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BACKGROUND TO THE AUDIT
Global understanding of the informal economy has undergone some shifts over the past few decades,
particularly in recent years. The New Urban Agenda launched by UN Habitat in 2017 provides additional
impetus for new thinking, particularly urging governments to work with rather than against the participants in the
informal economy, and the Sustainable Development Goals provide a framework for monitoring the effectiveness
of government action. Together these initiatives are now identified as Agenda 2030 with a key development
goal that “No-one is left behind”. Papua New Guinea is in a unique position to show leadership in this regard,
as its constitution, legal and policy framework already provide the foundation for transformative approaches to
social and economic development, and its Medium Term Development Plan III uses the Sustainable Development
Goals as a tool for setting targets and measuring achievements.
Building on this foundation, there is much to be done in gaining a fuller understanding of the informal economy:
who are the participants, what activities are they involved in, what resources do they use, what goods and
services do they produce, what are the outcomes for the wellbeing of their families and communities, what is
their contribution to local and regional economies, what are the barriers to formalisation of informal enterprises,
as well as whether the current bureaucratic and regulatory frameworks for the formal economy are appropriate at
all in a developing economy.
In the first instance, and for the purposes of this audit, the focus is only on the cash economy. This is concentrated
in urban areas as well as localities that have an urban-rural interface, including business activity nodes such as
mining areas and commercial plantations.
The audit has two major components.
• The first is based on face to face interviews carried out with informal economy workers in six provincial
regions which are considered representative of the country as a whole. Within each survey locality there
have been randomised surveys conducted in a sample of major workplaces (markets, highways, around
offices and institutions, mining camps, plantations) as well as house to house surveys within selected samples
of residential streets.
• The second component is a randomised phone survey of workers across three of the sample regions (NCD,
Morobe and Gulf provinces). The main purpose of the phone survey has been to validate that key findings
from the more detailed field survey are representative of the broader population.

The research has involved 1,801 face to face interviews with informal economy workers in the six sample survey
localities as well as 6,106 phone interviews. These workers were identified through collecting data on 2,247
individuals through the fieldwork, some of whom were additional workers in the informal economy, and 6,750
individuals through the phone survey. Information was also collected on around 3,500 unpaid helpers to workers
in the informal economy. Taking this into account, it is estimated that the audit provides data on around 3% of all
those involved in the informal economy across the nation.

AUDIT RESULTS

How big is the informal economy?
This can be looked at in a number of ways. Looking at the average turnover and the number of enterprises
involved, it seems likely that the informal economy is currently worth around PNGK 12 billion per year, around
20% of Gross Domestic Product (GDP). However if the mining sector is taken out of the calculations it is closer
to 30%. Then if the agricultural produce that is currently excluded from the cash economy is added, the informal
economy is worth about 60% of non-resource GDP.
It is also possible to measure the size of the informal economy in terms of the number of workers. Based on the
audit findings it seems that over 80% of working adults are employed in the informal economy. However the
audit shows that even those who have wage employment in the formal sector are heavily involved in the informal
economy after hours, so it likely that the informal economy provides around 90% of incomes to local households.
The informal economy is also vitally important to local communities as it provides affordable and accessible
services. Its role in affordable food distribution is critical, and it provides local communities with food security.
Some of the detailed financial analysis carried out among market vendors has shown how trading converts
agricultural produce into cash, and then circulates this through the community, as a building block for local
economies. Often the local fresh produce markets are the biggest businesses in town, in terms of their annual
turnover.

What are the component activities?
The vast majority of workers are vendors. Some vendors are also primary producers, though more and more
they are involved in re-selling goods that they buy from producers or wholesalers. This represents a much greater
concentration of activity around production and distribution of food than that seen in many other countries. It is
likely that Papua New Guinea’s impressive 10,000 year agricultural heritage has produced this focus.
While this concentration limits the way the economy currently operates, it also presents great opportunities for
future economic growth through diversification.
It is notable that a large proportion of vendors sell betel nut, sometimes in combination with other goods. Betel
nut presents a management challenge within PNG’s urban areas, arising from dental health as well as broader
environmental health considerations. However removal of this form of trade would obviously create great
economic hardship. Similar comments may be made about the common sale of cigarettes and tobacco, often
as a secondary item on vendors’ stalls. Diversifying work activities to reduce reliance on sale of betel nut and
tobacco products could promote better environmental and personal health.
Many workers in the informal or formal economy have more than one source of income, and apart from trade
there is involvement in backyard food production as well as letting out rooms. A surprising finding from the
research to date is the extent of informal money lending carried out by informal economy workers, involving up
to 23% of workers (in Port Moresby) as a main or secondary activity. This includes some lending to formal sector
workers in between pay days. The interest rates are very high - commonly 50% per fortnight - but there are also
huge risks that debts will not be repaid.
Those in the informal economy work long hours, commonly more than 45 hours per week.

Who is involved?
The biggest change seen since 2001 is that many more men are getting involved. The informal economy
used to be heavily dominated by women, for example they accounted for around 85% of vendors in markets
in previous years. It seems that men have observed how women have managed to make a living this way
and have decided to join in, particularly in the more urbanised localities. Another emerging trend is that
much of the business activity seems to be increasingly extended to family groups rather than single workers,
with each enterprise involving 1-2 unpaid “helpers” on average.
The audit findings about the age of workers in the informal economy shows a much older cohort than that
identified in the 2001 baseline study, with over half of men and women being over the age of 35. The
proportion of young people (under 25) was around 15%, compared to 25% in 2001. The missing cohort
amongst workers in 2018 tends to be young people, though some may be involved as unpaid helpers. The
high proportion of unemployed young men was reported as a problem in most of the survey localities. This
presents a number of challenges as well as future opportunities for the informal economy.
The audit reveals that workers in the informal economy tend to be much better educated than was the case
in 2001, and compared with the population average. The proportion of workers with no education is less
than 25% compared with 32% in 2001. The exception is in Jiwaka/Western Highland where 36% of men
and women report having no school education. The proportion of workers with post primary education (ie
beyond Grade 6) was over 30% compared with 24% in 2001. Male workers appear to have received
slightly more education than women in most of the survey locations.
The informal economy accommodates many vulnerable people including women with young children, elderly
people and disabled people, all of whom may be excluded from the formal economy and who need some
flexibility about where they work and their working hours. However the downsides are often poor working
conditions. The audit identified a surprisingly high proportion of workers over the age of 65, particularly
outside the main urban areas, and with a particularly high cohort in East Sepik (over 10%). This may result
from out-migration of younger people from these localities. The proportion of workers reported as having
a disability varied considerably between the surveyed localities, but was indicated as 20% in the larger
phone sample. The rate of disability is shockingly high (27%) amongst both female and male workers in
the Highlands and amongst some of the Highlanders who had migrated to other localities. This appears
to reflect a very high level of domestic violence affecting women, and violent conflict between men, with
injuries leading to disability, and sometimes motivating migration out of the areas of conflict.

The ethnic composition of workers in the informal economy is mixed in Port Moresby, apparently as a result
of past migration movements as well as much more recent migration from the Highlands into the larger urban
centres, arising from the recent earthquakes as well as tribal fighting. Ethnic migration is also evident into
areas of commercial plantation agriculture.
Over 20% of workers in the informal economy have previously worked in the formal economy. The movement
from the formal into the informal economy seems to be largely a matter of choice, with the attraction being
better potential earnings as well as more regular (daily) earnings. The phone survey indicates that many
workers in the formal economy also work in the informal economy to earn additional income.
When workers are asked what had led them to undertake their present type of work activity, most indicate
that they see it as the best way to make money and help their families survive. Some workers, particularly
women, are motivated by the need to raise money for their children’s education. Others note that they are
working in their chosen field because it “ran in the family”.

What resources are used?
Another surprising result is that a major part of informal economy activity takes place in residential areas:
within the house or the backyard, on in the street. The exception is in East New Britain where local
regulations restrict this activity, and where coincidentally recorded incomes are lowest. The economic activity
that takes place within residential areas is important for economic survival and has implications for settlement
planning as well as regulation.
Policy makers have often assumed that markets, which present the most visible face of the informal economy,
are the dominant workplace. The audit findings suggest that markets only account for around 10% of workers
in the major urban areas, though they are more dominant in most other localities. Comments suggest that
more vendors would like to work in markets, where they consider they could earn more, but many markets
are already crowded beyond capacity. This is limiting their economic performance as well as the wellbeing
of the workers.
Setting up in business has required workers to invest around PNGK 150-300 on average, but some types of
enterprise require a much greater investment, particularly trade stores and live poultry businesses. Men are
more likely to be involved in the enterprises with large start-up capital. Most workers appear to save up the
necessary capital to start or expand their businesses rather than taking out loans – in fact they are more often
lenders of money within their communities rather than borrowers.
The cost of doing business seems to be increasing over time as transport and fuel costs rise and higher fees
are charged for some workspaces. Access to wholesale goods is also becoming increasingly chaotic in the
larger urban centres, with resulting instability as well as escalation in pricing.

What are the outcomes for households?
Net profits appear to be in the region of PNGK 300-500 per week which is more than double the minimum
wage in the formal sector. However while the earnings from individual enterprises appear to have increased,
the involvement of “unpaid helpers” means that these incomes are spread over a number of people. Men
working in markets appear to earn more than women, but this does not apply to workers in residential areas.
Prior studies from 2010 indicated that women and men had quite different spending patterns but the new
audit data suggests little difference. Less than half of net earnings are spent by men and women on essentials
such as food and household goods, around PNGK 100-150 per week. The data suggest that female and
male workers have an increasing amount of discretionary income compared with the 2010 surveys.
Both men and women spend regular amounts on their children’s education. They spend minimal amounts
on clothing, and even less on gambling. Men spend more than women on “entertainment”. Mobile phones

appear to be a major expense for many workers, and around 10% of earnings is typically given to relatives.
Other funds can sometimes be applied to commercial money lending.
A majority of female and male workers make regular savings, often to provide for unforeseen emergencies
(a “rainy day”) or customary obligations (for example funerals, bride price). More women than men put
funds aside for their children’s education. More men than women save towards making business investments.
Money is generally saved in the home rather than in a bank, which may leave workers open to demands
from family or vulnerable to theft. This practice also removes these funds from productive use, as no interest is
earned.

What are the barriers to improved productivity and wellbeing
Workers were asked about the difficulties they face in the workplace. The dominant issues are identified as
follows, in their order of importance.
• Managing credit: money lenders are worried that they might not be repaid. In addition it appears that
many vendors feel obliged to sell goods on credit, with similar difficulties. This issue causes much tension
and sometimes violence between individuals, families and ethnic groups.
• Business competition: the heavy concentration of workers within a limited range of work activity limits
their earning ability, as they compete for a finite number of customers. It should be noted that a large
proportion of customers are themselves workers in the informal economy.
• Physical infrastructure: the priorities are shelter, more space, protection from flooding, storage, security
fencing, water and sanitation. However it is clear that in some areas where such improvements have
been made, the physical improvements have been accompanied by a management regime that restricts
economic productivity, leaving workers worse off than before.
• Law and order: damage and disturbance by men who are drunk, often young men and also men with a
management role, is a matter of great concern. Other law and order issues include theft and inter-ethnic
fighting. In some localities there are also reports of aggression, financial extortion and destruction of
property by police or others with regulatory enforcement roles.
• Transport infrastructure: there are concerns about the condition of transport infrastructure, transport costs,
the safety and cost of transport services, as well as a lack of transport services in some areas. This
extends to land and water transport. Lack of transport leads to a situation where some workers have to
walk for several hours at a time carrying heavy loads.
• Financial and person pressures: lack of access to financial services is a constraint on business expansion.
Meeting social and customary obligations can be a drain on workers’ resources, and women are
particularly vulnerable to demands being made for them to part with their earnings. Some women
workers bemoan a lack of support from family members, and an unfair workload associated with care of
children.
The other dominant issues are chaotic and exploitive wholesaling arrangements, particularly in larger urban
centres, as well as the need for better information and training services.

How can the productivity of the informal economy be improved?
The issues that workers want to see addressed are as follows.
• Marketing infrastructure: workers would like more space and better facilities.
• Provision of financial and other support: there are requests that the Government do more for workers in
the informal economy, recognising the economic contribution they make, and some workers want better
access to financial services.

• Improved law and order: improving the relationship between workers in the informal economy and those
responsible for enforcing laws and regulations is a priority, so that there is mutual respect, producing a
more helpful response to the needs of workers.
• Transport infrastructure: roads and bridges as well as facilities for water craft need to be improved and
maintained to enable transport of goods and materials, and there is a need for safe and affordable
transport services that can be used by workers.
Some workers also see a need for training, easing the process for business registration, access to land for
business use, regulatory control over the supply chain for some products, protection of the authenticity of craft
production, better access to housing, and improved mobile phone services.

What representative structures exist and how can they become more effective?
Very few workers belong to a representative association that can advocate for them in relation to workplace
problems. The main sources of help are friends and relatives or community leaders, but it is apparent that
such assistance is rarely sought, perhaps because of perceptions that this would in any case be ineffective.

What are the factors affecting the transition into the formal economy?
There is a surprisingly high level of interest in becoming a registered small business, involving a majority
of workers. It seems that this is motivated by potential access to financial services as well as community
recognition and respect. However some workers who have tried to register have found the process
impossible, and even if they had succeeded it is likely that they would not have been able to comply with
regulatory requirements. Until workers can provide documentary evidence about the money they spend in
doing business, the earnings they receive from customers, and the number of people contributing to these
earnings, any encouragement of formalisation would appear to be setting workers up for failure.

KEY POLICY CHALLENGES
PNG’s Medium Term Development Plan (MTDP III) enables the findings from the audit to be assessed against
the global Sustainable Development Goals, and provides a policy and implementation framework for
responding to these findings.
The appropriate strategic response can be summarised as:
• creating a supportive environment that increases business confidence
• building economic capacity through skills and diversification
• establishing systems and pathways that enable business growth.

How can a supportive environment that increases business confidence be created?
There is a need to establish governance structures within which informal economy workers have a voice, and
are supported in working with local and provincial governments to build local economies. This should be
seen as a joint venture within which both parties will benefit.
It is also important to review some of the conventional processes for investing in local communities.
• Some of the recent physical improvements made to markets appear to have resulted in management
regimes which restrict how vendors make their money, and there has been a lack of alignment with
transport planning to the detriment of trade activity and vendor earnings.
• Implementation of “slum upgrading programs” in urban centres needs to be pursued with caution,
ensuring that economic activity can be accommodated in the new and improved residential environment.
If this does not happen there is a real risk of worsening urban poverty.

How can economic capacity be built through skills and diversification?
There are available tools for working with grassroots communities to assess what goods and services are
in demand, and what the potential is for developing local enterprises to meet this demand. There are also
established models for capacity building within family groups for financial and business skills. Targeted
investment might include start-up funding to assist in filling the gaps in local economies. This could provide
work for young men who currently lack employment, and it may provide an alternative occupation for those
currently involved in the betel nut trade in the event that this is subject to increasing regulation.

How can systems and pathways be established that enable business growth?
If a transition into the formal economy is desirable, then it is necessary to reform the processes for business
registration, as well as the financial structures that enable businesses to comply with registration requirements.
It should be possible to do this in a way that then enables workers to expand their businesses.
Providing better access to financial services could also unlock much potential for economic growth.
Wealth is created by circulating money through the economy, and at present there are real blockages. An
appropriately designed insurance system might relieve the pressure on savings so that workers can make
more investment into their businesses. Providing safer and cheaper access to credit could drive increased
spending, and providing ways for savings to earn interest could increase equity or working capital.
There is a pressing need for these various interventions to be applied in a way that changes the extent to
which money is currently held tightly within local economies, increases both the velocity of its circulation and
its multiplier in terms of economic production. There are advances in phone technology that may be helpful,
with phone based money transfers and insurance schemes for example. A more radical solution could be
introduction of a form of crypto currency within local communities on a trial basis. However if these interventions
are to make a significant contribution they need to be well co-ordinated, affordable and transparent.
The audit results clearly indicate an informal economy that is at the crossroads. It has performed well over
recent decades, increasing the benefits it provides for local communities. However it has reached a stage
where stagnation is a possibility, arising from the way financial services are structured and the limited range
of activities pursued. The potential strategies identified in this report would create an alternative pathway,
enabling further economic growth through diversification and resource mobilisation. This pathway is an
essential means of fulfilling the overall objective of PNG’s newly launched Medium Term Development Plan
(MTDP III) to promote “inclusive sustainable economic growth”.

