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1. INTRODUCTION 

Mr. Speaker, I move that the Bill now be read a second time. 

It is a privilege to be able to present to the House the Somare Government’s 

2007 Budget – the first full-year budget I have presented since assuming the 

Treasury Ministry. 

The 2007 Budget is this Government’s fifth full-year budget, and the final 

budget of the current term of the National Parliament. 

Mr Speaker, when the Government came into office in 2002, the state of public 

finances was nothing short of alarming, and, just as worryingly, the economy 

was enduring negative GDP growth – a recession.  
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The Government we replaced in August 2002 had been spending far more 

than it had been raising by way of taxation and other revenue, resulting in a 

large and rapidly growing budget deficit. The Kina was rapidly losing value on 

international markets, prices of essential goods and services were rising 

alarmingly – inflation was out of control and eroding the living standards of our 

people. Interest rates had risen to levels that were among the highest in our 

history and were causing real hardship for our business sector, and for 

families. To make matters even worse, our public debt was rapidly 

approaching dangerously unsustainable levels. 

Investors had lost confidence in PNG, with 2002 being the third year in a row 

of the real level of economic activity falling. In turn, this represented the end of 

a decade that had taken our economic ranking (as measured by real GDP per 

capita) back where it was at Independence, despite several major minerals 

projects commencing. 

It is no understatement to say that, in economic terms, Papua New Guinea 

was going backwards. And the Government had been living well beyond its 

means. 

Faced with this environment, the new Government needed to show strong 

economic leadership by restoring fiscal responsibility, and ensuring priority 

was given to providing vital services to the people to ensure their living 

standards began to improve once again. To fix this situation required some 

tough choices to be made in the national interest. We had to significantly cut 

back on spending in order to put the economy back on the right track. 

While some of these decisions were not popular at the time, we can now see 

the wide benefits they have delivered. 
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• Our economy has returned to positive growth, with 2007 marking the 

fourth year in a row of economic growth outpacing population growth. 

• Inflation has fallen from 11.8 per cent in 2002 to a record low of 1.7 per 

cent in 2005, with similar low outcomes expected in 2006 and 2007. 

• The Kina has recovered from being worth less than 20 US cents in 2002 

to around 33 US cents now. 

• Interest rates are lower, with the Kina Facility Rate falling from 12 per 

cent in 2002 to 6 per cent now, encouraging businesses to expand their 

operations. 

• Government debt has fallen from 71.8 per cent of GDP at the end of 

2002 to an estimated 42.5 per cent of GDP at the end of 2006. 

• The Government’s Budget position has turned around from a deficit of 

K450 million (3.9 per cent of GDP) in 2002 to a balanced budget in 2006. 

• Our foreign exchange reserves are at record levels, currently standing at 

around US$1.48 billion (the equivalent of K4.5 billion). 

• As a result, investors are looking at PNG with fresh confidence. 

Mr Speaker, this is a performance which this Government can rightly feel 

proud. The gain has made the pain that had to be suffered worthwhile. 

The political stability within the Government – a hallmark of the last four years 

and four months – has helped ensure the 2007 Budget continues to be set 

within the same medium-term framework of the Medium Term Fiscal Strategy 

and the Medium Term Development Strategy. 
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Mr Speaker, earlier this year the Government – and this Parliament – 

reaffirmed our commitment to fiscal responsibility by enacting the Fiscal 

Responsibility Act. 

Mr Speaker, the sustained high prices on world markets for our main mineral 

commodities (oil, copper and gold) have resulted in a surge in revenues from 

the minerals sector, with a total windfall gain of K1,100 million expected to be 

available over the remainder of 2006 and 2007. 

The fiscal discipline this Government has demonstrated over the past four 

years means that these windfall gains are available to invest in the future of 

our nation. 

The current strength of revenue is not expected to be sustainable in the 

medium term. 

The Government has been very careful to ensure that temporary windfall gains 

are not built into ongoing expenditure in an unsustainable manner, thereby 

maintaining consistency with the Medium Term Fiscal Strategy. 

So important is this issue, that we have taken the step of preparing separate 

Appropriation Bills to cover the expenditure of the windfall gains, to avoid 

confusion with the ongoing Recurrent and Development Budgets. 

The Government is well aware that as well as being a great opportunity, this 

windfall is also a significant responsibility. 

Mr Speaker, this Government – and this Parliament – will be judged – by both 

voters next year and by history – on how well we fulfill our responsibility to the 

nation to make the best use of this historic opportunity. 
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2. STATE OF THE ECONOMY 

Mr Speaker, our economy is continuing to reap the benefits of the 

Government’s sound and consistent macroeconomic policy framework, 

particularly adherence to the Medium Term Fiscal Strategy. 

Economic growth is now expected to reach 4.5 per cent in 2007, with 

non-mining GDP expected to grow by 4.2 per cent in the year. This is well 

above population growth and a significant improvement from the first part of 

the decade. 

The improved economic outlook for 2007 reflects increased investor and 

consumer confidence following a period of macroeconomic stability – reflecting 

the Government’s prudent management of fiscal and monetary policy – and 

high commodity prices. 

Formal employment has grown strongly in 2006, with private non-mining 

employment increasing by 7.8 per cent in the year to June 2006, bringing the 

total increase in employment since March 2002 to 20.4 per cent. Formal sector 

employment is expected to continue to grow solidly in 2007 in line with 

increased private sector economic activity.  

Prices continue to increase very slightly, despite higher fuel prices, with an 

annual inflation outcome of 1.5 per cent expected in 2007 in year-average 

terms. This low inflation outcome is the result of the Government’s adherence 

to the Medium Term Fiscal Strategy and the increasing emphasis placed on 

productivity in wage negotiations. 

The continuation of a low inflation environment will also be reflected in interest 

rates remaining low, with the Kina Facility Rate projected to remain unchanged 

from its current level of 6 per cent in 2007. 
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The exchange rate was generally stable in 2005 and steadily appreciated 

through 2006, although not as sharply as the terms of trade. The stability of 

the currency reflects the Government’s sound economic management and 

increased international prices of our key commodity exports. Foreign 

exchange reserves are at a record US$1.48 billion (around K4.5 billion), which 

is more than sufficient to perform their role of appropriately managing short 

term exchange rate volatility. 

Mr Speaker, global economic growth is expected to remain well above trend in 

2007, reflecting very strong economic growth in emerging and developing 

countries, particularly China and India and trend growth in advanced 

economies. The world outlook points to continued strong growth in demand, 

and continued high prices, for major mineral commodities, subject to the 

impact of response by suppliers. 

It now appears clear that crude oil producers have not invested enough for 

supply to grow by more than demand over the medium term. This means that 

it is likely that the oil price will remain around current average levels over the 

medium term. On the other hand, the copper price is expected to fall sharply in 

coming years, as new production comes on line and demand slows. 

The economy is expected to continue to expand over the remainder of the 

decade, in line with the positive outcomes expected from Government policies 

and several new large mineral projects start towards the end of the decade. 

Medium-term prospects for the minerals sector continue to improve, as the 

supportive investment environment continues to encourage further investment. 

Mr Speaker, while our economic outlook is positive, it could be stronger still. 

To achieve sustained high economic growth we need to improve 

competitiveness and productivity by addressing the structural problems 
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affecting all sectors of the economy, including investing in improvements to 

transport and utilities infrastructure. 

Sustaining, and improving on, the economic growth achieved in recent years 

will depends critically on whether we are able to improve the productivity of the 

economy, while retaining the stable platform of responsible fiscal policy. 

Mr Speaker, Honorable Members should be aware that there are risks to the 

economic outlook. There is always the risk of disruptions to production at 

major mineral projects whether due to technical or other issues. The economic 

outlook also assumes that fiscal discipline is maintained, with the Government 

continuing to meet its Medium Term Fiscal Strategy targets. If this did not 

occur, investor and consumer confidence would be affected and the economy 

would be hurt. A sharp downturn in key mineral commodity prices would also 

slow domestic demand. 

3. THE 2007 BUDGET STRATEGY 

Mr Speaker, the 2007 Budget continues the Somare Government’s approach of 

using a medium-term policy framework to set the Budget. 

The two main frameworks that guide the formulation of the Budget are the 

Medium Term Fiscal Strategy and the Medium Term Development Strategy. 

These frameworks are supported by the Medium Term Debt Strategy, which aims 

to minimize the cost of debt consistent with the Government’s tolerance for 

financial risk. 

Mr Speaker, the Fiscal Responsibility Act 2006 is further evidence of the 

Government’s commitment to fiscal responsibility. Among other things, the Fiscal 

Responsibility Act 2006 sets out principles for the formulation of the Budget 

including: 
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• Government will live within its means by producing a budget that is 

affordable and sustainable. 

• Government will maintain the integrity of the tax system. 

• Budgetary expenditures will be consistent with agreed national and sectoral 

priorities. 

Under the Medium Term Fiscal Strategy, the targeted deficit in 2007 will be 

K35 million or around 0.2 per cent of GDP. 

With the continued healthy development of the domestic debt market, this 

deficit can be financed domestically, consistent with the Medium Term Debt 

Strategy. 

The priority areas for Government spending are set out in the Medium Term 

Development Strategy. The 2007 Budget Strategy Paper set a target of achieving 

at least 52 per cent of total (GoPNG) Budget expenditure being allocated to 

MTDS priority areas, with at least 84 per cent of (GoPNG) Development Budget 

expenditure being allocated to MTDS priorities in 2007. 

In 2007 revenue is expected to remain temporarily high, reflecting the fortunate 

combination of high world prices for our mineral commodity exports and continued 

solid production from our major minerals projects. 

Mr Speaker, having maintained fiscal discipline over ongoing expenditure, we 

have ensured that the windfall gains are available to invest in the future of our 

nation. 

4. REVENUE MEASURES 

Mr Speaker, the 2007 Budget does not propose any new taxes. 
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Mr Speaker, it is important for everyone to pay their fair share of tax and for 

the Government to raise enough money to pay for the services that it provides 

to the people. Without taxes we would not be able to afford schools, hospitals, 

police and the other services that the Government provides. 

At the same time, excessive taxes can deter businesses from making new 

investments and discourage people from working harder. 

The Government needs to strike a fair balance between raising money to fund 

its activities and the needs of individuals and businesses to be properly 

rewarded for their work and investment. 

Mr Speaker, as part of the 2006 Budget the Government legislated major cuts 

in personal income tax, to be phased in over 2006 and 2007: 

• All taxpayers benefit from a 10 per cent increase in the tax free threshold 

which increases from K6,000 in 2005 to K6,600 in 2007. 

• The marginal tax rate for income between K18,000 and K33,000 was cut 

from 35 per cent to 30 per cent, providing taxation relief to those on 

average incomes. 

• The top marginal tax rate was cut to 42 per cent, and the threshold to 

which it applies increased, making our tax system more internationally 

competitive and helping business attract and retain personnel with 

specialist, internationally mobile skills. 

Mr Speaker, in the 2006 Budget the Government initiated a set of tax incentives 

for the tourism sector. These incentives included a double income tax deduction 

for the costs of tourism operators promoting their services in overseas markets 

and accelerated depreciation for capital investment in hotels, restaurants and 

facilities such as sports fishing. 
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The recently released final report by the ICCC and the TPA on the Tourism 

Master Plan acknowledged that these initiatives provided significant assistance to 

the industry. As the report noted, the main impediments to the development of the 

tourism industry in PNG are high costs, particularly in airfares, safety concerns 

and a range of infrastructure deficiencies including poor roads. Nevertheless, the 

report recommended further tax concessions to assist with the development of 

the tourism sector in PNG, noting that the countries with which PNG competes for 

large tourist hotel projects offer significant tax concessions for these projects. 

Mr Speaker, I am pleased to announce that the Government has decided to 

provide further taxation concessions to the tourism sector in addition to those 

implemented in the 2006 Budget. The following new tax concessions will apply 

from 1 January 2007: 

• for new investments in tourist accommodation facilities, where expenditure 

exceeds US$10 million and the facility has at least 150 guest rooms, and 

the new investments are made within 5 years from 1 January 2007: 

- a concessional tax rate of 20% for ten years from the date of completion 

of the project; and 

- availability of infrastructure tax credits, for an indefinite period but limited 

in amount to 1.5% of gross income in each year and to the income tax 

liability; and 

• for all investors in the tourism sector accelerated depreciation has been 

increased to a maximum of 55% and expenditure on staff training qualifies 

for double deductions; and 

• an exemption from GST for the purchase by foreign tourists, prior to arrival 

in PNG, of travel and accommodation within PNG. 
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Mr Speaker, earlier this year the Government created a sub-committee of the 

National Working Group on Removing Impediments to Business and Investment 

to review the current forestry revenue sharing arrangements. 

The sub-committee found that the royalty which landowners currently receive for 

the logs harvested from their land has remained unchanged at K10 per cubic 

metre since its introduction in 1996. 

The Government considers that there is a compelling case to increase the 

benefits to communities from the logging of their resources. Accordingly, I am 

pleased to announce that from 1 January 2007, a “premium levy” of K8 per cubic 

metre will apply to exports of natural unprocessed logs and flitches but not 

including plantation logs. This levy will be administered using similar 

arrangements as currently apply for development levies paid in relation to 

petroleum projects. The Government will compensate developers for this 

additional cost by an equivalent reduction in the log export tax. 

In addition, the Government recognizes that the current progressive scale of the 

log export tax has resulted in the average rate of tax rising over time, discouraging 

production and investment. 

In response, from 1 January 2007 the log export tax will be changed to a flat rate 

so that the same rate of tax applies across the price range. 

The new flat rate of log export tax will be set at 28.5 per cent, offsetting both the 

“premium levy” and the impact of the increase in the average rate of tax since the 

scales were last reviewed. 

Mr Speaker, the Government recognizes that many people in coastal and island 

regions of the country and living on major river systems access essential services 

using “banana boats”. 
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The fuel used by most “banana boats”, the gasoline-oil mix referred to as “Zoom” 

is effectively taxed at a higher rate of 61 toea per litre which is the current excise 

on gasoline. This is a much higher rate than for the diesel fuel used for land 

transport in PMVs or trucks. 

In 2007, targeted relief will be provided to the rural people relying on “banana 

boats” by introducing a low excise rate of 30 toea per litre of pre-mixed “Zoom” 

product when it leaves the refinery gate (or at the point of import). 

This lower excise rate is being introduced for a trial period of one year from 

1 January 2007, during which time its impact on Government revenue and the 

environment will be assessed. 

In addition, because aviation gasoline for light planes is needed for vital services 

in remote regions, in much the same way as diesel for road vehicles or Zoom for 

banana boats, the 2 toea per litre excise on that fuel is being removed from 

1 January 2007. The Government is assessing how the process of converting 

light planes from aviation gasoline to A1 Jet fuel can be encouraged. 

Mr Speaker, the Government has engaged an internationally recognized 

consultant to provide a comprehensive and objective review of tariff structures 

during 2007 to assess how we should proceed in this area following the 

completion of the current tariff reform program. 

Some domestic manufacturers, who provide a significant amount of 

employment to our people, have expressed concern to the Government that 

they require additional tariff protection to remain viable. 

The Government has agreed to temporary changes in tariffs from 1 January 

2007 on a small set of products, while the manufacturers’ claims are assessed 

as part of this broader review. 
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I would like to stress that the Government will consult fully with all 

stakeholders before taking any further steps in this area. 

Mr Speaker, the current system for dealing with inland GST is flawed, as it relies 

on projected, rather than actual revenues. As a result, if left unaltered, seven 

Provinces would receive less inland GST revenue in 2007 than they received in 

2006. Clearly, this is not an acceptable outcome. 

To address this issue the basis for distributing inland GST will be changed from 

an estimate of the net revenue to be received next year to a distribution of net 

revenue for last year, indexed by the estimated inflation rate for next year. 

Mr Speaker, this system will ensure each province is better off in 2007 compared 

to 2006. The new system will produce more certainty in revenue flows for 

provincial governments which should assist in the development of provincial 

budgets. 

5. EXPENDITURE PRIORITIES 

Mr Speaker, a key focus of expenditure policy in 2007 is to increase the 

proportion of the Budget allocated to the seven priority areas identified in the 

Medium Term Development Strategy priorities. 

The 2007 Budget Strategy Paper set a target of achieving at least 52 per cent 

of Total PNG Government Budget expenditure being allocated to MTDS 

priority areas, with at least 84 per cent of PNG Government Development 

Budget expenditure being allocated to MTDS priorities in 2007. 

Mr Speaker, the 2007 Budget betters these targets, with 52.9 per cent of total 

PNG Government expenditure and 88.5 per cent of PNG Government 

Development Budget expenditure allocated to MTDS priority areas. 
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Another focus of expenditure policy in 2007 is to allocate resources to where 

they can be used most effectively. A key factor guiding expenditure decisions 

in the 2007 Budget is the quarterly budget reviews of expenditure, where 

agencies are required, among other things, to report on the results of their 

expenditure in the period. As a general rule, agencies that are using their 

money well should be provided more, and agencies that are not using their 

money well should be provided less (even if they are a MTDS priority). 

Mr Speaker, the main new item in the 2007 Recurrent Budget is the provision 

of a total of K130 million for the conduct of the 2007 General election. 

In addition, there are several factors behind the 1.5 per cent increase in personal 

emolument expenditure in 2007: 

• Increase in school teacher numbers in line with population growth; 

• Full year impact of new pay structure for police; 

• Scheduled increase in the Government’s superannuation contribution rate; 

• General provision for moderate public service pay outcome; 

• Payments of entitlements to Ministerial staff following the 2007 election; 

• Increase in staffing for Department of Corrective Institutional Services; and 

• Improving conditions and increase in staffing for Solicitor-General’s office. 

These factors more than offset savings from the retrenchment of unattached 

officers and the one-off clearance of leave fare arrears (particularly for Provincial 

Governments and Teachers) in 2006. 
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Mr Speaker, the Government has deferred, until after the 2007 Election, 

consideration of the recommendations in the report of the Rightsizing Committee 

about restructuring Government departments and agencies. Accordingly, those 

recommendations of the report have not been factored into the 2007 Budget 

estimates for personal emoluments. Nevertheless, it remains the Government’s 

objective to get a better balance in the allocation of resources between personal 

emoluments and goods and services. 

Mr Speaker, my colleague, the Minister for Finance & National Planning will be 

providing further details of the 2007 Development Budget. I note that the most 

striking feature of the 2007 Development Budget is its increased focus on the 

seven MTDS priority areas. In particular, the Government’s allocation for 

HIV/AIDS prevention in the Development Budget increases from K3.0 million in 

2006 to K12.5 million in 2007. 

The 2007 Development Budget also places strong emphasis on ensuring that the 

Government is meeting its commitments, including counterpart funding for 

projects with development partners, Special Support Grants (SSGs) and other 

MOA commitments and the Restoration and Development grant for Bougainville 

as required under the relevant Organic Law. 

The 2007 Development Budget also continues the Government’s commitment to 

improve service delivery at the District level, with funding continuing for the District 

Transport Infrastructure Program (DTIP) and the District Service Improvement 

Program (DSIP).  

5.1 USE OF 2006 & 2007 WINDFALL GAINS 

Mr Speaker, earlier this year Parliament approved the Government’s 

Supplementary Budget of K682.5 million. With sustained high prices on world 

markets for our main mineral commodities (oil, copper and gold), a further 
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windfall of K1,100 million is expected to be available over the remainder of 

2006 and 2007 on top of the normal Recurrent and Development Budgets. 

While in practice, this windfall will be received over two years, with 

K650 million of additional priority expenditure in 2006 and the remainder 

(K450 million) in 2007, for analytical purposes it is preferable to think of it as a 

single windfall. 

To reduce the risk of this windfall being built into ongoing recurrent and 

development expenditure, its allocation is set out in separate Appropriation Bills 

for 2006 and 2007. Given the limited time remaining in the year to implement the 

additional priority expenditure, items that could be implemented quickly (for 

example, involving the transfer of funds) were chosen for the 2006 Appropriation 

Bill, with the remaining items included in the 2007 Appropriation Bill. 

It is proposed to use this windfall to repair past neglect and invest in the 

future of our nation through the: 

• Rehabilitation of essential public infrastructure; 

• Direct Investment in Economic Projects; and 

• Repayment of Debt & other one-off obligations. 

Mr Speaker, we are confident this approach will be well received by the 

community, investors and our development partners as both well directed and 

fiscally responsible expenditure. The International Monetary Fund noted in its 

World Economic Outlook released in September that: 

“The key policy message for countries that export commodities — 

particularly metals — is that they should not assume that high prices will be 

sustained. Current revenue windfalls should be saved or invested to 
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support future growth in non-commodity sectors, rather than [be] used to 

increase spending in areas that will be difficult to reverse later.” 

5.1.1 REHABILITATION OF ESSENTIAL PUBLIC INFRASTRUCTURE 

Mr Speaker, the majority of the windfall gain (K615 million) is allocated to the 

rehabilitation of essential public infrastructure that supports stronger economic 

and social development. The infrastructure targeted is driven by Medium Term 

Development Strategy priorities. 

It will also be imperative to ensure that sufficient priority is given to ongoing 

maintenance in the future to ensure that we do not repeat the mistakes of the 

past. As part of the sector-wide approach to the allocation of this funding, the 

Departments of Treasury and National Planning and Monitoring will be working 

with agencies to develop mechanisms to ensure that adequate attention is paid to 

maintenance of essential public infrastructure in the future. 

Many essential educational facilities are in a poor condition, reflecting a legacy of 

neglect of essential maintenance and a failure to keep pace with technological 

developments. To this end, K200 million of the windfall gain has been allocated to 

the rehabilitation of education infrastructure. 

This neglect is particularly evident in the nation’s oldest universities, the University 

of Papua New Guinea and the Papua New Guinea University of Technology, 

making it very difficult for these institutions to retain their reputation for producing 

graduates of an internationally competitive standard. In order to address this 

neglect, K50 million has been allocated to restore facilities at Government 

universities to an acceptable standard. 
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National high schools were originally designed as nation-building institutions, that 

bring the best students from different parts of the country together in an 

environment of excellence. The validity of this concept is evident in the high 

proportion of current leaders in the public and private sector who have come 

through the National high school system. 

Regrettably, the four oldest National high schools (Kerevat, Passam, Sogeri and 

Aiyura) are in a significant state of disrepair. Given that the upkeep of these 

schools is a National Government responsibility, and the role of these schools in 

building the nation, a total of K20 million has been allocated for the rehabilitation 

of facilities at these four National high schools (K5 million each). 

The remaining K130 million provided for the rehabilitation of education 

infrastructure will be allocated between primary schools, secondary schools, 

provincial high schools and technical and vocational centres, utilizing a sector-

wide approach for resource allocation. 

The Medium Term Development Strategy and the National Transport 

Development Plan stress the importance of transport infrastructure to all sectors 

of the economy, particularly the agriculture sector. For this reason, this sector has 

been the focus of substantial additional funding in recent years, including a 

substantial share of the K682.5 million allocated in the 2006 Supplementary 

Budget. 
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Building on those continued allocations, K120 million of the windfall gain has been 

allocated for the rehabilitation of transport infrastructure. The distribution of this 

funding will be guided by the National Transport Development Plan, and will 

include the remaining K35 million needed to complete for the Highlands Highway 

Rehabilitation Project (with this project now fully funded ahead of schedule); 

K21 million for National Roads; K20 million for Provincial Roads; K20 million for 

District Feeder Roads; K14 million for Ports & Jetties; and K10 million for Wewak 

Airport. 

The 2006 Supplementary Budget allocated K70 million for the rehabilitation of 

health infrastructure, particularly for hospitals and medical equipment. However, 

this amount will not be enough to repair decades of underinvestment in the 

maintenance of these facilities. In addition, in many districts in rural areas primary 

health care centres and aid posts have closed for reasons including a lack of the 

basic facilities required for primary and preventative health care. 

To address these issues, an additional K110 million of the windfall gain has been 

allocated to the rehabilitation of health infrastructure, bringing the total including 

the 2006 Supplementary Budget to K180 million. 

This is a very large investment, which is expected to result in a significant 

improvement in the nation’s major health care facilities. 

The Medium Term Development Strategy recognizes the importance of the law 

and justice sector to the economic and social development of the nation. There 

are many elements of an effective law and justice sector, including an efficient, 

honest and motivated police force, an impartial and accessible court system and 

a system of detention that serves as an effective deterrent, while respecting 

offenders’ Constitutional rights and assisting in their rehabilitation and 

reintegration into the community. 
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The Police report noted that improved housing conditions is an important element 

to achieving an improved performance from police. On this basis, the 2006 

Supplementary Budget allocated K25 million for the rehabilitation of police 

housing. An additional K25 million of the windfall gain has been allocated for this 

purpose, bringing the total including the 2006 Supplementary Budget to 

K50 million. 

Properly function border and customs facilities are another aspect of an effective 

law and justice sector. The 2006 Supplementary Budget provided emergency 

funding of K1 million for urgent rehabilitation of border facilities at Wutung, near 

Vanimo. Further funding is required to make this border post fully operational. In 

addition, border facilities are proposed near the Ok Tedi mine and between 

Bougainville and the Solomon Islands. These posts would boost legitimate trade, 

reduce smuggling and assist quarantine efforts. K10 million of the windfall gain 

has been allocated for the rehabilitation of these border and customs facilities. 

The remaining K40 million provided for the rehabilitation of law and justice sector 

infrastructure will be allocated utilizing a sector-wide approach for resource 

allocation, including rehabilitation of court houses, jails and police stations. 

The District Finance Office roll-out program has reached 42 districts. The 2006 

Supplementary Budget provided an additional K22 million to allow those district 

finance offices already opened to become fully functional. To support the 

continued roll-out of these offices at the district level, K30 million of the windfall 

gain is provided to meet the capital costs of establishing 10 new district finance 

offices in 2007 (that is, an initial capital cost of K3 million per office). 

The crisis in Bougainville led to and followed the closure of the Panguna mine 

resulting in the neglect of infrastructure essential for the operation of Government 

services and the growth of the non-mining economy. 
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The National Government will be using K10 million of the windfall gain to assist 

Bougainville in the reconstruction of district facilities damaged and/or neglected 

during the crisis. An additional K10 million will be provided for the rehabilitation of 

key agricultural feeder roads, which should result in a significant increase in the 

production of cash crops, particularly cocoa. 

This assistance is one-off in nature, and is separate from the ongoing restoration 

and development grant required to be paid to Bougainville from the ongoing 

Development Budget according to the relevant Organic law. 

The primary source of information for most of the people in Papua New Guinea is 

radio, specifically the National Broadcasting Commission (NBC). The National 

Government will be allocating K21 million for the rehabilitation of NBC 

infrastructure, with K19 million of this funding to be set aside for rehabilitation of 

Provincial radio stations (even though these are currently the responsibility of 

Provincial Governments). 

With a relatively small proportion of the population engaged in formal 

employment, the Government is committed to developing and supporting the 

informal sector as a key source of income for people in both urban and rural 

areas. Consistent with this policy, K20 million of the windfall gain has been 

allocated for the rehabilitation of strategic district market infrastructure.  

National Parliament Haus is both an icon of the Independence of the nation and a 

centre of the operation of the National Government. Following years of neglect, 

the Government has been advised that K10 million is required in 2007 for major 

maintenance of National Parliament Haus. This amount is provided from the 

windfall gain, to avoid confusion with the one-line transfer provided to the National 

Parliament in the Recurrent Budget.  
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The European Union has allocated K90 million for rural town and village water 

supply projects, with the drawdown of these funds subject to the preparation of 

properly scoped projects. The windfall gain provides an amount of K100,000 per 

district to allow for the preparation of these studies on a timely basis. 

5.1.2 DIRECT INVESTMENT IN ECONOMIC PROJECTS 

Mr Speaker, the Budget framework principles in the Fiscal Responsibility Act 

2006 state that “the Government will limit its participation to core areas where 

there is a clear rationale for public intervention”. 

In general, this principle means that the Government should focus on providing 

the environment needed for the private sector to flourish, rather than seek to 

invest directly in economic projects. 

That said, the windfall gains are also applied to support K270 million in direct 

investment in economic projects considered to have a clear rationale for public 

intervention. 

As with other areas of publicly-owned infrastructure, the assets of State-owned 

enterprises have deteriorated over recent decades, reflecting a lack of ongoing 

investment and maintenance. 

While the major Government-owned utilities (PNG Power and Telikom) now have 

the plans and the financial capacity for major investment programs, additional 

Government support is required if these investment plans are to extend to rural 

districts. PNG Power and Telikom have been allocated K65 million and 

K35 million respectively of the windfall gain to assist them in extending their 

services to rural districts. 
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In addition, the national airline, Air Niugini, is in the process of expanding its fleet 

of F-100 aircraft. K30 million of the windfall gain has been provided to allow it to 

complete this program. 

The Government remains committed to actively participating in the commercial 

development of PNG’s significant gas reserves. In 2005, K400 million was set 

aside to purchase a substantial part of the national equity stake in the PNG to 

Australia Gas Project. An additional K100 million of the windfall gain has been 

allocated for this purpose. This will further reduce the interest and costs 

associated with financing this equity stake and will give the Government greater 

flexibility in sourcing the remainder of its funding needs for the project. 

The Medium Term Development Strategy recognized the Agriculture sector as 

one of the key potential drivers of economic growth in PNG. 

Many of the constraints facing agricultural businesses are the same ones facing 

the private sector generally in PNG, including inadequate transport infrastructure, 

unreliable (or unavailable) and expensive utilities and relatively high levels of 

property crime. With this in mind, the Government’s primary focus in assisting the 

agriculture sector has been to improve the infrastructure in these and other areas 

used by the sector. 

That said, the nature of the industry means that in some cases there is a case for 

direct government intervention in order to facilitate major agriculture impact 

projects. For this reason, over recent years the Government has put in place 

significant taxation concessions to encourage investment in the agriculture sector. 

In addition, K40 million of the windfall gain has been allocated for major 

agriculture impact projects, with the distribution of funds to be determined when 

the Government’s National Agriculture Development Plan is approved and put in 

place. 



 Page 24 

5.1.3 REPAYMENT OF DEBT & OTHER ONE-OFF OBLIGATIONS 

Mr Speaker, with our public debt still at a very high level, K215 million of the 

windfall is applied to the repayment of debt and meeting several one-off 

obligations faced by the Government over the period ahead. 

While PNG’s public debt has fallen from its peak of K8,365 million at the end of 

2002, it remains very high at K7,341 million at the end of 2006. Although most of 

the windfall gain has been allocated to meeting public investment needs, 

K100 million has been allocated to the repayment of expensive debt, as a signal 

of the Government’s continued commitment to fiscal responsibility. 

The Electoral Commission has the discretion on whether to hold Local Level 

Government elections separately from the National elections. The Electoral 

Commissioner estimates that an additional K30 million will be required for this 

purpose in 2007. As this item is significant and not ongoing in nature, it has been 

provided for out of the windfall gain. 

The National Government’s current pay deal with the Public Employees 

Association expires at the end of 2006. Negotiations on a new 3 year deal 

commencing in 2007 are an important priority for the Government. Given the 

importance of a moderate public sector pay outcome, based on productivity, to 

the continued achievement of the Medium Term Fiscal Strategy and the 

maintenance of a low inflation environment, K25 million of the windfall gain has 

been set aside in 2006 as a one-off bonus, to be paid on the successful 

conclusion of the negotiations.  
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The recent eruption of the Tavurvur volcano in East New Britain has resulted in a 

large group of people being displaced. K20 million of the windfall gain has been 

set aside to meet the capital cost of resettling these people. 

In discussions with representatives of teachers earlier this year, it became evident 

that over several years the National Government had not been meeting its 

obligations under the Performance Bonus Salary System (PBSS). The 2006 

Supplementary Budget provided K40 million towards clearing this obligation. 

K20 million from the windfall gain is provided to complete the clearance of these 

underpayments. 

The National Parliament has advised that K20 million will be required in 2007 to 

meet election-related items of a one-off nature. In particular, around K15 million is 

estimated to be required to cater for advances of allowances to members 

following the 2007 election. This amount is provided from the windfall gain, to 

avoid confusion with the one-line transfer provided to the National Parliament in 

the Recurrent Budget. 

6. ECONOMIC GROWTH THROUGH SUSTAINED REFORM 

Mr Speaker, the Government continues to support private sector development 

and growth, through: 

• creating a stable investment climate; 

• providing an efficient, effective and affordable public sector; and 

• ensuring a competitive and dynamic private sector. 
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The 2007 Budget continues to support private sector growth. Prudent fiscal and 

monetary management has seen a continuation of a low inflation, low interest rate 

environment. Better-focused public expenditures and greater efficiency should 

improve public sector service delivery and reduce business transaction costs. 

A strong private sector is the key to creating growth in employment and incomes. 

A competitive private sector will seek out opportunities and produce goods and 

services that meet consumer demands. A supportive incentive structure which 

rewards hard work and innovation will see improved resource allocation, 

increased productivity and higher incomes. Strong institutions, appropriate 

regulation and efficient provision of public services are required to support private 

sector development. 

Important reviews were conducted in 2006 by the ICCC in telecommunications, 

shipping, stevedoring, and aviation. 

In 2005 the ICCC was given the task of selecting two additional licensees to 

provide mobile phone services. That process is now complete and the successful 

bidders have been announced. 

Despite the “open skies” policy, the international aviation market in PNG has not 

seen new entrants for some time, aside from the limited competition on the Port 

Moresby/Cairns and Port Moresby/Brisbane routes. A code-sharing agreement 

has been in place between Air Niugini and Qantas since 1987. A number of public 

benefit claims have been made in support of it but it has not been subjected to 

scrutiny under the authorisation provisions of competition legislation in either PNG 

or Australia, for the purpose of granting immunity in respect of anti-competitive 

purpose or effect. 

In its review of the industry, the ICCC has indicated it proposes to examine the 

matter before any replacement agreement is concluded. 
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Reforms to improve the performance and financial capacity of the Civil Aviation 

Authority (CAA) are continuing, including the transfer of assets and liabilities from 

the State to the CAA to place it on a stand alone financial basis. Further reforms 

are being planned to improve the operating structure of the CAA that will allow a 

more independent and business-focused approach to the delivery of its services. 

The ICCC was tasked with reviewing the coastal shipping and stevedoring 

sectors. It was also requested to report on tourism (which is affected by the 

efficiency of ports, shipping, aviation and airports) in conjunction with the PNG 

Tourism Promotion Authority. 

Reports on all these reviews have been made and practical steps to improve the 

efficiency of relevant sectors are being implemented. 

The ICCC has been requested to review the wholesale and retail trading sectors, 

with particular reference to levels of competition and profit margins. The ICCC 

inquiry will make recommendations that will encourage efficiency of those 

elements of the vertical supply chain affecting the supply of goods generally. 

Another inquiry has been initiated into fire and general insurance. Similar issues 

of competition and premium levels are of concern in this market. The review will 

also assess the appropriateness of the current regulatory arrangements in this 

sector. 

Appropriate, but not overly burdensome, regulation is an important complement to 

market development. In 2007, the Government will continue to implement the 

recommendations of the Foreign Investment Advisory Service review of PNG’s 

investment regime, with a view to streamlining investment regulations and 

processes, and removing unnecessary impediments to investment. 
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The Government is determined to enhance private sector led economic growth by 

addressing regulatory impediments to doing business. The Government set up 

the National Working Group on Removing Impediments to Business and 

Investment several years ago to look at ways to lower the cost of doing business. 

This has had valuable results, such as efforts to reduce the number of days it 

takes to start a business. Similarly, the Investment Promotion Authority’s foreign 

investment certification process, which deals with applications from foreign 

enterprises wishing to do business in PNG, after being initiated in 2006, will be 

strengthened in 2007. 

The Government, through the National Working Group, will continue to address 

impediments to business and investment in PNG with a view to strengthening 

competition and where necessary improving regulation. The Government has 

taken note of recent concerns about counterfeit products, which the import/export 

sub-committee of the National Working Group will consider in 2007. 

Regulatory supervision in the financial sector continues to be fine-tuned, 

especially in the superannuation industry. In late 2006, the Government is 

deciding on implementation of the recommendations of the Joint Superannuation 

Task Force, to improve and strengthen the effectiveness of the prudential 

regulation and administration of the superannuation industry. Some of the 

recommendations adopted are directed at improving prudential supervision. 

Others, with wider community implications, are about enforcement of employers’ 

obligations, withdrawals of members’ contributions to finance housing, mandatory 

coverage for non-citizens, and requirements for superannuation funds to make 

annual reports and disclosures to members. 



 Page 29 

The Department of Treasury and the Bank of Papua New Guinea will continue to 

further review several related issues, including extension of superannuation 

coverage to the self-employed and the informal sector, group-cover life insurance, 

and the three-month waiting period for mandatory contributions. 

7. CONCLUDING REMARKS 

Mr Speaker, in conclusion, let me re-state the key messages that underpin 

and guide the 2007 Budget.  

The 2007 Budget is about wisely investing in the future of our nation. 

It is set in a medium-term framework that considers where we want to get to 

and how we go about getting there.  

We are spending more money on the areas that are genuinely vital to our 

people, such as education, health, law and order and roads. Within those 

areas, we are also spending more money on the highest priority needs. 

We have put in place policies that we believe will further boost private sector 

growth, improve employment opportunities and boost incomes. They will build 

on the record employment growth, the restoration of confidence and 

expansion in the private sector, and strong growth in overseas and local 

investment that the Somare Government has been able to achieve in this 

term. 

We are looking to restore service delivery back to the people in rural and 

remote areas in particular - the services they have for too long been denied, or 

inadequately provided with, for too long. 

But we are not spending more than we can afford. Nor are we committing to 

expenditures in future years that we cannot afford. The 2007 Budget sticks 
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rigidly with the fiscally responsible path that we have taken since this 

Government came to office. 

By doing so, we have laid the foundations for a better future for every Papua 

New Guinean, and for our nation as a whole. 

We believe the budget gets the priorities right – and ensures they can be 

delivered in a responsible fiscal environment and a growing economy. 

Mr. Speaker, I commend the Bill to the House. 
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