiog)POSF payout average 27,526 Kina
as against 1,514 Kina in NASFUND.

Comparing the two funds, POSF has a relatively mealiong service membership structure,
now moving into a higher payout phase, and NASFUND “younger” and still rapidly
growing fund where average payout entitlements stite low and rapidly accumulating.
POSF would appear to need its extra scheduledibattms from government if it is to keep
up with its growing future payout obligations. Irontrast NASFUND under normal
conditions can expect to accumulate a substan@tlasset for a number of years ahead
provided job loss rates amongst members are ndtigho

Both funds have moderate expense ratios. For NASFW@Nministrative expenses of 9.2
million Kina were 1.91 per cent of weighted averagsets. This ratio has dropped from 2.38
per cent in 2000 as net asset levels have built up.

POSF quotes its administrative expense ratio apdr.sent, down slightly from 1.6 per cent
in 2000, though up from the 1.3 per cent of 2003e 2004 figure includes two years levy
totalling 2.3 million Kina from the BPNG. Spreaditiys figure between the two years would
result in expense ratios of 1.4 per cent in botB32@nd 2004. The 14.5 million Kina
administrative expenses figure used for the 1.5qgeert calculation however excludes 7.5
million Kina in life insurance provision under ti@ind’s self insurance, and rejected claims
by underwriters for previous years. If this figuseadded to the administrative expense, the
total amount is 22 million Kina, and the adminititra expense ratio in 2004 would have been
2.3 per cent, or 2.2 per cent if the double yegurg for the BPNG levy is split between the
two years.

Considering the much higher client turnover in NABID, and the similar size of total
membership, NASFUND seems to have the somewhatdeatiministrative cost ratio. A
combined operation could probably run with a los@mposite administrative expense ratio.

The two funds have a similar purpose and similpesyof accumulating obligations arising
from a common defined contribution structure. POfaE a small residual obligation in the
form of defined benefit pension payments for memb&ho left the fund prior to 1991.
However, these entitlements can be segregateddtbar business and separately funded by
Government, and in any case the numbers of fornemimers so eligible will decline over
time as older retirees die off.

There are some differences in current or propossdciated benefit packages between the
two funds:

NASFUND is proposing to offer a death benefitdad from reserves

POSF is proposing to instate (or reinstate)eaifiburance option

NASFUND has an associated savings and loantiaéili members.

POSEF is instituting retirement savings accourtiene member net retirement
balance can be drawn down in stages rather tham aka lump sum
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These issues need to be worked through in any meegotiations. However, they are not
insuperable obstacles to a merger. For instancegrduemployee and employer contribution
rates of the two funds are different, but thesaikhbe merged to the same rates by 2008

A much more fundamental problem is the unfundedilitg of the government towards
POSF. This is currently 1.2 billion Kina — a surhigh is larger than the present total assets
of POSF — and still growing. This is a potentiaktt to the viability of POSF. A combined
organisation should not take over this unfundedillig. Hence, active negotiations on any
future merger should not take place until the PN&&nment has made firm arrangements
to pay up all of the unfunded debt owed to POSFitsnthembers.

An intermediate step would be to negotiate a sdeefin the PNG government to pay these
obligations. This could perhaps begin from 200&mwkhe current actual contribution rate is
scheduled to phase up to the legal contributioalleit would be important to ensure that real
compensation was paid in cash or in assets valuethiket values. It would undermine the
financial integrity of POSF and any combined fufhdfar example, “compensation” simply
took the form of transfer of government stock bealess than market rates of interest.

Another possible obstacle to merger would be theddament Board composition of any
merged entity. Employer and member reluctanceitoyp with any fund could grow if there
was seen to be any dilution of the independencBaoafrd management, which is seen as a
strength of each organization at present.

Trade unions wish to see a larger worker repretientaon the Boards of POSF and

NASFUND. They also considered that this would léaanore focus on issues of concern to
workers, such as housing loans and the setting tpaith insurance. At the same time there
was no desire for a greater Government presenite idirection of POSF.

It should be noted that the management of theiegistinds did not see much advantage in
merging the two funds. Their views are summarizetbows:

. The current situation is working well, with gogdvernance and financial
management in both funds.

. Competition at the margin between the two funds ked to some useful product
differentiation to the benefit of members. Thissld continue.

. The real current priorities are different, foraexple taking steps to extend the
coverage of the working population.

. The problem of Government unfunded debt owed@8P needs to be resolved.
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4. Options for extending social security coverage
4.1 Expanding coverage of the existing social security schemes

Within the formal employment sector, the combinedive membership of the various
superannuation funds amounts to around 6 to 7 pet of the economically active
population. It ought to be possible to raise thialtby several percentage points by extending
mandatory coverage to new groups in the formallplegred labour force.

* In the private sector this could be done by grdguaducing the size limit of
enterprises required to insure their employees WSFUND or other providers.
Currently only enterprises with 20 or more empl®yaee required to register. In
stages, the limit could be dropped to 15 staff memmb(currently under
consideration), then to 10 and later to 5 stafhitirly, the requirements to provide
Work Injury insurance could be dropped from thestmg 10 staff to a lower
number.

* In the public sector the option is to extend commpty membership of POSF to
cover casual staff. The government should pay eyeploontributions in respect of
these casual staff. One way to do this is to reqoasual staff employed for more
than say 3 months to join the scheme. In fact, mamyalled “casual” staff in
central and local government have been employedhtory years, though they do
not meet current criteria for classification asrpanent staff. There may be round
10,000 casual employees in central and local gowem, though no accurate
figures currently exist.

4.2 Extending the scope of social security benefits

A second approach for those in formal employmeribisxtend new types of cover to deal
with priority contingencies.

(1) Health insurance

Health insurance is probably the number one pyidritthe short term. It was raised as a
major concern by the Public Employees Associatiorg also by the Trade Union Congress
representatives. The TUC representatives commehsgdnany people were already paying
for private medical insurance, but were not verysfiad with the service or coverage they
got. A more comprehensive scheme where all the ynaodlected was spent on Health
services for members was suggested.

Current publicly provided health services are ufrgspurced, and the cost of paying for

anything more than basic treatment is a signifitardgetary consideration for many people.

Also, many medical specialities are simply not kalde in PNG, leading to requirements for

medical evacuation abroad. These are all issuesakthhinsurance scheme could address for
members. However, the past experience of PNG witliraber of health insurers has been
somewhat checkered, and this reality needs todter&d into policy development.

The extension of compulsory contributory healthumnasice to formal employed persons
would have several potential benefits:

. Insured members would be able to pay for sigaiftanedical bills
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. More resources could be injected into an undssueced health sector, to the benefit
of insured members.

. To the extent that some existing services pravisemembers from public facilities
were diverted to supply by private health provideepacity would be freed up in the
public health sector to help the uninsured majasftyhe population.

Several options for providing compulsory healthuiasmce could be considered.

. Compulsory insurance with existing health inssyedong the lines now applying to
Work Injury Insurance. The insurers would collecempiums and pay claims in a
similar fashion. Some type of certification syst&ould be needed to verify the
eligibility and financial viability of insurers wisng to provide Health Insurance to
those requiring compulsory insurance.

. The setting up of a single Social Health Insueakeind, the approach now being
adopted in Samoa.
. A composite arrangement, with membership of draé8ocial Health Insurance fund

being the default option for those who do not ieswith another qualified health
insurance company. This option involves employ@&sighating the health insurance
company they wish to insure with, or otherwise pgypremiums collected into a
central Social Health Insurance fund.

A further variant lies in the way premiums are eoled. An option is to use the existing
superannuation funds (mainly NASFUND and POSF) @eaion agents since they have
existing premium collection facilities and contaetith employers and members. If this
option were used, further options would then bleegit

. Passing on the contributions to Health Insurdfaaeds designated by contributors

. Passing contributions to a single Social Heaidutance Fund

. Contracting with existing or new health insurarmeviders for health insurance
cover for the covered groups of contributors. Toisld be done with a tender
process.

. Setting up their own health insurance business.

The last option is the most difficult, since healfisurance is a complex business which
requires a significant degree of specialist expertiThis expertise has not always been
demonstrated by some of the past health insuramegders, as evinced by the past failure of
some providers. The first and third options are iatstratively simpler to set up since they
use existing institutions. The third option (tendgrfor provision by Health Insurance
companies) is compatible with either retaining thi¢éion or eventual development of a Social
Health Insurance fund. It should also allow som@nemies of scale in negotiating premium
structures.

(2) Unemployment insurance

Drawing down superannuation funds balances as sswfsaving to cover the contingency
of unemployment is currently the major single usembers make of both NASFUND and
POSF. This is a case of institutions evolving toemereviously unmet social needs.
Unfortunately, this use of retirement funds has sz effect of reducing eventual savings
available for retirement provision or invalidity.

The strength of demand for unemployment relief sgtg) that PNG should consider
eventually setting up unemployment benefits. Calgoihs for a number of other Pacific
Island countries involved in the social securityojpct indicated that short term
unemployment benefits could be set up and fundéd eantributions of between 1 and 3 per
cent of salary or wage. The exact figures requitedend on the level of the benefit as a

20



percentage of previous wages, the duration for kvtiie benefits are payable, as well as the
rate of unemployment.

Preliminary discussion with unions however indidas®eme wariness towards the idea of any
extra mandatory contributions deducted from wadfsre focus was given to earlier access
to superannuation fund member balances.

It is suggested that the option of contributory mp&®yment insurance benefits be discussed
further with employers and unions to identify piti@s in relation to other social security
options.

(3) Paid maternity leave

Paid maternity leave currently exists in the pukkctor, although the level of paid leave (6
weeks paid plus up to 6 weeks from accumulated [g@gkentitiement) is less than set out in
the two ILO conventions, which provide for 12 and weeks paid leave respectively at
payment rates equal to at lest 50 per cent of pusvpay. Some private sector employers also
provide paid maternity leave, but these seem ta fmall number of employers.

A social advance which would be supportive of gregender equality would be to extend
mandatory paid maternity leave to the private sec@alculations done for the five Pacific
Island countries in the initial social security dfu(Fiji, Kiribati, Samoa, Solomon Islands,
and Kiribati) indicated that paid maternity leavetwo-thirds of salary could be funded by
levies ranging between 0.27 and 0.63 per centlafysaAs PNG has a very high birth rate,
and relatively short periods of continuous emplogtria the private sector, its costs would
tend to be at the high end of the range for thentas studied. However, the cost of a pooled
fund would probably still be under the equivalehiLger cent of salaries and wages for men
and women workers combined.

Paid maternity leave is usually regarded as an &meplresponsibility. It should be noted that
ILO conventions advise against making paid matgreive an individual employer liability.
This has the effect of making pregnant women liabldismissal to save costs, and employers
with staffs made up mainly of younger women to ibaricially vulnerable, especially if they
are small scale employers.

Instead, the ILO recommends pooling responsibdityongst employers. In the case of the
private sector, this is best done through paymémtremiums into a central fund, which in
turn would pay out the maternity leave paymentss Timction could be added fairly easily to
the role of the existing superannuation funds, igtaNASFUND, who have existing
contribution collection arrangements, and the resmysmember data to calculate and pay
entittements. In the public sector the governmemild continue to act as its own social
insurer for its own employees.

When the issue of contributory paid maternity leémethe private sector was raised with
TUC officials they considered that employers shaody for this. Another possible option
suggested was that this should be covered by cawmpulhealth insurance if this was
instituted.

Employer representatives reserved their positiotherissue and noted that for employers the
total level of employer contributions for a varietf purposes was the issue because of its
effects on costs.

(4) Retirement pensions
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Neither POSF nor NASFUND offer pensions to theimmbers, though POSF has instituted
Retirement Savings Accounts to allow programmegasiodic withdrawals rather than cash
lump sum payments.

The lack of retirement pensions for formal economoykers is a serious long term problem.
At present the retirement system for those exitiagnal employment is built on the
supposition that most people will return to thédllage of origin, build a simple house, live a
rural lifestyle, and be absorbed back into theiteeded family and Wantok which will
provide for their support as they become aged afidri. This is still the majority reality in
PNG. TUC officials noted that their members cursepteferred lump sums, as this allowed
them to use the money to meet a variety of needts$) as constructing a house back in their
home area in retirement.

Over time this pattern will become less realissganerations of urban born people grow up,
and connections to the rural Wantok erode. The longconsequence of absence of pensions
(and the evidence elsewhere in the Pacific thatpleums are quickly spent) will be the
development of an increasing group of destitutemjkople.

One of the options for formal economy workers isé¢b up a pension system in place of or in
conjunction with lump sum withdrawals. This woulavolve retiring members converting
part or all of their retirement lump sum into a gen which would be paid until their death.
This option would involve Superannuation Funds walting an actuarially equitable pension
purchase factor, and converting lump sums into oplari payments. If some form of
indexation is required to cover future inflatiohetinitial pension payment would have to be
adjusted down accordingly. A proper actuarial stadyld need to precede any determination
of pension purchase factors.

However, realistic pension levels are likely to uieq longer periods of accumulation of
retirement savings. In turn this implies laternetient ages than the present 55 years. In most
developed countries the trend is towards pensienadtirement ages of around 65 years,
though in developing countries 55 years is comnfian.the present time the idea of higher
retirement ages this is not well integrated withG®Norking life and retirement patterns, nor
with often short adult life expectancy Hence, ragsihe eventual retirement pension age may
have to be a longer term consideration rather ¢hsimort term policy objective.

In the short term a full or partial pension optieould be developed by POSF and
NASFUND. POSF may be the place to start sincenitsh larger member balances allow a
more substantial pension to be purchased. Alsospineading of payouts over a longer period
may be a better fit with the POSF profile of aniageontribution base.

(5) Social use of superannuation investments — hong loans

A major problem for many urban dwellers is the asll availability of housing. Both union
groups raised this issue, and suggested that d@egrpeoportion of superannuation fund
investments should go into member housing loans.

Certainly, this is an option for the two superartrarafunds, though a shift into more housing
lending could slightly reduce net asset growth. Ewev, this will depend on the performance
of the PNG economy. In the recent past the Funde fa@hieved large capital gains on
commercial property and equity investments becafsenflation. Under a low inflation
environment, this magnitude of gains would not relaung term, and housing lending at
market interest rates would look comparativelydyatt at least of similar financial value.

NASFUND currently has the larger housing lendingfite, but could potentially lend more
for this purpose. POSF has a low proportion of tmeniunds lent or withdrawn for housing
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purposes. It ability to expand housing lendinghousing withdrawals of member balances
would be greatly enhanced if the Government paidr ais accrued liability of currently
unpaid employer contributions.

Expanded housing lending would still have to behimitboundaries of creditworthiness. The
issue of a possible impact of more housing lendinghe rate of profit and the interest rates
credited to member accounts under different ecoo@oéenarios should be discussed fully
with employee representatives to ensure that & sttd more housing lending is what the
majority of members want.

4.3 Issues in extending social security for workers in the formal
employment

PNG is in a situation where resource limitationsame#éhat careful consideration will need to
be given to priorities for expanding the scope mrerage of formal economy social security.
The fiscal limits government faces, and the greatenet needs in the informal economy
imply that expanding social security in the fornedonomy will have to be done on a
contributory basis. In turn this has to be paididpremployers and workers.

By 2008 formally employed people in larger entesgsi will be paying 6 per cent of their
wage or salary in contributions to Superannuationds, and their employers 8.4 per cent. In
addition employers have to pay for workplace injurgsurance, and some other employment
related costs such as sick pay. In this contesteths probably only room for one new
contributory program in the next several years.

Health insurance is probably the highest priordithough this needs to be clarified with
unions and employers. Other options for discusalwout relative priorities are:

. Short term unemployment insurance
. Paid maternity leave in the private sector

Of the other issues raised in this report in retatd formally employed people:

. The school fees payment problem for regular ineagarners may be most easily
approached through a savings deduction facilityhsas is now provided by
NASFUND. For low income and informal economy peogifferent approaches may
be needed.

. Extension of the coverage of the existing soaakturity institutions can be
progressively achieved by successively reducingetiterprise size required to enroll
their employees. Over the next decade the presenen2ployee limit could be
successively lowered to 15, then 10, and later pl@yees.

. For work injury cover compulsory insurance coulé dropped from 10 to 5
employees once the phasing for Superannuationdisrumay.

. POSF could begin work on developing an optiondlldr part pension option for its
retirees base on actuarial estimates.

. Housing funding needs could be met to a larggreke by the two Superannuation

Funds putting more of their investment portfolidoirthis area. For public sector
employees the situation would be eased if Governmpays its accrued liabilities
contributions to POSF. This would immediately exgppéime member account balances
which form the basis of individual housing borrogiability. It would also provide
POSF with the cash flow to fund increased housangling.
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4.4 Options of extending social security for workers in the
informal economy

Formal social security currently covers only betwé&eand 7 per cent of the labour force in
PNG. Those covered are essentially that part @ffdlhmally employed population who are
permanent public sector employees or employees efium and larger private sector
enterprises. Even extending existing cover touidel additional groups of those formally
employed may raise the proportion covered by onfgva percentage points. At most the
coverage ratio could be pushed up to around 13cpet through employment-linked
contributory systems, though a 10 per cent targst Ioe more realistic in the medium term.

For the 87 or so per cent of the population initliermal economy other approaches need to
be considered. It is helpful to look at thosehe tnformal economy in terms of two main
groupings. These are the semi-subsistence rurallel®, and the mainly town and urban
dwellers involved in the informal cash economy.

(1) Semi-subsistence rural workers

The majority of the population of PNG are semi-ssiesice rural dwellers, with currently
more focus on subsistence production for their dasehold use rather than production of
products for the cash economy. However, they Isavee involvement in the cash economy.
Cash receipts may come from sale of produce, intienmh casual or migratory employment,
remittances from relatives in town, land compemsatclaims, and other sources. Cash
expenditures cover purchases of some modern comggonds and services, and payment of
health and education expenses.

As a group the rural dwellers currently have limitdormal social security needs.
Traditionally owned land is available for cultivati, housing can be built from traditional
materials, and strong extended family and Wantakvaoeks create a risk pooling pattern
which deals with most current needs. However, iadlareas they are particularly vulnerable;

. The provision and cost of health services
. The provision and cost of education
. The impact of natural disasters or civil con8lict

Natural disasters come intermittently and cannoiallg be predicted in advance. Because
they affect whole communities, they overtax thdighof extended families and Wantoks to

cope. Hence, this is a natural area for governrnrerdlvement and response, albeit of an
intermittent nature in any given year.

Education and Health Services are a different madte the need is ongoing. For the rural
sector the problem in health services for exampkethree key components:

. The geographic availability of services is lindifeand many people are distant from
any but the most basic health care;

. The existing services are under-resourced inopeied, equipment, and supplies

. Health charges are a heavy burden for peoplelittithcash income.

Somewhat similar issues arise in the Educationosetthich reflects in low participation
rates in Education.

These are not issues which can be solved quickhey require long term development and
the building up of infrastructure. In turn thislhiequire greater Government spending on
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Health and Education services. Most of the rurahissubsistence cultivators do not have
sufficient cash income to pay for the additionalo@rce inputs needed.

(2) Workers in the informal cash economy

A somewhat larger set of problems exists for theppeewho are now involved in the informal
cash economy. While some are effectively self-@ygdl rural producers involved in cash
cropping or other income earning pursuits basettastitionally owned rural resources, a very
large component comprises recent migrants to uabaais and towns who do not have regular
wage employment. These people involve themselvasviariety of income earning activities
to make ends meet.

This group also have problems in funding health ethdication costs, though actual facilities
are usually more accessible. Also, while they hewmewhat more cash income than semi-
subsistence rural people, they must outlay mork frasfood, housing, and other costs. Also,
long term links to Wantok and traditional lands neagde over time.

Key current social protection needs for this growghude:

. The cost of Health Services
. The cost of Education

. Housing

. Employment

. Retirement Provision

(3) Health services

The PNG Government may not have the financial nessuto extend adequate free health
care to the whole population. Compulsory ContadibytHealth Insurance, if it goes ahead,
will cover only formal economy employees.

An option is to introduce some degree of extra likation for the very poor amongst the
informal economy. This could, for example, take torm of health cards for the urban poor
which would entitle them to free or low cost treatrin public facilities for a specified range
of health services.

(4) Education

Many of the urban informal economy workers will detaining and education for their
children if they are to avoid becoming a permanetigdadvantaged underclass.

Again, cost is the key problem, since the geograhviailability of schools is less of a
problem than in the rural areas. If free basicostihg is not affordable for the PNG
government, addressing the issue may require sadesitbsidies or scholarships for children
from poor families.

(5) Housing

This is the most difficult social issue for urbarfarmal economy workers. Only some of
them are likely to be able to meet the criteridiméncial institutions for housing loans. By
default, a high proportion of people in this grompo have no town relatives able to provide
accommodation end up living in shanties in squatedtiements. These areas may also lack
adequate power, water supply, sewerage, and rdfsigesal.
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In the end government may have to provide more ihgugassistance for this group.
Possibilities include:

. Government leasing housing section on long teasés to allow more people to
construct their own housing with security of title.

. Government rental housing

. Government funded loans or grants, as in Fiji.

The second and third options are currently consthby limitations in government financial
resources. The first option which would help sgaeple should be more easily feasible.

(6) Employment

The instability of incomes for informal cash econoworkers is a problem. Some of the issue
is dealt with by resource sharing amongst exterfdedlies and Wantoks. In other cases
members of this group without livelihood can rettaoriheir rural villages of origin. However,
there will inevitably be a growing group for whohese options are not available.

It is currently unrealistic to provide unemploymdrgnefits for this group. Most could not
afford to pay for contributory unemployment inswanand Government resources have other
priorities.

More realistic options would seem to include:

. Special employment on infrastructure developnm@ntnaintenance projects. This
would involve payment of minimum wages for peopledertaking work such as
roadbuilding and repair.

. Skills training for employment. One obvious aigan skills related to the building
trades if a larger housing construction programets gnderway.

(7) Retirement provision

Longer term the issue of retirement income prowisidll arise for many in this group, though
the demographic age structure indicates that the marent needs are those of adults and
children.

Longer term PNG may have to consider either a lat@ universal pension along the lines of
the Kiribati scheme ( a low rate pension at age @0jneans tested social assistance along the
lines of the Fiji Family Assistance Scheme. Howevkis is not yet the immediate social
protection priority for PNG.

26



5. Summary and the way ahead

Papua New Guinea needs to establish a feasibleypatd implementation strategy to extend
social security coverage. In the short term optifmnsexpanding the scope of these programs
and the proportion of the population covered relaig@nly to the workers in the formal
employment sector. In these areas a contributorgromeh involving employers and
employees is the feasible option. In the longer than larger unmet needs of the informal
economy would require an expansion of governmepemditure on social programs such as
health and education, and the infrastructure t@sughem.

A number of options are developed for the formapEyment economy which represents 13
per cent of the labour force. For the formal sefgasible options for the next few years are:

. Expanding coverage of the existing contributowperannuation systems to larger
groups of workers in the private and public sectors
. Adding a new program of social security benefit the medium term. Health

insurance seems to be the highest priority. Otheripes are paid maternity leave in
the private sector and short term unemploymentrarsze.

. The Government progressively paying over its ndid liability owed to the Public
Officers Superannuation Fund
. The Superannuation Funds increasing the shateeofresources going into Housing

Loans and Member Account Drawdowns for Housingpses.

Because a large portion of the population are wealin the informal economy and live on a
semi-subsistence basis, there are currently rédithéed options for extending formal social
security protection to the majority of the popudati

For the population involved in the informal econgntlye priorities are health, education,
housing, and employment. The fiscal problem is ouch the Government can subsidise,
since most in the informal sector lack the finahcesources needed to pay for increased
facilities and services.

For any future follow-up actions, the following pts need to be taken into consideration.
General
. In the medium term, a large proportion of popolats likely to work in the informal

economy, with a low cash income available to thesetolds. The fiscal constraints
facing the Government will limit the resources adited to publicly provided social

protection.

. However, there are prospects for extending theng>xand labour force coverage of
contributory social security amongst the formaltypdoyed part of the labour force.

. Further, in the next few years the most priopgtggram can be added to the existing

provision, and that careful consideration will hawde given to the relative priorities
of the several options for which there is a clemia need.

Retirement benefits

. A majority of the funds accumulated in memberaacts in NASFUND and POSF
are drawn on for reasons of unemployment, job temtion, and the funding of
housing rather than retirement.

. For workers in formal employment there is an @asing need for a regular cash
income rather than a lump-sum. POSF and NASFUNBulshdevelop options for
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payment of pensions on an actuarial basis as &lpartfull conversion of the lump
sums.

In the long run PNG may have to consider a taxdéd pension or social assistance
scheme for destitute older people, particularlyrizan areas.

Work injury

Work Injury Insurance currently covers only eptéges with 10 or more employees.
The Government should lower this threshold in otdexxtend cover all workers with

employer-employee relationship.

The Government should provide rehabilitation tidde suffering from work injuries

or occupational diseases.

Paid maternity leave

There is a high need of extending paid matertegve to workers in the private
sector, in line with ILO conventions.

A feasible option is a pooled funding system ficed by employer levies. This could
be done either by a separate new agency, or by NINEFacting as an agent for the
collection of premiums and the payment of claims.

Unemployment insurance

Health

Unemployment and job termination are the mainswea for the withdrawals of
retirement funds from NASFUND and POSF. In the éveh unemployment,
unemployed workers should have easier access t@ment funds to meet the
immediate cash need.

In the medium term, PNG should consider settigg alnort term contributory
unemployment insurance benefits to meet this firdmeed, and to assist in greater
preservation of retirement funds for retirementpmses. One option would be for
NASFUND and POSF to act as agents in the operafisoch a fund.

For unemployed and destitute people in the inBdratonomy, a practical option to
consider is the use of tax-funded special employnman the construction and
maintenance of infrastructure such as roads.

In view of the difficulties in the availability fohealth services, and the problems
many households have in paying for health caregtwernment should consider the
introduction of a compulsory contributory healthsunance system for workers
employed in the formal employment sector.

It should be noted that provision of health i@swe cover to low income workers is
likely to require a government subsidy.

Education

The cost of school fees is a significant finahpi@blem for many households, and is
one of the reasons for the low school participatibohildren in PNG

For people in regular formal employment, saviagoaly these fees is probably the
most realistic option. NASFUND already has suclawadrgys option, and that some of
the professional association in the public sedsw have savings institutions

POSF should consider to offer its members a exgadvings option.

If the government cannot afford to fund free basilucation, it will need to consider
some form of scholarships or fees remission foldodmn from low income families if
universal education is to be achieved.
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Housing

An increased housing loans by POSF and NASFUNDiladvaontribute towards
easing the housing problem in the urban areas & PN

The ability of POSF to undertake increased hapusémding would be enhanced if
Government paid its currently unfunded employertcbuations to POSF.

In relation to people employed in the urban infat economy who are often
congregating in squatter settlements, the Goverbmdh need to consider new
initiatives to increase the supply of land for Hinly purposes and the financing of
housing construction.

POSF and NASFUND

NSAFUND should develop plans for the progresdomgering of the threshold for

compulsory enrolment of employees in a Superanomdtund from the current limit

of 20 employees to lower levels which extend coger® more workers.

POSF should include casual employees in its ameer

In the longer run it may be possible to save adbtrative costs by merging
NASFUND and POSF into one institution.

The government should develop concrete plansther payment of the accrued
unfunded employer contributions to POSF.
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Annex 1. Terms of Reference

Under the supervision of the Director of ILO Susad technical guidance and backstopping
of the Chief Technical Advisor (CTA) the Consultavill perform the following Tasks:

1. Review the existing social security system piedi by the National Superannuation
Fund (NAS Fund) which was formerly the PNG Providénnd, and the Public
Officers Superannuation Fund (POS Fund).

2. Compare the two Funds’ complimentarity and cadmperoles and recommend the
best way of operating social protection system MfGPconsidering the cost benefit
effects.

3. Review the scope and opportunities of improvprgductivity and efficiency of

Social Protection system of PNG.

4. Review and recommend the scope of expandinglspmtection coverage to greater
number of people and its possible impact on exjstivcial security systems.

5. Take into consideration the existing level ov@@ge and contribution and what
options are open for future development.

6. Submit a report to ILO after reviewing the sb@eotection system of PNG with
possible options and recommendations.

7. Any other activities needed for the successuhpletion of this TOR.
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Annex 2. List of persons consulted

Department of Labour and Industrial Relations

Mr David Tibou Secretary, DLIR.

Mr Martin Kase Deputy Secretary

Mrs Evanelia Kini First Assistant Secretary, Cogie Services

Mrs Maria Lovaga A/FAS Labour Standards

Mr Meli Kiving A/Controller National Apprenticeshignd Trade Testing
Board

Mr Ken. Kennedy A/Principal Policy Development ©Oér

Mr Richard Samuel A/Director International Laba\ffairs Division

Mr Peter Pokana Acting Director Natiomapartite Consultative Council

Papua New Guinea Trade Union Congress

Mr Ayang Melan President, PNGTUC.
Mr John Polume
Mr Murray Paiva Secretary, PNG Nurses Assn.

Employers Federation of Papua New Guinea

Mr John Jeffery President, EFPNG
Mr Tau Nana Executive Director, Industrial Redas
Ms Florence Willie Legal Counsel, Member Servibactor

Ms Shirley Maladina

National Superannuation Fund

Mr Rod Mitchell Managing Director

Public Officers Superannuation Fund

Mr Leon Buskins Managing Director

Mr Wayne Smith General Manager, Corporate Services

National Aids Council Secretariat
Dr Ninkama Molya Director

Department of Education
Dr Joseph Pagalio Secretary

Department of Personnel Management

Mr R Vagi Deputy Secretary, Operations
Public Employees Association

Mr Michael Malabag President

Mr Didiulosi Boshen General Secretary
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