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FOREWORD 
I am proud to present to the people of Papua New Guinea the first O’Neill-Namah National 
Government Budget. This is a big Budget – it is PNG’s first ever Budget over K10 billion. It is a 
K10.5 billion Budget.  

This Budget is responsive to the needs of our people, one directed towards ensuring that the 
benefits of our strong economic growth are shared more fairly in our democratic society. At the 
same time, this Budget is aimed at lowering the cost of living for our people and improving the 
welfare of ordinary Papua New Guineans. The Budget’s theme is “Sharing the Wealth and 
Empowering our People”. 

With a K10.5 billion Budget, the O’Neill-Namah Government has the resources to take forward our 
people’s aspirations in line with our development plans. Our key challenge is to make sure that this 
K10.5 billion in resources is best directed towards the needs of our people. We must be transparent 
and we must ensure that our funding is spent well on improving service delivery to our people.  

Through this document, there are many examples of how we are directing the Budget to meet our 
people’s aspirations. This Budget is focused on the key enablers to nurture the development of our 
children and our economy – towards better education, better health, better infrastructure, and better 
law and order. Let me highlight four in this foreword. 

First, we are delivering on our commitment to provide Tuition Fee Free Education to all from 
Grades 1 to 10, reduced fees for Grades 11 and 12, and support to tertiary students. But we are 
doing this as part of an integrated package that has more teachers, better paid teachers, and better 
school facilities. 

Second, we are funding the 2012 Election at a cost of K330 million, over four times the level of the 
2007 election. We want to make sure that this is a free and fair election for our vibrant young 
democracy. 

Third, we are focusing funding on getting things to work rather than simply building new things. For 
example, the Highlands Highway will receive at least K150 million in maintenance funding, and this 
will be done in partnership with the private sector through K70 million for Infrastructure Tax Credits. 

Fourth, we are providing K130 million through the National Development Bank to help grow our 
small and medium size enterprises, support our agriculture, fisheries and tourism sectors and 
K180 million for the 2015 Pacific Games. We are also providing K170 million for the Government’s 
Umbrella Benefits Sharing Agreement commitments to support the PNG LNG project. 

The Budget is commited to honouring a number of key government commitments such as the 
commitments under the PNG LNG Project Agreements, the Bougainville peace and restoration 
program, the 2015 Pacific Games and the aid assistance to the Government of Solomon Islands. 

The Budget also recognises the cost of living pressures facing PNG families. This Budget reduces 
the tax burden on all income taxpayers, lowers the prices of many foods and other materials through 
cutting tariffs, and ensures this is a responsible budget aimed at not adding to inflationary 
pressures. 
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CHAPTER 1. BUDGET OVERVIEW 
1.1 ECONOMIC OUTLOOK 

The global economic recovery in 2011 has been weaker than the growth experienced in 
2010. The world economy suffers from the confluence of two adverse developments. The 
first is much slower growth in advanced economies since the beginning of this year. The 
second is a large increase in fiscal and financial uncertainly which has been particularly 
pronounced since August. Against these adverse world economic developments, Japan was 
struck by the devastating Great East Japan earthquake and tsunami, and unrest has 
intensified in some oil producing countries. The International Monetary Fund (IMF) 
September World Economic Outlook (WEO) projections indicated that global economic 
growth will moderate to 4.0 per cent in 2012 from over 5 .0 per cent in 2010.  

In line with the slowing growth and rising risks in the global economy, world commodity 
prices have become volatile. For the PNG economy, this implies risks for business 
profitability and Government revenue. The major appreciation of the Kina against the US 
dollar has lowered Government mineral revenues. 

Despite increasing concerns about the global economy, the outlook for the PNG economy 
remains positive. In 2011, the economy is expected to grow by 8.9 per cent, driven by the 
construction of the PNG LNG project which is having a positive impact on the construction 
sector and other non -mining sectors of the economy. The outlook for 2012 is positive, with 
the PNG economy forecast to grow by 7.8 per cent, which would  represent 12 years of 
uninterrupted economic growth. The forecast strong growth is largely driven by continuing 
construction activity in 2012, both of the PNG LNG project, as well as investment in 
commercial and residential stock.  

Over the medium term, economic growth is projected to ease in 2013 before picking up 
again. The projected easing of growth in 2013 reflects the winding down of the PNG LNG 
construction phase, as well as decreased oil production from maturing oil fields and the 
slowdown of activity at the Ok Tedi mine as it moves closer to, pending expansion plans, 
closure in 2014. The subsequent projected increase in growth in 2014 to 2016 is due to the 
expected commencement of production at the PNG LNG project, providing a very large 
boost to GDP growth. However, commencing production will have little impact on non-mining 
GDP. 

The economic and fiscal outlook downside risks include: 

• Continuing fragility in the global economy, which would pose a key risk to PNG in 
terms of its impact on commodity prices and the demand for PNG exports. 

• Inflationary pressure and the risk of tighter monetary policy to address it. The 
Government, by taking a balanced budget strategy, aims to ensure that fiscal policy 
does not add to inflationary pressures. 

On the upside, there are currently a number of mining and petroleum projects (such as the 
second LNG project) which are currently under active consideration. Should these projects 
proceed, this would provide a significant boost to economic growth in the near term, and a 
more positive revenue outlook over the longer term. 

Table 1 shows the current economic assumptions for economic growth, inflation, interest 
rates and commodity prices. 
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Table 1: Key Economic Assumptions 2010–2012 
 

  
2010 

Actual 2011 Estimate 2012 
Projection

Economic Growth   
  GDP Growth 7.6 8.9 7.8
  Non-Mining GDP Growth 8.5 10.8 7.4
Inflation   
  Year average (%) 6.0 8.7 7.6
  Dec on Dec (%) 7.2 7.7 8.1
Interest Rates  
  Interest Rate (Treasury Bills) 5.5 4.5 7.5
  Inscribed Stock (3 year Yield) 8.1 5.6 9.0
Commodity Prices  
  Oil Price (USD/Barrel) 79 90 85
  Copper Price (USD/Tonne) 7,538 8,800 8,819
  Gold Price (USD/Ounce) 1,225 1,566 1,884
Source: Department of Treasury 

1.2 2012 BUDGET – OVERVIEW AND REVENUE 

The 2012 Budget is a large and responsible Budget. Government revenue will increase by 
K1,232 million or 13.2 per cent from the original 2011 Budget. This will be Papua New 
Guinea’s first Budget over K10 billion − revenue and expenditure are expected to total 
K10.5 billion in 2012. The Budget is a responsible one as it is balanced and there is no 
deficit. A responsible budget is essential as it is set against a backdrop of high domestic 
economic growth and inflation, and a high level of uncertainty in the current global economy. 
This Budget also marks the final term of the Medium Term Fiscal Strategy 2008-2012 
(MTFS). 

A balanced Budget for 2012 will provide a stable and prudent macroeconomic and fiscal 
framework. The 2012 Budget is consistent with the overarching frameworks – the MTFS, the 
Medium Term Debt Strategy, the Medium Term Development Plan 2011−2015, the 
Development Strategic Plan 2010−2030 and the Fiscal Responsibility Act 2006.  

1.3 2012 BUDGET – EXPENDITURE AND FINANCING 

Total Expenditure and Net Lending in 2012 is estimated to be K10,560.3 million, which is 
K1,232 million or 13.2 per cent higher than the original 2011 Budget, and K2,467.7 million or 
30.5 per cent higher than the 2010 outcome, with substantial increases in both the Recurrent 
and Development Budgets. 

The key new funding priorities for the 2012 Budget are the Government’s commitment to 
Tuition Fee Free Education and the 2012 National Election, and the 2015 Pacific Games 
and increased funding to the key Medium Term Development Plan enablers, such as 
education, transport, law and order and health. 

The Recurrent Budget is responsible for funding the ongoing delivery of the essential 
services of  Government. In 2012, increased funding will be provided through the Recurrent 
Budget to support Government priorities and key MTDP enablers including: the introduction 
of Tuition Fee Free Education in 2012, maintaining quality national road transport corridors 
that connect rural populations to markets and services, improved health outcomes and 
improving law, order and justice. The Recurrent Budget has increased by a substantial 
K785.2 million or 14.7 per cent from the original 2011 Budget revised estimates. 
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Total funding for the 2012 Development Budget is K4,437.0 million – a 13.1 per cent 
increase from the 2010 Budget Outcome. The 2012 Budget provides significant increases in 
funding for all areas of the Development Budget funded by the National Government, 
including Direct Government Funding, Infrastructure Tax Credits and Concessional Loans. 
The large increase reflects the Government’s commitment to investing in projects that will 
further PNG’s development, increase the capacity of the rural economy and provide 
employment opportunities for Papua New Guineans. 

 

Box 1: Changes in Expenditure on Education, Infrastructure, Health and Law and Order 

Comparing the 2011 Budget with the combined 2011 Supplementary Budget and the 2012 Budget, 
there has been a 31 per cent increase in funding for the key areas of education, health, infrastructure, 
and law and order, under the new Government. The basis for this calculation is shown in the table 
below. This table indicates that the expenditure in these areas is at least 55 per cent of expenditure 
decisions made by the new Government, an increase from the 51 per cent in the 2011 Budget. This 
reverses the decline in the share of spending on these areas over recent years. The largest increase 
in funding has been for infrastructure with a 51 per cent increase, followed by education (30 per cent), 
law and order (19 per cent), and health (15 per cent).  

Changes in Expenditure in Key Priority Areas (Kina million) 

 Priority Expenditure Area 2011 Budget

2011 SB(1) 
and 2012 

Budget
Kina 

Change 
% 

Change
Education 1,742.4 2,259.9 517.5 30
Infrastructure 1,305.1 1,968.1 663.0 51
Health 965.3 1,105.5 140.2 15
Law, Order and Justice 765.4 907.2 141.8 19
Total Key Priority Areas 4,778.2 6,240.7 1,462.5 31
Total Expenditure 9,379.0 11,342.1 1,963.1 21
Key Priority Areas as % of 
Expenditure 51 55 4 
Source: Department of Treasury 
(1) Supplementary Budget 

The above figures are based on the seven MTDP enablers for the Development Budget. These are 
then mapped into four key priority areas – Education (which includes Primary, Secondary and 
Higher), Infrastructure (which includes Transport, Utilities and Land), Law and Justice, and Health. 
Information on these four key priority areas is more easily obtained from the classifications in the 
Recurrent Budget.  

These figures represent minimum levels of expenditure. For example, they do not include allocations 
for Constitutional Grants, Development Grants or the Income Tax Credit (other than the specific 
Highlands Highway Tax Credit) even though it is estimated that a very high proportion of these are 
spent on the these four key areas. The Health figure from the Development Budget only covers 
Primary and Preventative Health, and does not include expenditure in key areas such as HIV/AIDs. 
The Health figure from the Recurrent Budget does not include expenditure on health workers by the 
Provinces as this information is not provided at such a disaggregated level. Future budgets will work 
to provide more accurate measures of spending on these four priority areas. However, the 2011 
Budget figures, as well as the combined figures for the 2011 Supplementary Budget and 2012 
Budget, have been compiled on the same basis and are comparable. The main difference between 
these calculations, and those in Chapters 9 and 10, has been the addition of the 2011 Supplementary 
Budget. 
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1.4 STATUS OF TRUST ACCOUNTS 

Trust accounts contain funds appropriated through Additional Priority Expenditure, 
Supplementary Budget Expenditure and annual Budgets, a significant amount of which is 
additional mineral revenue from the commodity boom. 

The purpose of holding funds in trust accounts is to spread public investment spending over 
time to manage inflationary and demand pressures in the economy and to provide time for 
implementing agencies to properly design implementation strategies. 

As at 1 January 2011 , the total opening balance  of trust accounts was K1,044.6 million and 
the total closing balance as at 30 September 2011 was K831.8  million. Appropriations yet to 
be released into trust accounts plus outstanding deposits are K574.0  million from the 
2011 Budget and K648.5 million from the 2011 Supplementary Budget. A total of 
K690.0 million will be appropriated to trust accounts in the 2012 Budget. 

1.5 TAXATION MEASURES 

The 2012 Budget introduces a number of major taxation policy initiatives, minor policy 
changes and reforms to tax administration. These measures have been developed in the 
context of: 

• a balanced budget to maintain prudent fiscal policy and macroeconomic stability;  
• strong domestic economic growth and investment, significant capacity constraints 

and a desire to moderate high inflation; and 
• a desire to share the benefits of recent economic growth with  Papua New Guineans. 

 
The 2012 Budget tax measures are fair, affordable and sustainable . The tax measures are 
modest yet ensure adequate funding for expenditure priorities such as tuition fee free 
education and the 2012 National Election. Further, the tax measures aim to combat 
inflationary pressures and contribute to sustainable future revenues through reforms to tax 
administration. 

The major tax policy measure in the 2012 Budget is to provide tax relief all Papua New 
Guinean taxpayers by increasing the tax-free threshold from K7,000 to K10,000. Taxpayers 
have been facing higher tax burdens due to the effects of inflation in pushing individuals into 
higher tax brackets. Increasing the tax-free threshold ensures that all taxpayers receive tax 
relief, particularly those on lower incomes. Individuals earning less than K10,000 per annum 
will no longer pay income tax, while individuals earning over K10,000 per annum will receive 
an increase in their take -home pay of up to K660  per annum. 

The 2012 Budget also recognises the important role of the Highlands Highway as Papua 
New Guinea’s most important road transport corridor. Maintenance and repair of the 
Highlands Highway, particularly after natural disasters, has been a major and ongoing 
concern to business. As a result, the tax credit ceiling will be increased from 0.75 per cent to 
2 per cent of assessable income for emergency repairs to the Highlands Highway.  

Another tax policy measure that will directly help ordinary Papua New Guineans is to extend 
the tariff reduction program announced in the 2011 Budget to include intermediate goods 
such as meat, flour, shoes and steel. This measure is expected to directly reduce the price 
of affected goods, which will help to ease the current high level of inflation.  

Further, this Budget introduces tax concessions on redundancy payments made under an 
approved redundancy scheme, to improve fairness in the tax system for large scale 
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redundancies (such as mine closure) which can have a significant impact on local and 
regional communities. Other tax measures provide improved incentives to invest in Papua 
New Guinea, including an incentive for banks to invest in new regional branches to improve 
services for our rural population.  

To help fund these measures and other Government priorities such as tuition fee free 
education, the Government will increase excise on alcohol and tobacco products by the 
amount eroded by inflation over recent years. 

The 2012 Budget includes reforms to modernise tax administration and other amendments 
as part of the Government’s ongoing effort to improve and refine the tax system.  

1.6 BUILDING THE ECONOMY THROUGH SUSTAINED REFORMS  

Papua New Guinea continues to benefit from past reform. These reforms have contributed 
to sustained economic growth that have shielded the economy from the worst effects of 
external shocks and have provided a conducive environment for investment as evidenced by 
the PNG LNG Project. They have also contributed to lower prices and better services such 
as with mobile phones, air transport and banking services. They have also freed up fiscal 
space for the Government to concentrate on what it can do best – providing essential 
services in areas such as education and health. 

The Government remains committed to ensuring that development polices and strategies, 
including those existing and any new reforms in 2012, will be closely aligned with key 
objects of the Vision  2050 and the Papua New Guinea Development Strategic 
Plan 2010-2030 and the Medium Term Development Plan. This will improve the 
Government’s reform efforts in addressing the underlying issues that negatively impact on 
public sector service delivery and private sector led market development.  

The new Government remains committed to public sector reform. These reforms will 
enhance the efficiency and effectiveness of the public sector. The new Government will 
re-examine possible gains through revitalising key elements of the  longstanding Public 
Expenditure Review and Rationalisation program.  

Promoting private sector growth remains a key priority of the Government. The development 
of a competitive private sector is important as it creates employment, generates income and 
stimulates economic growth. In 2012, reforms will focus on enhancing competition 
(prioritising the electricity and telecommunications sectors), improving economic regulation, 
developing more efficient markets (focusing on land development, housing and access to 
finance), reducing impediments to business, and further examination of the Extractive 
Industries Transparency Initiative to PNG.  

1.7 IMPROVING PUBLIC ENTERPRISES AND COMMERCIAL INVESTMENTS 

The State’s public enterprises and commercial investments in companies are a key aspect 
of the PNG economy. The total value of these assets was estimated to be K7.8  billion as of 
the end of 2010. That is equivalent to about K1,100  per person in PNG. 

Public enterprises provide power, telecommunications and other services that are essential 
for a growing economy. The State’s commercial investments in businesses of strategic 
importance for the economy also play an important role in contributing to economic 
development. 
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In recent years, transparency on the management and operations of the State’s public 
enterprises and commercial investments has been lacking. This means the public has been 
unaware of the performance of its investments.  

The 2012 Budget includes a chapter which transparently details the status of the State’s 
public enterprises and commercial investments. It also details the reforms that are being 
undertaken, and are planned, to improve their performance.  

Central to these reforms is a clear message from the Government that it expects its 
investments to operate as commercial and professionally-managed businesses. Consistent 
with this principal objective, they should be as profitable as a comparable business not 
owned by the State.  

To provide policy settings which communicate this commercial focus, the Government is 
committed to finalising a Dividend policy, Community Services Obligations policy, on-lending 
policy and Public Private Partnership law in 2012.  

The Government expects the Independent Public Business Corporation (IPBC) to better 
perform its role as trustee of the State’s General Business Trust assets. The IPBC’s core 
function is to improve the commercial performance of public enterprises so each  can 
improve their services and financial returns to the people of PNG. In early 2012, the IPBC 
will complete a review of the IPBC Act. This review will particularly focus on clarifying the 
IPBC’s role and improving its governance. 

1.8 DEVELOPMENT STRATEGY 

There are four sources of funding in the Development Budget: Government direct financing, 
tax infrastructure credits, donor grants and concessional loans. In 2012 the total 
Development Budget is K4,437.1 million, made up of 68.7 per cent from Government 
sources (direct financing, tax credits and loans) and 31.3 per cent from donors in the form of 
grants. A number of fixed commitments, totalling K901.9  million must also be met through 
the Development Budget.  

The 2012 Development Budget is the second annual budget of the Medium Term 
Development Plan 2011-2015 (MTDP) and the Development Strategic Plan 2010-2030 
(DSP). The DSP details the Government’s approach towards becoming a middle income 
country by 2030. The MTDP is the first of four five-year plans to implement the DSP and it is 
the country’s first action plan, explaining what will be done over the next five years in order 
to pursue the DSP goals.  

The 2012 Development Budget aims to empower PNG for effective participation in economic 
development. This strategy is supported by high impact and productive investments in the 
2012 Development Budget, providing access and opportunities to the rural majority, as well 
as citizens in our urban areas, and building the foundations for prosperity. Expenditure under 
the 2012 Development Budget will be directed towards all sectors of the economy however 
particular focus will be given to the MTDP enablers. Investment in the enablers will address 
current supply-side and absorptive capacity constraints and facilitate growth and 
development.  

In 2012, 78.0 per cent of Government expenditure has been allocated to MTDP sectors. 
Over the medium term, the Government will strive to increase the proportion of the Budget 
allocated to MTDP policy objectives. To achieve this, the Government will closely align the 
Recurrent and Development Budget and reduce the funding of expenditure items which are 
not detailed in the MTDP. The Government will ensure that the Budget is driven by policy 
and respective sector strategies. 
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1.9 SECTORAL POLICIES 

The successful delivery of goods and services, as envisioned under the MTDP, will in part 
depend on how well development expenditure is led by sector policy. Chapter 10 details the 
Government’s sector policies guiding expenditure decisions and provides clarity on the 
desired targets to be achieved by 2015. It provides information on the current status of the 
sector, the challenges faced by the sector, and details the key implementers of sector 
priorities. Further details are provided on the development appropriations to the sector since 
2006 and major programs and projects funded through the 2012 Development Budget by 
both Government and development partners are highlighted. 

The sectors discussed in this chapter are: land, law and justice, transport, higher education, 
primary and secondary education, utilities (water and sanitation ), energy development, 
information and communications technology, primary and preventative health, agriculture, 
fisheries, forestry, tourism, oil and gas, mining, manufacturing, environment and HIV/AIDS. 

1.10 PUBLIC DEBT 

The objective of the Medium Term Debt Strategy 2012–2016 (Debt Strategy) is to minimise 
the cost of debt consistent with the Government’s tolerance for financial risk. There are three 
major strategies: (i) maintain debt a t sustainable levels; (ii) maintain financial risk at prudent 
levels; and (iii) develop the domestic debt market. The Debt Strategy is aligned to the Fiscal 
Strategy and Development Strategic Plan.  

Total public debt is projected to be increased by K288.1  million over 2011 to  
K7,184.9 million. Over 2012, public debt is projected to increase by a further K700.0 million 
to K7,884.9 million. This is due to the IPBC requiring an additional US$258  million 
(K561.0 million) in order to fund its share of the PNG LNG Project cash calls (which includes 
the new landowner companies). The Government has decided to fund this short-fall, plus an 
additional K339.0 million as a contingency for cost overruns, via the issuance of domestic 
debt securities. K200.0 million will be raised in 2011 and held in cash until 2012 when the 
remaining K700.0 million will be raised and transferred to IPBC as required.  

Over the last five years, the Government has made excellent progress in implementing the 
Debt Strategy with the debt to GDP ratio falling by 13.0 percentage points to 26.1 per cent 
largely due to growth in GDP. This trend is expected to continue with the debt to GDP ratio 
at the end of 2012 projected to fall to 23.2  per cent.  

However, reductions in public debt have been offset by an increase in off-balance sheet 
foreign currency liabilities -  that is, borrowing by State owned agencies which are not 
included in the budget process or general Government debt. These liabilities currently total 
around 32.0 per cent of GDP. In addition, the Government has around K2.1  billion in 
unfunded superannuation liabilities. Total public debt plus these other significant liabilities is 
currently around 63.4 per cent of GDP. Due to the high level of State liabilities, maintaining 
debt at prudent levels and managing financial risks remain important objectives of the Debt 
Strategy. 

1.11 MEDIUM TERM FISCAL OUTLOOK 

The medium term fiscal outlook is informed by the Government’s medium-term economic 
strategies: the Medium Term Fiscal Strategy (MTFS), the Medium Term Development Plan, 
the Medium Term Debt Strategy and the Fiscal Responsibility Act 2006. The MTFS will be 
reviewed in 2012 and updated to cover the period 2013 to 2017. This revised MTFS will be 
published in late 2012 and will be aligned with the Sovereign Wealth Fund framework for 
managing mineral and petroleum revenues from the PNG LNG Project.  
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The medium term outlook shows a declining growth of Government revenue, which will lead 
to slower growth in expenditure over the next two years if based on maintaining balanced 
budgets. This temporary slowdown follows very high growth in revenue of 58.8 per cent over 
the past three years. The next two Budgets in 2013 and 2014 will be particularly challenging 
with falls in real expenditure levels projected . This will present medium term challenges in 
funding key Government development priorities and initiatives. To meet these challenges, 
the Government will need to focus on the efficient and effective delivery of outcomes rather 
than crude measures of increased funding for service delivery. 

In Chapter 11, a framework is provided for moving towards more sustainable and effective 
medium-term budgeting. Medium term budgeting (also known as forward estimates) 
provides the opportunity for departments to plan ahead with greater certainty and facilitate 
agencies entering into cost effective multi-year contracts where appropriate. The intention is 
to transition to forward estimates budgeting from 2013. 

1.12 PAPUA NEW GUINEA SOVEREIGN WEALTH FUND  

The Secretaries Committee on Sovereign Wealth Fund (SWF) and the Inter-departmental 
SWF Working Group (ISWFWG) established in 2010 have developed the policy for 
establishing the structure and institutional framework for the Papua New Guinea SWF 
(PNG SWF) to manage the State’s mining and petroleum revenues, including those from the 
PNG LNG project. With the change in Government in August 2011, the SWF structure also 
changed, although a number of fundamental elements remained.  

In October 2011 the NEC agreed on the proposed structure and institutional framework for 
the PNG SWF recommended by the SWF Secretaries Committee. The main key design 
elements of the PNG SWF include: 

• The PNG SWF being onshore managed, offshore invested and onshore spent. 

• A single governance framework to manage the two funds - a Stabilisation Fund and a 
Development Fund.  

• The PNG SWF being fully integrated into the budget and fiscal framework.  

• The PNG SWF being overseen by an Independent Board  which is loca ted within 
PNG. 

The Government agreed that the PNG SWF will be established under an Organic Law to 
prevent it from misuse and corruption. Basically, the Organic Law will incorporate only the 
essential high level policy issues. Other aspects of the policy issues will be established 
through Acts of Parliament. On 2 November 2011 the proposed Organic Law for the 
establishment of the PNG SWF was published in the National Gazette consistent with the 
Constitutional requirements. The Organic Law is expected to be introduced in 
December 2011 for passage in the first quarter of 2012. 

Since the SWF is a new concept to the people of PNG, both the Secretaries Committee and 
the ISWFWG are making it as a priority to  undertake public awareness activities including 
media statements and press release, talkback show on radio and TV, and regional forums to 
educate Papua New Guineans on this issue of national importance.  
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CHAPTER 2. ECONOMIC OUTLOOK 
2.1 WORLD ECONOMIC GROWTH  

The global economic recovery in 2011 has been uneven and affected significantly by 
regional challenges and natural disasters, including the Euro zone debt crisis, the 
earthquake and tsunami in Japan, and political upheavals in the Middle East and North 
African region. With structural policies aimed at fixing the problems exposed by the financial 
crisis yet to be fully implemented, the shocks have reduced market confidence and slowed 
economic recovery. Furthermore, the debt concerns of the Euro zone intensified during the 
year, placing the global economy at a critical point on its road to recovery. 

According to the International Monetary Fund’s (IMF’s) September World Economic Outlook 
(WEO), the world economy is expected to grow by 4.0 per cent in 2011. This is a downgrade 
from its previous forecast of 4.3 per cent in June. The moderation in the forecast is the result 
of a delay in the expected recovery of advanced economies, as the effects of international 
uncertainty and disturbances will take time to abate before fundamental drivers of expansion 
slowly reassert themselves. On the other hand, activity in emerging and developing 
economies is expected to remain robust. 

The IMF has projected world growth to be 4.0 per cent in 2012. This projection is based on 
the assumption that financial turmoil does not worsen in the Euro zone, thereby allowing 
market conditions to stabilise. The return to stronger activity in the advanced economies is 
expected to be delayed rather than derailed while activity in emerging and developing 
economies is expected to continue at a strong pace. 

 
Figure 1: World Economic Growth Projections 

 
Source: International Monetary Fund (IMF), September WEO 

Advanced economies are expected to grow by 1.6 per cent in 2011. This is a downgrade 
from the previous IMF projection of 2.2 per cent made in June. Demand problems in the US, 
Euro debt problems and the natural disasters in Japan have slowed down the progress of 
recovery in the advanced economies.  

The US economy is expected to grow by 1.5 per cent in 2011 and 1.8 per cent in 2012. The 
hand over from public to private demand has stalled and the US economy is facing 
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significant stress due to deteriorating business and household confidence. Market volatility 
has increased due to concerns about the slow recovery, recent downgrades in the US 
sovereign credit rating and rising concerns about European debt.  

The outlook fo r growth in the Euro  zone is significantly constrained by the ongoing sovereign 
debt crisis. High public debt, lower potential output and mounting market tensions are 
weighing on growth in much of advanced Europe. This strain has also spread to other Euro 
economies that had not been affected. In addition, the fiscal challenges from the previous 
crisis, including the weak state of European banks, continued to erode investor confidence 
despite the recent announcements of rescue packages by policy makers. With these 
developments, growth in 2011 has been revised down from 2.0 per cent in the June WEO 
update to 1.6 per cent. Growth in the Euro zone is expected to continue to ease in 2012 with 
growth of 1.1 per cent when the temporary slack brought on by the high commodity prices 
and supply disruptions from the Japanese earthquake diminish. However, this projection 
assumes that the European policy makers contain the crisis.  

Emerging and developing economies are expected to grow by 6.4 per cent in 2011. This is a 
downward revision from 6.6  per cent estimated at June WEO. Emerging and developing 
economies continued to maintain solid growth, however temporary disruptions, especially 
from the Japanese earthquake and tsunami, have slowed growth slightly due to the delays in 
the supply chains (especially in the automotive and electronic sectors).  

In emerging Asia, robust consumer and business sentiment has supported growth while 
advanced Asia has bounced back strongly after early setbacks. Buoyant commodity prices 
helped propel growth in Latin America and countries in the Commonwealth of Independent 
States. While activity rebounded in crisis hit countries of Central and Eastern Europe, growth 
elsewhere especially in the Sub-Saharan Africa continued to expand. By contrast, activity in 
the Middle East and North Africa region suffered from political and social unrest. Growth in 
emerging and developing economies is expected to moderate to 6.1  per cent in 2012, due to 
weak external demand and monetary policy tightening in overheating economies such as 
China. Despite this, the flow on effects from rebuilding in Japan is expected to offset some of 
the economic slack.  

Going forward, strong fiscal policies are needed to ensure that a strong, balanced and 
sustainable path to recovery is achieved. According to the WEO, for this to be achieved 
three things are needed; the first is fiscal consolidation, the second being financial measures 
and the third being external rebalancing.  

The IMF warns that increased international fiscal and financial uncertainty is not likely to 
disappear overnight. Growth in advanced economies not expected to reach any great 
heights in the near term, and the financial sector in particular needs to be made stronger, 
especially the banks. Addressing structural and institutional problems, as well as fixing weak 
balance sheets, will take time. 

The IMF and G20 countries consider that domestic demand in crisis-hit advanced 
economies including the United States cannot by itself ensure sufficient or sustained 
economic growth. In this regard, exports from the United States and crisis-hit advanced 
economies must increase. Fast growing economies in Asia, especially China, have large 
current account surpluses and have indicated plans to rebalance from foreign to domestic 
demand. While these plans are not expected to be implemented in a hurry, they must be 
implemented as soon as possible. Only through global rebalancing can the crisis-hit 
advanced economies achieve stronger growth and by implication the rest of the world. Such  
a global rebalancing could have important implications for PNG as it could affect commodity 
prices and the nature of our exports, including giving increased emphasis to the growing 
demand in China and India. 
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Inflation 

In the advanced economies, headline inflation is forecast by the IMF to be around 
2.5 per cent in 2011 but ease to 1.5  per cent in 2012, based on expectations of a continued 
easing of food and energy prices. On the other hand, headline inflation in the emerging and 
developing economies is exp ected by the IMF to decline from 7.5 per cent in 2011 to around 
6.0 per cent in 2012, as the effects of easing food and energy prices are partly offset by 
increased domestic demand pressures. 

The IMF in its September 2011 WEO stated that inflation pressures remain elevated in 
emerging and developing economies. However, in the major advanced economies, both the 
headline and core inflation appeared to have lost momentum. In the coming years, the two 
main factors that will determine the path of international inflation are:  
 

• Energy and food prices. These have been a key driver of recent international 
inflation, but has currently stabilised below their 2011 peaks. However, risks on 
prices are tilted towards the upside, especially for emerging and developing 
economies. It is anticipated that these  economies are more likely to experience the 
flow on effects on wages from past food and energy price inflation because these 
account for a larger share of the consumption budget. 

• Output gaps. These are generally not very large with the exceptions of Japan and the 
United States. However, in the Euro zone, wage growth will remain low for sometime 
as employment is lagging behind the expansion of output. In smaller advanced 
economies and emerging and developing economies, the small output gaps are 
evidenced by tightness in labor markets. 

Commodity Prices 

Commodity prices continued to rise higher in the beginning of 2011, buoyed by confidence 
that the global recovery was on course and that the intended policies needed to boost 
growth, especially in crisis-hit economies, were being put into motion. Prices of PNG’s key 
mineral export commodities including oil, copper and especially gold were nudging record 
territories. Partly as a result of these high prices, a surplus was projected at the time of the 
tabling of the Mid Year Economic and Fiscal Outlook (MYEFO). However events have since 
taken a turn, with political unrest in the Middle East and North Africa region and problems 
related to US and Euro zone public debt intensifying. This increased uncertainty and 
confidence in the global economy, which translated into sharp swings in commodity prices – 
oil and copper prices fell by 34.0 per cent and 33 .0 per cent, while gold, a safe haven 
commodity, rose in price by 44.0 per cent since mid -year. 

Prices continued to be highly volatile, and with confidence still suffering from the impact of 
the uncertain global growth and global instability, it may take time for a global economic 
recovery to gain a foothold and stabilise conditions.  

According to IMF’s All Commodity Price Index, the prices of commodities continues to be 
volatile, and have fluctuated widely over the course of 2011. In October 2011, prices have 
started to track higher again, increasing by 0.5  per cent when compared against prices at 
the beginning of the year, and by 15.0 per cent when compared to October 2010. For the 
PNG economy, the PNG Export Weighted Price Index is the more relevant indicator. This 
shows that mineral prices have increased by only 6.0 per cent in the first half of the year, but 
are 24.0 per cent higher in the June quarter 2011 compared to the same time last year. 
 



2012 Budget, Vo lume 1 

12 

Figure 2: IMF All Commodity Price Index Figure 3: PNG Export Weighted Index 

Source: International Monetary Fund (IMF)            Source: Bank of PNG 

The following discussion is centered on the main mineral, petroleum and agricultural 
commodities that PNG exports.  

Copper 

Copper prices continued to rise in the early months of 2011, driven by continuing strong 
demand from China and improving demand elsewhere. Prices peaked at around 
US$10,148 per tone in mid- February. However other concerns, including China’s worry on 
containing overheating parts of its economy, lead to tightening of demand which saw prices 
ease in the second quarter of 2011. A global economic slowdown around mid-year, related 
especially to US and Euro debt concerns, also had its impact, negatively affecting demand 
and confidence. This further amplified concerns about financial institutions and the strength 
of the global recovery, which saw sharp swings in prices after June. Subsequently, price 
volatility increased – spot prices traded around US$7,348 per tonne at one point in October, 
whereas at the start of November, copper prices averaged around US$9,046 per tonne. This 
is 20.0 per cent higher than the average copper price in 2010. 
 

Figure 4: Copper Prices Figure 5: Copper Prices against Stocks 

  
Source: Department of Treasury & London Metals Exchange 
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Currently, the fundamental drivers of price are slowly reasserting themselves in the copper 
market, unlike in the past where speculative demand was one of the driving factors 
supporting a high copper price despite greater stocks of copper. Current price levels are on 
a downward trend, as a relatively high copper stock is lowering prices. 

Copper prices are assumed to average around US$8,819  per tonne in 2012, as a result of 
the anticipated re -establishment of the global economic recovery, continued economic 
progress in China and assumed containment of the financial problems in the US and the 
Euro zone.  

Oil 

Oil prices have also increased in 2011, peaking at US$109 per barrel in April. The 
recovering global demand, especially in the US (the world’s largest consumer of oil), early in 
the year, provided some support, and the political unrest in Libya weighed down on global oil 
supply driving oil prices up further. Prices stabilised in the second quarter, after global 
supplies were boosted by greater production from other members of the Organisation of 
Petroleum Exporting Countries (OPEC) and the release of crude oil and petroleum stocks 
from strategic emergency reserves by International Energy Agency members. Furthermore, 
the stalling of the US recovery mid-way through the second quarter further eased demand 
and upward pressure on oil prices. 

Oil prices, however, remained highly sensitive to the events that unfolded in the Middle East 
and North African region, with sharp swings occurring at various stages throughout the year. 
Prices fell sharply in August when fighting  in Libya intensified and when concerns resurfaced 
about the global economy going back into a double dip recession. Since August, prices have 
traded between US$75 per barrel and US$95 per barrel. Conditions have since eased, 
allowing prices to settle. From the beginning of 2011 to the end of October 2011, West 
Texas Intermediate (WTI) oil prices have average around US$94 per barrel, which is 
19.0 per cent higher compared to the average in 2010. 
 

Figure 6: Oil Prices - Long Term Figure 7: Oil Prices against Stocks 

Source: Department of Treasury and US Energy Information Administration 

Consistent with developments projected ahead, especially a slow gradual recovery in the 
global economy, the oil price  is assumed in this Budget to average around US$85 per barrel 
in 2012. 
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Gold 

Gold prices have continued to strengthen in 2011, especially in light of the negative global 
developments. The Japanese natural disasters, political upheavals (especially in the Middle 
East and North Africa region) and the slowdown in the global economy brought on by public 
debt problems in the US and Euro zone, have all had a positive impact on gold prices over 
the course of the year – gold’s safe haven status continues to attract investors in bad times. 
Price reached an unprecedented high of US$1,895 per ounce in September. With rising 
uncertainty and confidence still a long way from being restored, gold prices continue to trade 
above historic levels. From the beginning of 2011 to the end of October 2011, prices 
averaged around US$1,547  per ounce, which  is 26.0 per cent higher compared to the 
average price in 2010. 

Figure 8: Gold Prices 

Source: Department of Treasury and Bank of England 

The global recovery appears to be slow and sluggish at this stage and, given that confidence 
is yet to be restored, the uncertain and apprehensive state of financial markets is likely to 
increase the appeal of gold as a safe haven asset. With this situation expected to play out in 
the near term, the gold price is assumed in this Budget to be US$1,884  per ounce in 2012. 

Agriculture  

Prices of agricultural commodities have also traded higher in 2011. Improving global 
demand at the beginning of the year supported the rise in prices. In addition, a poor harvest 
of certain crops due to weather related disruptions also contributed  to higher prices. Prices 
have eased back after the second quarter, due to the slowdown in global economic 
recovery. The setbacks led by the natural disasters in Japan and debt problems in the US 
and Euro zone have had a negative impact on global demand, while a slow down in China 
due to inflationary concerns have further eroded demand. This has seen a downturn in 
agricultural prices, including the prices of PNG’s key agricultural commodities. The prices of 
coffee fell by 24 .0 per cent, cocoa by 28 .0 per cent, palm oil by 30.0 per cent and copra by 
49.0 per cent from the peak in the first half of the year. Compared to a year ago, prices are 
34.0 per cent higher. 

From the beginning of 2011 to the end of October 2011, coffee prices have averaged around 
US$6,456 per tonne, cocoa prices have averaged around US$3,099 per tonne, palm oil 
prices around US$1,082 per tonne and coconut oil prices have averaged around 
US$1,803 per tonne. 
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Figure 9: PNG Export Weighted  
Agriculture Price Index 

Figure 10: Price Index of  
Key PNG cash crops 

 

 

 
Source: Department of Treasury and Reuters 

There are risks to the commodity price assumptions, which include a further stalling of the 
global economic recovery which would impact on the demand for commodities. Given that 
commodity prices have a significant bearing on PNG Government revenues, key risks 
mentioned, including the state of the global economy, have been considered in the formation 
of commodity price assumptions for the 2012 Budget. 

Exchange rates  

PNG’s import Trade Weighted Index (TWI) appreciated strongly by 17.5 per cent over the 
year to October 2011. The higher import TWI compared to the corresponding period of 2010 
reflects an  appreciation against all of the currencies of our major trading partners, 
particularly the US and Australian dollars. According to the Bank of PNG exchange rate  
data, the Kina appreciated by 19.0 per cent against the US dollar and 15.4  per cent against 
the Australian dollar. The Kina also appreciated against other key trading currencies 
including the Euro (20.5  per cent), Malaysian Ringgit (20.4  per cent), UK Pound 
(19.8 per cent), Chinese Yuan (13.7   per cent), NZ dollar (13.2  per cent) and the Japanese 
Yen (11.4 per cent). 

The strengthening of the Kina against PNG’s major trading partners, especially the US 
dollar, is due largely to the increased inflow of foreign exchange from mining and petroleum 
exports and foreign investment related to the construction of the PNG LNG project. The 
appreciation of the Kina is expected to reduce the cost of imports. The Government is 
committed to making sure that producers pass onto consumers the full benefit of the Kina’s 
strong performance through lower prices. 
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Figure 11: Imported Weighted Trade Index Figure 12: Exchange Rate Developments 

Source: Bank of PNG and Department of Treasury  

2.2 DOMESTIC ECONOMIC OUTLOOK 

The outlook for domestic growth in 2012 is positive, with the PNG economy forecast to 
continue to grow sharply. This would represent 12 consecutive years of g rowth. Although the 
construction of the PNG LNG project, a significant driver of growth in 2010 and 2011, is 
reaching its advance stages, private and public demand has seen economic activity continue 
unabated. This demand is supported by both the PNG LNG project construction and the 
continuing stable macroeconomic environment offered by PNG. 

Growth is forecast to be relatively broad-based, with mining GDP growing by 13.7 per cent 
and non-mining GDP growing by 7.4 per cent. 

The growth in the mineral sector in 2012 is the result of the anticipated commencement of 
production at the Ramu Nickel mine. Without this, mineral growth would be subdued, with 
declining production in existing mines and fields as projects mature. Non-mineral growth is 
expected to benefit from private and public sector demand. Activities directly impacted by 
the PNG LNG project construction, although muted by continuing capacity constraints within 
the economy, are expected to continue to show growth. However, a large driver behind 
projected growth in 2012 is high projected growth in consumption in 2012, a result of positive 
consumer sentiment and growing incomes.  

In 2011, the PNG economy continues to grow strongly, as the construction work of the PNG 
LNG project ramps up. This brings substantial benefits to a number of industries in the 
economy, either through the direct provision of goods and services to the project or indirectly 
through increased spending in the economy. In addition, the high commodity prices 
experienced during most of the year is expected to fuel growth. 

However, a number of factors also acted to impede growth in 2011. The major mines like OK 
Tedi, Porgera and Lihir have experienced a number of problems which adversely impeded 
production, while oil production is continuing to slow at the maturing oil fields of Kutubu, 
Moran and Gobe from natural decline. Growth in the agricultural sector is affected by the 
negative impact of the cocoa pod borer infestation while the coffee bi-annual season 
remains unpredictable and poses some risks to production if a negative season unfolds. The 
economy is also seeing signs of capacity constraints with inflationary pressures accelerating 
markedly. 
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2.3 GROSS DOMESTIC PRODUCT 

2010 Update 

The final approval and commencement of construction of the PNG LNG project was a major 
boost for the PNG economic outlook. The increased certainty in the economic landscape 
allowed businesses to commit to investment plans to take advantage of opportunities flowing 
directly and indirectly from the project. This translated into increased activity in the domestic 
economy, largely in the non -mineral sectors, with most businesses reporting strong growth 
in production and sales. Improvements in the global economy and rising commodity prices 
have also  supported this strong growth. 

However, there were a number of downside factors. Production at the Ramu Nickel mine 
was delayed and oil production continued to slow at the maturing oil fields of Kutubu, Moran 
and Gobe. Growth in the agricultural sector was affected by the negative impact of the cocoa 
pod borer infestation, and drought related disruptions in coffee growing regions of the 
country. Towards the end of 2010, inflation accelerated markedly, indicating that growth was 
negatively impacted by capacity constraints in the economy. 

In 2010, total GDP grew by an estimated 7.6  per cent, rebounding from the slow growth of 
the previous year. Total non-mining GDP grew by estimated 8.5 per cent reflecting the 
positive impact of PNG LNG project on business activity across all sectors in 2010. 
 
2011 Update 

The PNG economy is expected to grow by a very strong 8.9  per cent in 2011. This is higher 
than the 8.0 per cent forecast in the 2011 Budget, but lower than the Mid -Year Economic 
and Fiscal Outlook (MYEFO) forecast of 9.3 per cent.  

Economic activity at the beginning of 2011 was very strong, reflecting near record high 
commodity prices. Domestic activity was also strong due to the ramp up in the construction 
phase of the PNG LNG project. However a number of factors have contributed to the 
downgrade in forecasts from the middle of 2011, including: 

• Abnormally low production from key major mines at Ok Tedi, Porgera and Lihir. At 
the Ok Tedi mine, the  pyrite spill in May caused the mine to close for almost a month. 
This translated into a significant loss in minerals production in the first six months of 
the year. Production at the Porgera  mine continues to be affected  by infrastructure  
issues and a man power shortage, while the Lihir mine suffered a shutdown due to 
maintenance work; and 
 

• Further delays in the commencement of production  at the Ramu Nickel mine. 
Production is now expected to commence in 2012.  
 

Growth in 2011 is in spite of lower mining and petroleum production. The mining and 
quarrying sector is expected to contract by 6.7 per cent in 2011. This is attributable to the 
disruptions discussed above.  
 
The oil and gas sector is expected to decline by 26.4 per cent in 2011. This is higher than 
the decline of 19.5  per cent forecast in the 2011 Budget, and reflects the natural decline in 
all existing fields. Production in 2011 has also been lower than usual due to shut downs for 
infrastructure upgrades in preparation for the PNG LNG project. 
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Figure 13: Economic Growth 2000 - 2016 

 
Source: Department of Treasury  

Total non-mining GDP is expected to grow at 10.8  per cent in 2011, up from 8.5 per cent in 
2010, driven by strong growth in the following sectors: construction, transport strorage and 
communication, wholesale and retail, manufacturing, finance real estate and business, and 
electricity gas and water. 

The construction sector is expected to grow by a very strong 22.0 per cent in 2011. This is 
largely driven by the ramp up in activity associated with the construction phase of the PNG 
LNG project. In addition, the flow on effects of the project and a rapidly growing economyis 
underpinning business expansion and increased investment in business infrastructure and 
operations. With very high growth over the past two years, the availability of skilled  labour 
and construction equipment is becoming an increasing concern for business. This is 
expected to translate into higher prices (both wages and rentals) as businesses compete for 
the limited pool of resources in the economy. 

The transport, storage and communication sector is expected to grow by 16.0 per cent in 
2011. Driving this growth is the increased demand for transport and storage services with 
increasing levels of activity associated with the construction phase of the PNG LNG project. 
Growth in the communication segment is also expected to be strong, although not as fast as 
before, as the mobile phone market appears to be reaching saturation. 

The wholesale and retail sector is forecast to grow by an exceptional 18.0 per cent in 2011. 
Businesses in this sector continue to report significant growth in sales and turnover. This is 
attributable to the growing population, as well as rising incomes and employment, flowing 
from the indirect benefits of the PNG LNG project. 

The manufacturing sector is expected to grow by 13.0 per cent in 2011. Major manufacturers 
in PNG continue to report strong growth in sales and volumes. Most attribute this 
performance to the increasing needs of a growing domestic economy, rising incomes and 
employment, and the PNG LNG project. The improved global economy at the beginning of 
the year has also supported exporters in the domestic economy. 
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The finance, real estate and business sector is expected to grow by 11.6 per cent in 2011. 
This is driven by the increased transactions related to the PNG LNG project. Strong 
domestic growth is also translating into a growing domestic demand for financial services. 

The electricity, gas and water sector is expected to grow by a strong 9.5 per cent in 2011. 
With the continued strong growth in the domestic economy, there is already an 
unprecedented level of demand for the use of utilities like power and water. However utility 
providers remain concerned over the state of key infrastructure like dams, roads and power 
lines. Lack of maintenance to some of this infrastructure is resulting in lack of service 
delivery to  key sectors of the economy. 

The agriculture, forestry and  fisheries sector is expected to grow by 4.5 per cent in 2011. 
This continues to reflect global demand including a strong surge in commodity prices at the 
beginning of the year. This has translated into higher coffee, copra and palm oil production 
as farme rs, including business houses in the sector, respond to the higher prices. This 
growth is higher than the 2011 Budget projection of 3.7  per cent. Cocoa production 
continues to be plagued by the cocoa pod borer which has spread to other provinces like 
Bougainville. Containment efforts continue to be rolled out especially in the East New Britain 
Province where the pest has had the biggest impact. However cocoa and coffee production 
is expected to be boosted over the medium term with the roll out of the Productive 
Partnership in Agriculture Project funded by World Bank and the PNG Government. 

2012 Economic Outlook 

The economy is expected to grow by 7.8 per cent in 2012. The construction phase of the 
PNG LNG project is expected to have passed its peak and progressed into advanced 
stages, but will nevertheless continue to underpin growth in other sectors, especially the 
construction and transport, storage and communication sectors. Other non-mining sectors of 
the economy like wholesale and retail, manufacturing and finance, real estate and business 
services sectors are also expected to benefit from the indirect benefits flowing from the 
project, as increased employment, wages and profits contribute to higher incomes and 
consumption spending in the domestic economy.  

Economic growth in 2012 is higher than the 2011 Budget forecast largely due to the return to 
normal production expected at the major mines after the disruptions in 2011, including the 
expected start up of production at Ramu Nickel, and higher economic activity flowing 
indirectly from the PNG LNG project. 

The mining and quarrying sector is expected to grow by a very strong 20.2 per cent in 2012. 
This includes first production at Ramu Nickel and a return to norma l production at Ok Tedi, 
Porgera and Lihir. Smaller new mines including Simberi and Hidden Valley are also 
expected to expand operations, thereby supporting growth in 2012.  

The petroleum sector is expected to decline by 9.9  per cent in 2012 as the oil fie lds continue 
to mature.  

Non-mining GDP is forecast to grow by 7.4  per cent in 2012 driven by strong growth in the 
wholesale and retail, electricity gas and water and the construction sectors. All other 
non-mining sectors are expected to continue to expand in 2012. 
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Figure 14: Contribution to growth by sectors, 2011 and 2012 

 
Source: Department of Treasury  

The agriculture, forestry and fisheries sector is expected to grow at 4.4 per cent in 2012. 
This reflects steady growth in rural production especially in coffee and palm oil. The 
rehabilitation of coffee and cocoa under the Productive Partnership in Agriculture Project, 
while at the early stages of roll-out, is expected to support higher production. Global demand 
is expected to support continuing favourable prices thus support production of cash crops 
like copra and the export of forestry and fisheries products.  

The wholesale and retail sector is expected to continue to grow exceptionally at 
19.0 per cent in 2012. Increased profits and incomes are expected to translate into 
increased consumption spending in the domestic economy. A large component of this 
spending is expected to be on food and other key household items, significantly boosting 
activity in this sector.  

The electricity, gas and water sector is expected to grow by 12.0 per cent in 2012 as the 
roll-out of some of the key Government funded projects like the Rural Electrification Project 
are re-activated. Bringing power and water to the rural areas is one of the key commitments 
of the Government. 

The construction phase of the PNG LNG project, by moving into advanced stages, is 
expected to continue to drive activity in the construction sector and support the expansion of 
the non-mineral economy. However, with construction approaching its peak, andthe limited 
supply of skilled labour and equipment coming to the fore, growth is expected to moderate 
from the pace of the last two years. Construction sector growth is expected to moderate to 
9.0 per cent in 2012. 

The rest of the economy is expected to continue to grow strong ly, however some moderation 
is expected as the economy slows down due to capacity constraints, inflation concerns and 
as the PNG LNG project construction moves into advanced stages. Solid growth is forecast 
for the manufacturing, transport storage and communication, finance real estate and 
business services sectors. 

-4.0 -3.0 -2.0 -1.0 0.0 1.0 2.0 3.0 4.0

Construction

Transport, storage and communication

Finance, real estate and business services

Wholesale and retail trade

Community, social and personal services

Agriculture, Forestry and Fishing

Electricity, gas and water

Manufacturing

2011

2012

Percentage Point Contribution to Growth

Oil and Gas Extraction

Percentage Point Contribution to Growth

Oil and Gas Extraction

Mining and Quarrying



2012 Budget, Vo lume 1 

21 

Medium Term 

Economic growth is expected to ease over the medium term, especially in 2013 when the 
PNG LNG construction phase winds down. In addition, the winding down of mining 
operations at Ok Tedi are as it prepares for closure in 2014 and declin ing oil production from 
the maturing oil fields are both expected to impact negatively on growth. Activity in the 
non-mining sector, especially in the strong performing sectors like construction, transport, 
storage and communication and wholesale and retail sectors are expected to grow more 
slowly than in previous years. Nevertheless, the medium term forecasts do not yet 
incorporate the prospect of Ok Tedi mine extension and  other new mining projects (such as 
a second LNG project) coming on stream, which provide upside risk to the forecasts 
presented. In 2014 and 2015, PNG LNG production is expected to commence, resulting in a 
large spike in GDP growth, although only a modest increase in non-mining GDP. 

For the agriculture, forestry and fisheries sector, the medium term prospects are very 
encouraging with the roll-out of some key projects like the Productive Partnership for 
Agriculture Project. The Project is expected to underpin a boost to cocoa and coffee 
production, especially in 2014 and 2015 , when the benefits of infrastructure rehabilitation, 
capacity enhancement and improved market access are expected to  materialise. Palm oil 
production is also expected to expand over the medium term. However, it is expected that 
some of the replanting programs undertaken by various milling companies will provide a 
drag on the pace of growth in 2013. Although the medium term prospects of the forestry 
sector is difficult to ascertain due to data limitations, the fisheries industry is expected to 
grow strongly over the medium term as it continues to expand its plans to facilitate 
downstream processing and pursue efforts aimed at supporting local business. 

Production in the mining and quarrying sector is expected to decline when Ok Tedi winds 
down operations in preparation for an assumed shut down in 2014. This assumption has 
been made even though final decisions have not been made about the future of the Ok Tedi 
mine. However, Ramu Nickel is expected to commence production in 2012, ramping up to 
full production in 2015. 

The petroleum sector is expected to be weighed down by declining oil extraction, with 
production rates expected to decline from around 8  million barrels in 2011 to 4  million barrels 
in 2016. This continues to reflect the rundown of reserves from existing fields. Marginal fields 
like South East Mananda and Gobe are likely to end earlier than previously expected. While 
production of oil may be declining at an increasing pace, the PNG LNG project which is 
anticipated to commence production of LNG (including condensate, an oil-like by-product) in 
2014, is expected to provide a significant boost to production in the petroleum and gas 
sector. 
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Figure 15: Declining oil production over the medium term 

Source: Department of Treasury and Department of Petroleum &  Energy 

2.4 LABOUR MARKET 

High demand for skilled labour and strong economic growth is contributing to strong 
employment growth in PNG. The Bank of PNG employment index showed that employment 
in the formal private sector increased by 3.0  per cent in the June Quarter 2011  to be 
7.1 per cent higher through the year compared to 5.3  per cent in the year to March 
quarter 2011. 

Much of the growth in employment is strongly associated with the PNG LNG project 
especially in the transportation sector which has experienced a significant growth. 

Figure 16: Employment Index  Figure 17: Total Employment growth 

Source: Bank of PNG and Department of Treasury 

It should be noted that the Bank of PNG employment survey is likely to understate 
employment growth as the survey does not capture all employment from the PNG LNG 
contractors. 
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Figure 18: Industry Employment Growth – Year to June quarter 2011 

 

Source: Bank of PNG and Department of Treasury 

Figure 18 shows that there has been a broad based increase in employment.  Although 
employment growth in the building and construction sectors show a decline, mainly due to 
the completion of a number of road and building projects, as the Bank of PNG survey does 
not cover all employment from the PNG LNG contractors, overall employment growth in 
building and construction would be expected to have been positive. The employment 
increases were also broadly distributed across all regions. 

 
Figure 19: Mining and Non-Mining Employment   

Source: Bank of PNG and Department of Treasury 

Excluding the mineral sector, the annual level of employment grew by 6.7 per cent in the 
June quarter 2011 compared to an increase of 4.7 per cent in the March quarter 2011.  
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Strong employment growth within PNG is at odds with the global economy, which is 
currently undergoing economic turbulence due to the slow recovery of the United States and 
the sovereign debt crisis in the Euro zone. This is attributable to the continued influence of 
the construction phase of the PNG LNG project. However, securing suitable skilled labour is 
continuing to be a major concern for many industries. 

Wages Growth 

Nominal salary and wages have continued to increase, driven by high demand for skilled 
labour. Wage growth for skilled labour is anticipated to continue to grow strongly in key 
segments of the economy, as the shortage of skilled labour continues. Wage increases have 
also been experienced by the non-skilled labour, as a result of adjustment by the Minimum 
Wages Board (see Figure 20).  

Figure 20: Minimum Wages   

 
Source: Bank of PNG, National Statistical Office and Treasury 

2.5 PRICES 

PNG is experiencing high inflation. Inflation has an adverse effect on the cost of living for 
PNG families and leads to higher input costs for businesses. Moreover, inflation can be 
difficult to address if high inflationary expectations become entrenched. For this reason, the 
2012 Budget has been designed to complement monetary policy in dampening inflation. A 
balanced 2012 Budget (i.e. with no deficit or surplus) avoids adding to inflationary pressures 
from fiscal policy. In addition, this budget includes some specific measures aimed at 
reducing inflation (for example, through tariff cuts, which will directly lower the prices of 
certain imported goods, and lifting the tax-free thresholds for personal income taxes which 
should help reduce wage pressures).  

Inflation as measured by the Consumer Price Index (CPI) is very high and well above the 
target of 5.0 per cent. The high inflation is due to the unprecedented economic growth in 
PNG, which has strained available resources and buoyed prices. Businesses are finding it 
increasingly difficult to  secure skilled labour and land to expand economic activities. 
Consequently, wages and rentals have risen, and consumer and asset price inflation have 
surged.  

Furthermore, there is a concern that current domestic inflationary pressures are being 
understated in the official statistics produced by the National Statistical Office (NSO). The 
current basket of goods used by NSO is based on 1977 data and may not reflect current 
patterns of consumption. For example, businesses have indicated that the rate of inflation 
affecting their operations is at least a double -digit annual rate.  
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2011 Update 

Inflation through the year to the September quarter 2011 is 8.4 per cent compared to 
9.6 per cent recorded in the June quarter 2011. Underlying inflation on an annual basis 
eased slightly, with prices rising by 8.0  per cent in the year to September quarter 2011, 
down from 8.4  per cent in the year to June quarter 2011. The  Bank of PNG’s trimmed mean 
measure also indicated that annual underlying inflation was 6.4 per cent in the September 
quarter, down from 7.0 per cent in the June quarter. 

 
Figure 21: Consumer Price Index, through-the-year growth    

 
Source: National Statistical Office and Treasury 

All regions recorded price increases over the year to September quarter except Port 
Moresby. The strongest increase was experienced in Rabaul which recorded through the 
year price increase of 10.0 per cent followed by Port Moresby, Madang, Goroka and Lae 
with 9.3 per cent, 9.2 per cent, 7.4  per cent and 6.4 per cent respectively. 
 

Source: NSO and Department of Treasury 

Tradable and Non-Tradable Inflation 

Prices of imported (or tradable) goods have continued to grow strongly, increasing by 
8.5 per cent through the year to the September quarter 2011 compared to 9.1 per cent 
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currencies of major trading partners. The Kina appreciation of 19 .0 per cent against the US 
dollar since the start of the year, an extraordinary result, implies the US prices of tradeable 
goods are now over 25.0 per cent. This is not the case for most tradeable commodities, 
which suggests that importers do not seem to have passed on the benefits of the Kina 
appreciation as quickly as expected. The increase in tradable inflation continues to 
contribute to strong inflationary pressures within the domestic economy. The Government 
will work to ensure that the benefits of the Kina appreciation flow through to lower prices.  

 
Figure 24: Tradable and Non-Tradable Inflation, 2002-2011 

 
Source: NSO and Department of Treasury  

On the other hand, annual non-tradable (i.e. domestically generated) inflation has been 
trending higher without showing any signs of easing since the September quarter 2010. 
Non-tradable prices continued to grow strongly to be 8.4  per cent higher through the year. 
Non-tradable inflation is expected to remain strong and rise in the near term spurred on by 
increased economic activities driven by the PNG LNG project and an overheated economy 
running up against capacity constraints. 

Inflation Outlook     

Treasury has revised its annual headline inflation projection for 2011 to be around 
8.7 per cent, an upward revision from the 2011 Budget estimate of 8.2 per cent but lower 
than the Mid-Year Economic and Fiscal Outlook (MYEFO) estimate of 9.0  per cent. The 
upward revision to the 2011 projection from the 2011 Budget estimate is based on a higher 
than estimated GDP growth, continuing unexpectedly high imported inflation and continuing 
capacity constraints within the economy. These factors have resulted in higher than 
expected through the year inflation outcomes in the March and June quarters of 2011. 
However, the easing in the September quarter has called for a downward revision to inflation 
projection compared to MYEFO. A number of factors have been the main driver of this, 
including, rents, council charges and fuel, and drinks, tobacco and betel nut. However, 
inflationary pressures are still very strong and the Government will act to reduce inflation. 
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Figure 25: Actual and Projected Inflation: 2000 – 2012 

 
Source: NSO, Bank of PNG and Department of Treasury 

2012 Inflation Outlook  

In 2012, headline inflation is projected to ease to 7.6 per cent, revised upward from the 2011 
Budget estimate of 7.1 per cent and 7.2 projected in the MYEFO. The revised outlook takes 
into account a projected moderation in the real GDP, including the expected moderation in 
the rate of growth of construction of the PNG LNG project, an assumed moderation in the 
international food and fuel prices, and implementation of, and extension to the Tariff 
Reduction Program (TRP). The extension to the TRP is expected to lower inflation by 
around 0.5 to 0.7  per cent. 

As shown in Figure 25, the average annual inflation between 2000 and 2003 was at double 
digit levels before receding over the years 2004 to 2007. In 2008 inflation accelerated, 
recording an outcome of 10.8 per cent, and has remained at elevated levels since. Inflation 
is expected to accelerate again in 2011 and, with appropriate monetary and fiscal policy 
settings, is projected to show signs of slight easing in 2012.  

2.6 MONETARY DEVELOPMENTS 

In response to growing inflationary pressures, the Bank of PNG tightened monetary policy by 
increasing the Kina Facility Rate (KFR) by 25 basis points in each of June, July and 
September 2011 to 7.75 per cent. In addition, in July and August 2011, the Bank of PNG has 
increased the commercial bank’s Cash Reserve Requirements by 100  basis points to 
6.0 per cent to support the tightening stance. 

Given the high level of liquidity circulating within the economy, the bank issued Central Bank 
Bills (CBBs) totaling K1,170.0 million through its open market operations to diffuse some of 
the excess liquidity in the banking system between December 2010 and September 2011. 
This contributed to an increase in CBB rates from 2.35 per cent to 2.76 per cent for 28 day 
bills. Treasury Bill rates also increased over the same period from 3.23 per cent to 
4.23 per cent for 182-day bills. As indicated in Figure 26, real interest rates (the difference 
between the Treasury Bill rates and inflation rates) are becoming  negative, suggesting that 
this element of monetary conditions is stimulatory for the economy. However, the average 
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lending rate on total loans is a better indicator of conditions facing businesses and PNG 
households, and these rates are still above the level of inflation. 

These steps have led to an increase in commercial banks Indicator Lending Rates with the 
range increasing from 10.95 -11.95  per cent in September 2010 to 11.45- 12.20 per cent in 
September 2011. The weighted average interest rate on total deposits remained unchanged 
at around 1.0 per cent between December 2010 and August 2011, while the average lending 
rate on total loans increased from 10.6 per cent to 10.8 per cent. This has resulted in the 
widening of the spread between weighted average lending and deposit rates. 

 
Figure 26: Nominal and Real Interest Rates on Treasury Bills  

 
Source: NSO, Bank of PNG and Department of Treasury 

Total liquidity of the banking system increased by 13.5 per cent to K7,670.5 million over the 
year to August 2011, due to an increase in Government deposits including trust account 
balances and foreign exchange inflows. Lending provided by Other Depository Corporations 
(ODCs) to the private sector increased by 9.7 per cent over the twelve months to 
August 2011.  

The level of broad money supply increased by 10.6  per cent over the year to August 2011 as 
a result of growth in private sector credit and increases in net foreign assets of the Bank of 
PNG and ODCs. The monetary base increased by 50.0 per cent compared to 9.2 per cent 
projected in the Bank of PNG’s March quarter Monetary Policy Statement.  

In 2011, broad money supply is expected to increase by 14.6 per cent, higher than 
9.6 per cent growth projected in March. The upward revision is attributed to an increase in 
net foreign assets of the banking system propelled by high international commodity prices. 
Both the monetary base and private sector credit are expected to grow by 48.7 per cent and 
14.5 per cent respectively, both higher than the projections in March. 

The high growth in the monetary base is attributed to increases in currency in circulation and 
deposits of ODCs at the Bank of PNG. The Bank views this strong growth in the monetary 
aggregate as being sufficient to support economic growth, but is also mindful of the 
inflationary impact of growth in private sector credit associated with the high growth in 
economic activity. 
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In 2012, broad money supply is projected to ease slightly to 12.2 per cent, monetary base 
growing by 21.1 per cent and credits to the private sector growing by 13.6  per cent. 

 
Figure 27: Money Supply and Private Sector Credit Growth  

 
Source: Bank of PNG and De partment of Treasury  

2.7 BALANCE OF PAYMENTS AND INTERNATIONAL PRICES 

PNG’s trade activity with the rest of the world continued to improve in 2011, reflecting strong 
international commodity prices and stronger domestic economic activity. This has seen a 
significant pick up in the export and import of goods and services and an improvement in the 
trade balance . The value of exports was 10.9  per cent higher in the first six months of 2011 
compared to the corresponding period  in 2010. The value of imports was 0.2 per cent higher 
over the same period.  

The improvement in trade activity is reflected in the current account balance rebounding to 
surpluses in both March and June quarters of 2011 from deficits recorded in the last two 
quarters of 2010. In the June quarter, the current account surplus was a record 
K827.0 million and was largely driven by the strong surpluses in the trade and transfer 
balances. This was supported by narrowing in the income deficit in the June quarter. Over 
the first six months of 2011, the current account balance recorded a surplus of 
K846.0 million (or 2.8  per cent of GDP). 
 

A current account deficit of K11,105.5 million or 37.2 per cent of GDP is forecast for 2011. 
This is substantially larger than the annualised current account balance re corded by the 
Bank of PNG over the first six months of the year. As documented in previous budget 
documents, this discrepancy is due to problems associated with measuring the imports from 
the PNG LNG project. Treasury is aware that the Bank of PNG’s published figures for the 
first six months of 2011 currently understate the transactions relating to the PNG LNG 
project. It appears that key contractors of the project are not being captured by the Bank of 
PNG survey. The Bank is working closely with those concerned to resolve this issue and the 
difference is expected to be amended going forward.  
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Figure 28: Drivers of the Current Account Balance 2006-2011 

 
Source: Department of Treasury and Bank of PNG  

The revised deficit is slightly below the 2011 Budget forecast deficit of K13,192.0  million or 
45.9 per cent of GDP. This is due to an upward revision to exports in line with higher 
commodity prices and volumes in the first six months of the year. Partially offsetting this is 
the increase in service imports especially those projected for the PNG LNG project and 
those driven by the strong growth in the non-mining sectors of the economy. 

According to Bank of PNG, the trade surplus of K737.0 million was recorded in the June 
quarter 2011 compared to a surplus of K315.0 million in the March quarter. This is the 
second consecutive quarter where the trade balance continues to expand and is largely 
driven by higher export prices and volumes and lower merchandise imports. While higher 
prices contributed to higher export values, imports in particular the service imports were 
lower by 19.3 per cent compared to the March quarter. This is due to other financial 
services, government and construction services all falling significantly during the quarter. 
Over the first six months of 2011, the trade balance recorded a surplus of K1,052.0  million or 
3.5 per cent of GDP. 

The trade deficit is expected to widen to K6,278.2 million (21.0 per cent of GDP) in 2011. 
This is due largely to the higher imports of goods and services and compensation of 
employees especially ones related to the PNG LNG project. With the Bank of PNG expected 
to improve its coverage of the PNG LNG transactions for the remainder of the year, import 
spending from the project including the strong domestic demand are expected to be the 
major drivers of the widening trade deficit.  

According to the Bank of PNG a net income deficit of K287.0 million was recorded in the 
June quarter 2011 compared to a deficit of K379.0 million recorded in the March quarter. 
The narrowing in the net income deficit was attributed to a significant increase in dividends 
and income paid to resident shareholders and households from abroad. At the same time 
payments made overseas especially compensation of employees fell significantly during the 
quarter. Over the first six months of 2011, the net income deficit was K666.0 million or 
2.2 per cent of GDP. 

In 2011, the net income deficit is expected to widen to K5,181.7  million or 17.4  per cent of 
GDP. This is largely due to higher compensation of employees expected from the PNG LNG 
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project and increased dividend payments associated with the increased profitability in the 
non-mineral sector driven by the strengthening domestic economy. 

A transfer surplus of K377.0  million was recorded in the June quarter 2011 compared to a 
smaller surplus of K83.0 million recorded in the previous quarter. The higher surplus was 
attributed to higher gifts and grants paid to residents and lower tax payments, gifts and 
grants and superannuation payments made overseas. Over the first six months of 2011, the 
transfer balance recorded a surplus of K460.0  million or 1.5 per cent of GDP. 

The surplus in the net transfer balance is expected to fall to K354.4  million in 2011 or 
1.2 per cent of GDP. This is slightly lower than the first six months of the year and reflects 
the anticipated increase in transfer payments made abroad as the domestic economy 
continues to strenghten in 2011. 

The gold and foreign exchange reserves held by the Bank of PNG at the end of September 
2011 were K8,479.8 million (US$3.8  billion). This is sufficient for 10.5 months of total imports 
and 14.6 months of non -mineral imports. 

 
Figure 29: International Reserves (Kina Million) 

 
Source: Bank of PNG  
(a) Includes reserves level to end September 2011 

2012 Outlook 

In 2012, a large current account deficit estimated at K11,434.8  million or 33.6  per cent of 
GDP is expected. The substantial increase in the current account deficit is largely driven by 
the widening of the trade deficit as the higher spending from the PNG LNG construction 
phase continues to be rolled-out in 2012. In addition the stronger domestic economy and 
rising incomes are also expected to result in higher import spending. 

Partially offsetting the rise in the value of imports is the expected increase in the mineral 
exports. This reflects the rebound in production at major mines including Ok Tedi, Porgera 
and Lihir following the disruptions encountered in 2011. In addition, new mines like Hidden 
Valley, Simberi and Sinivit are also expected to expand including Ramu Nickel which is 
expected to commence production in 2012. 
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Figure 30: Projected Current Account Balance 

 
Source: Department of Treasury and Bank of PNG  
 
Medium Term Outlook  

Over the medium term, the value of imports especially service and income is expected to 
moderate as the construction phase of the PNG LNG project winds down. Despite the 
anticipated decline in export volumes especially from Ok Tedi and the maturing oil fields, the 
value of exports is expected to be boosted by higher commodity prices, commencement and 
ramp up in production at Ramu Nickel and the anticipated increase in gas production 
especially in 2015 and 2016 when the LNG production comes on line. With these 
developments expected to unfold , the trade deficit is expected to narrow over the medium 
term. 

The income deficit is expected to narrow over the medium term largely due to lower 
compensation of employee payments as the PNG LNG project winds down. However from 
2015 onwards the income deficit is expected to expand as the sale of LNG results in income 
and dividend payments made to overseas shareholders and owners. The income deficit is 
projected to be 15.7 per cent of GDP in 2016. 

Overall, the current account deficit is expected to remain in a large deficit over the medium-
term driven by import of capital and labour for the PNG LNG project and rising domestic 
imports as the economy continues to strengthen. Partially offsetting this is the anticipation of 
higher export values due largely to the stronger commodity prices adopted in the medium 
term including increased production especially from the new mines and the onset of PNG 
LNG production. However the deficit is expected to moderate as the construction phase of 
the PNG LNG project winds down in the medium-term. In addition as the LNG production 
commences and begins to ramp up, the sale of LNG is expected to boost exports leading to 
an improvement in the current account. It is anticipated that beyond 2016, the current 
account balance will move into a small surplus position in line with LNG exports. 

2.8 RISKS TO THE ECONOMIC AND FISCAL OUTLOOK 

On balance, the risks to the economic and fiscal outlook are tilted to the downside. 

The current uncertainty in the global economy poses risks for PNG’s terms of trade and 
Government revenue, particularly with commodity prices trading well above  long- term 
averages. Should there be a worsening of the current adverse developments currently 
experienced in the global economy, it is likely that commodity prices will pull back 
significantly, consequently impacting negatively on PNG’s terms of trade and Government 
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revenue. In addition, if the Kina continues to appreciate against the US dollar, this will 
translate into lower mining and petroleum tax revenues when measured in Kina terms.  

On the domestic front, the economy is adjusting to the growth in PNG LNG construction 
activity in 2011. Given the eno rmity of this project, the magnitude of adjustment has been 
difficult to predict, especially in relation to the impact on inflation. Nonetheless, there are 
worrying signs of inflationary pressures building up, especially wage pressures, fuelled by 
increased aggregate demand associated with the rise in investment and Government 
spending. The economy’s limited resources, especially the shortage of skilled labor and land 
has caused higher wage and rental prices for offices and accommodation. The pressure on 
these scarce resources is expected to intensify and inflation is expected to remain high as 
the economy absorbs the substantial impact of the PNG LNG project. Therefore, the risk to 
inflation is skewed to the upside.  

The economic outlook reflects the maintenance of the Government’s fiscal discipline. The 
Government is strongly committed to meeting its Medium Term Development Plan (MTDP) 
2010-2015. However, with the impact of the PNG LNG project exerting intense pressure on 
the economy, many parts of the economy are already working at full capacity. Under these 
circumstances, the Government will take great care with its spending so as not to 
exacerbate excess demand, to help ensure that macroeconomic stability is maintained. The 
loss of fiscal discipline would have negative impacts on the domestic economy and private 
investor confidence. 

Other domestic economic risks include disruptions to mine operations including possible 
delays to the construction of the PNG LNG project from landowner issues or weather related 
risks such as droughts, floods and landslides. 

On the upside, a stronger than anticipated global economic outlook would be beneficial to 
PNG’s export sector, and could see commodity prices being higher than assumed in this 
Budget. In addition, there are  a number of mining and gas projects which are currently under 
active consideration (for example a second LNG project). Should these projects proceed, 
this would provide a significant boost to economic growth in the near term, and a more 
positive revenue outlook over the longer term. There is also a possibility that inflation will be 
lower than forecast if the benefits of the Kina appreciation are fully passed on  to PNG 
families and businesses. 
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CHAPTER 3. 2012 BUDGET – OVERVIEW AND 
REVENUE 

3.1 2012 BUDGET OVERVIEW  

The 2012 Budget will be PNG’s first K10,560.3 million Budget, and is designed at Sharing 
the Wealth and Empowering Our People. Even with its large budget size, it has been 
framed to be a responsible budget given PNG’s circumstances. The Budget is balanced to 
be fiscally responsible and to not add to the risk of overheating the economy and increasing 
inflation. Expenditure and revenue changes have been directed at improving PNG’s 
development prospects and sharing the benefits of economic growth with all Papua New 
Guineans. 

A balanced budget for 2012 will provide a stable and prudent macroeconomic and fiscal 
framework. The 2012 Budget is guided by the overarching frameworks – Vision 2050, the 
Medium Term Fiscal Strategy 2008-2012 (MTFS), the Medium Term Debt Strategy (MTDS), 
the Medium Term Development Plan (MTDP), the Development Strategic Plan 2010-2030 
(DSP) and the Fiscal Responsibility Act 2006 (FRA).  

Table 2: Budget Balance 2010–2012 (Kina Million) 
 
 2010 

Actual 
2011 

Budget 
2011 

Revised 
2012 

Budget 
Total Revenue and Grants  8,278.9 9,328.1 9,840.2 10,560.3 
Total Expenditure and Net Lending 8,092.6 9,328.1 9,928.3 10,560.3 
Budget Balance 186.3  0.0 -88.1  0.0 
% of GDP 0.7% 0.0% -0.3% 0.0% 

Source: Department of Treasury  

Total Revenue and Grants in 2012 is anticipated at K10,560.3 million. This is K720.1  million 
or 7.3 per cent higher than the 2011 revised estimates, and K2,281.4 million or 27.6 per cent 
higher than the 2010 outcome. The higher revenue estimate in 2012 is largely driven by 
higher taxes on income and profits underpinned by strong economic growth.  

Total Expenditure and Net Lending is anticipated to be K10,560.3  million -  PNG’s first 
budget in excess of K10 billion. This is K632.1 million or 6.4 per cent higher than the 2011 
revised estimates, and K2,467.7 million or 30.5 per cent higher than the 2010 outcome. The 
key new funding priorities for the 2012 Budget estimate are the Government’s commitment 
to the Tuition Fee Free Education and the 2012 National Election, and increasing funding to 
the key MTDP enablers.  

Total Expenditure and Net Lending is comprised of two budgets – the Recurrent Budget and 
the Development Budget.  

The 2012 Recurrent Budget will deliver on the Government’s announcement to provide 
Tuition Fee Free Education, increased funding for basic services in the areas of education, 
health, transport infrastructure and law and order, and funding for the 2012 national election. 
The pressures on the 2012 Recurrent Budget are extensive and will limit the capacity of the 
Government to fund commitments beyond those already identified.  

The 2012 Development Budget exceeds K4 .0 billion for the first time in PNG’s history. Major 
expenditure items include funding for the 2015 Pacific Games, Umbrella Benefits Sharing 
Agreement for the PNG LNG project and National Development Bank to support small and 
medium micro enterprises. The Development Budget will be the second annual budget of 
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the MTDP and the DSP. The DSP identifies the key enablers that will establish PNG on a 
path towards prosperity. These are the Government’s key development focus areas for the 
period of the first MTDP. These enablers of the DSP have been given considerable 
emphasis in the 2012 Budget, in both the Recurrent and Development Budgets.  

As the 2012 Budget is balanced, there is no requirement for additional net borrowing in 
2012. However, financing is required for the purchase of the Government's equity in the 
PNG LNG project.  

The remainder of this chapter discusses the overarching 2012 Fiscal Strategy, and provides 
a detailed discussion of the  2012 Budget revenue estimates. Details on the 2012 Budget 
Expenditure and Financing estimates are provided in Chapter 4. The 2012 Budget also 
contains a number of tax policy initiatives that help to share the benefits of economic growth 
with ordinary Papua New Guineans, improve investment and economic growth, and 
modernise and improve the efficiency of tax administration. Further details are provided in 
Chapter 6. 

3.2 FISCAL STRATEGY 

The 2012 Budget is guided by Vision 2050, the DSP, the MTDP, the MTDS, the MTFS, and 
the FRA. This Budget also marks the final year of the MTFS, which has assisted PNG to 
successfully navigate through the global financial crisis and subsequent volatility in the 
international economy, and helped manage the highly uncertain amounts of revenue from 
PNG’s mining and petroleum exports. The Government’s recent agreement to the creation of 
the PNG Sovereign Wealth Fund will provide an important mechanism for manag ing this 
volatility in future years. 

The 2012 Budget is a responsible one as it is balanced and there is no deficit. A responsible 
budget is essential as it is set against a backdrop of high domestic economic growth and 
inflation, and an unusually high level of uncertainty and volatility in the global economy. This 
uncertainty and volatility is expected to continue in 2012. A balanced budget for 2012 will 
provide a stable and prudent macroeconomic and fiscal framework that is consistent with the 
MTFS, the MTDS and the FRA.  

With strong growth in domestic economic activity and investment, inflation has gained 
momentum. The economy is facing significant capacity constraints, particularly in the 
construction sector and in accessing skilled labour. In this environment, additional 
Government spending risks driving inflation up further without adding to the overall level of 
economic activity or development. To avoid very high rates of inflation, coordinated 
restraints to fiscal and monetary policy are necessary. Accordingly, fiscal restraint is 
appropriate at this time for an economy that is experiencing high rates of economic growth, 
high inflation and capacity constraints.  

The Government recognises the large pipeline of development expenditure outlined in the 
MTDP to further PNG’s economic development, as well as other expenditures to provide 
improved services to our people. However, given capacity constraints and a robust growing 
economy contributing to high inflationary pressures, the Government has struck a careful 
balance between the high number of expenditure pressures and development priorities, and 
the need for fiscal restraint.  

The MTFS decomposes mineral revenue into normal mineral revenue and additional mineral 
revenue. Normal mineral revenue is the amount of mineral revenue expected in an average 
year in the absence of a commodity boom, and is defined to be 4.0 per cent of GDP. Mineral 
revenue in excess of 4.0 per cent of GDP is considered to be additional mineral revenue. 
Total mineral revenue is expected to be K2,060.1  million or 6.1  per cent of GDP in 2012. 
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This is comprised of K1,359.6 million in normal mineral revenue (4.0 per cent of GDP) and 
K700.4 million in additional mineral revenue (2.1  per cent of GDP).  

The MTFS suggests that 70.0  per cent of additional mineral revenue be used to pre-fund 
public investments in line with development priorities, and 30.0 per cent of additional mineral 
revenue be used to repay debt or other Government liabilities. However, as Government 
debt (which is below 30.0 per cent of GDP, excluding contingent liabilities) is now at a more 
sustainable level, the DSP calls for all additional mineral revenue to be directed to pre-fund 
public investment expenditure. The Government has devoted all additional mineral revenue 
in 2012 through the development budget to fund public investments. 

Under the MTFS, total spending of additional mineral revenue (including revenues from 
previous years saved in trust accounts) is limited to 4.0  per cent of GDP, which is 
K1,359.6  million in 2012. Given the significant pressure on the economy and the rise 
inflation, it is critical that Government spending of additional mineral revenue (including 
expenditure from trust funds) does not exceed the MTFS target.  

In addition, expenditure from trust accounts adds a fiscal stimulus to the economy. In order 
to maintain a neutral fiscal policy position, any expenditure from trust accounts will need to 
be offset by deposits into trust accounts from the 2012 Budget, so that the aggregate 
balance of trust accounts is maintained. This approach will help to avoid further fuelling 
inflation and crowding out private sector investment. Treasury will closely monitor trust 
account spending in 2012 and, if required, consider ways to exercise expenditure control. 

3.3 REVENUE AND GRANTS 

In 2012, total revenue and grants are estimated to be K10,560.3 million, an increase of 
K720.1 million or 7.3 per cent compared to the revised 2011 estimate. This is due to higher 
personal income and company taxes, which are increasing due to strong domestic economic 
growth and the ramp up in PNG LNG activity. The continuation of strong wages growth and 
employment is likely to result in higher disposable incomes for households, which are 
expected to support higher consumption and import taxes. This strong growth is partially 
offset by the cost of clearing an outstanding backlog of GST refunds, the paymen t of which 
is both a legal requirement and an essential design element of a well functioning GST 
system. Furthermore, mineral revenues are expected to decline slightly from the very high 
levels of 2011 due to declining oil production and lower commodity price assumptions. 

In 2011, the revised total revenue and grants is K9,840.2 million, K1,561.3 million or 
18.9 per cent higher than the 2010 actual outcome. This increase is mainly driven by strong 
projected growth in the domestic economy, which is expected to underpin robust growth in 
wages and profits in the non-mining sectors. This has been supported by stronger domestic 
taxes, in particular personal income taxes, which have benefited from strong wages growth 
and solid employment. Mineral taxes are also expected to be significantly higher than 
originally estimated in the 2011 Budget due to high commodity prices in the first half of 2011. 
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Table 3: Revenue Summary 2010–2012 (Kina Million) 
 
  2010 Actual 2011 Budget 2011 Revised 2012 Budget 
Total Tax Revenue 6,434.7 7,331.0 7,896.8 8,519.7
 Growth on previous year  29.4% 13.9% 22.7% 7.9%
 Per cent of GDP 24.4% 24.6% 26.5% 25.1%
Non-Tax Revenue 435.1 411.1 357.2 520.1
 Growth on previous year  -43.2% -5.5% -17.9% 45.6%
 Per cent of GDP 1.6% 1.4% 1.2% 1.5%
Grants 1,391.1 1,526.1 1,526.1 1,390.5
 Growth on previous year  58.5% 9.7% 9.7% -8.9%
 Per cent of GDP 5.3% 5.1% 5.1% 4.1%
Total Revenue and Grants 8,278.9 9,328.1 9,840.2 10,560.3
 Growth on previous year  24.5% 12.7% 18.9% 7.3%
 Per cent of GDP 31.4% 31.3% 33.0% 31.1%
Source: Department of Treasury 

 
Revenue Estimates Disaggregation 

In 2012, tax revenue is estimated to increase by K622.8 million or 7.9 per cent compared to 
the revised 2011 estimate. This increase is driven by expected higher collections of taxes on 
income and profits, as a result of high employment, wages, and profits. Domestic taxes on 
goods and services are also expected to increase in 2012, although GST projections have 
been revised down due to the anticipated repayment of a backlog of GST refunds that has 
accumulated in previous years.  

Table 4: Tax Revenue 2010–2012 (Kina Million) 
 

  
2010 

Actual
2011 

Revised
2012 

Budget Change 
% 

Change
Tax on Income and Profits 4,668.1 6,073.5 6,543.0 469.5 7.7%
Dom. Taxes on Goods & Services 1,193.1 1,151.2 1,256.4 105.2 9.1%
Taxes on International Trade 573.5 672.2 720.3 48.1 7.2%
Total Tax Revenue 6,434.7 7,896.9 8,519.7 622.8 7.9%

Source: Department of Treasury 

In 2011, revised tax revenue is expected to be K7,896.9 million, which is an increase of 
K1,462.2 million or 22.7 per cent compared to the 2010 actual outcome. This is driven by an 
upward revision on taxes on income and profits due to strong projected growth in the 
domestic economy, which is expected to underpin robust growth in wages and profits in the 
non-mineral sectors.  

Table 5: Tax Revenue 2010–2011 (Kina Million) 
 

  
2010 

Actual
2011

Budget
2011 

Revised Change 
% 

Change
Tax on Income and Profits 4,668.1 5,292.5 6,073.5 1,405.4 30.1%

Dom. Taxes on Goods & Services 1,193.1 1,429.4 1,151.2 -41.9 -3.5%

Taxes on International Trade 573.5 609.1 672.2 98.7 17.2%

Total Tax Revenue 6,434.7 7,331.0 7,896.8 1,462.1 22.7%
Source: Department of Treasury 
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Taxes on Income and Profits 

Taxes on income and profits projected for 2012 are anticipated at K6,543.0 million. This is 
K469.5 million or 7.7 per cent higher than the revised estimate for 2011. The increases are 
mainly driven by strong growth in the general economy feeding through to non-mineral 
income and profits tax heads, which more than offsets the expected decline in mining 
petroleum taxes. 
 
Table 6: Taxes on Income and Profits 2010–2012 (Kina Million) 
 

  
2010 

Actual 
2011 

Revised 
2012 

Budget Change 
% 

Change 

Personal Income Tax 1,494.0 2,194.5 2,417.4  222.9 10.2% 

Company Tax 1,192.1 1,411.3 1,692.1  280.8 19.9% 
Dividend Withholding Tax 278.8 267.1  282.1  15.0 5.6% 

Interest Withholding Tax 42.3 44.7  45.5  0.8 1.8% 

Mining and Petroleum Taxes 1,476.3 1,950.8 1,872.1  -78.7 -4.0%  

Gaming Tax 92.9 107.1  122.1  15.0 14.0% 
Other: Direct 91.7 98.0  111.7  13.7 14.0% 

Taxes on Income and Profits 4,668.1 6,073.5 6,543.0  469.5 7.7% 
Source: Department of Treasury  

In 2011, taxes on income and profits are expected to be K6,073.5 million, which is an 
increase of K1,405.4 million or 30.1 per cent compared to the 2010 actual outcome. The 
most significant contribution to the strong increase was from the higher personal income and 
mining and petroleum taxes from strong employment and wages, as well as very high 
commodity prices over the greater part of the year. This more than offset the decreases in 
dividend withholding taxes (anticipated due to lower dividends from the mining and 
petroleum sector) and lower other direct taxes.  
 
Table 7: Taxes on Income and Profits 2010–2011 (Kina Million) 
 

  
2010 

Actual 
2011 

Budget 
2011 

Revised Change  
% 

Change 

Personal Income Tax 1,494.0 1,727.1 2,194.5 700.5  46.9% 

Company Tax 1,192.1 1,401.9 1,411.3 219.2  18.4% 

Dividend Withholding Tax 278.8  298.0 267.1 -11.7  -4.2%  

Interest Withholding Tax 42.3  42.4 44.7 2.4  5.7% 
Mining and Petroleum Taxes 1,476.3 1,594.7 1,950.8 474.5  32.1% 

Gaming Tax 92.9  108.6 107.1 14.2  15.3% 

Other: Direct 91.7  119.7 98.0 6.3  6.9% 

Taxes on Income and Profits 4,668.1 5,292.5 6,073.5 1,405.4  30.1% 
Source: Department of Treasury  
 
Domestic taxes on goods and services 

In 2012, domestic taxes on goods and services are anticipated to be higher by 
K105.2 million, or 9.1 per cent compared to the 2011 revised estimates. The main driver is 
the higher domestic excise anticipated in 2012 more than offsetting significantly lower 
expected GST revenue. The high anticipated excise collection is a result of the continued 
strength in the domestic economy.  
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The lower anticipated GST is due to an increase in the rate of GST refunds being issued by 
the Internal Revenue Commission to clear a GST refund backlog that has built up over a 
number of years. Although GST collections are estimated to increase broadly in line with 
growth in the provision of goods and services in a growing economy, GST refunds are 
estimated to escalate. As a result, GST revenue is estimated to fall, even relative to historic 
levels – see Figure 31. However, as the repayment of the GST refund backlog is temporary 
in nature, once it has been completed GST revenue should rapidly increase to normal levels. 

 
Figure 31: Goods and Services Tax Disaggregation 2000-2012 

 
Source: Department of Treasury 

Table 8: Domestic Taxes on Goods and Services 2010-2012 (Kina Million) 
 

  
2010 

Actual
2011 

Revised
2012 

Budget Change 
% 

Change
Excise 399.2 526.2 704.3 178.1 33.8%
GST 778.1 619.0 545.3 -73.9 -11.9%
Other: Indirect 15.8 6.0 6.8 0.8 13.3%
Dom. Taxes on Gds & Serv. 1,193.1 1,151.2 1,256.4 105.2 9.1%

Source: Department of Treasury 

In 2011, the revised estimate for domestic taxes on goods and services is anticipated to be 
K1,151.2 million, a decrease of K41.9 million or 3.5 per cent compared to the 2010 actual 
outcome. This reflects a significant downward revision of estimated GST by K159.1 million 
or 20.5 per cent, primarily as a result of lower than expected collection of GST at PNG’s 
ports. GST collections at the ports were expected to be high as a result of the increased 
imports from goods required for the booming construction sector and other investment, as 
well as for robust domestic consumption. 
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Table 9: Domestic Taxes on Goods and Services 2010-2011 (Kina Million) 
 

  
2010 

Actual 
2011 

Budget 
2011 

Revised Change  
% 

Change 

Excise 399.2  483.9 526.2 127.0  31.8% 

GST 778.1  938.3 619.0 -159.1  -20. 4% 

Other: Indirect 15.8  7.2 6.0 -9.8  -62.0% 
Dom. Taxes on Goods and Serv. 1,193.1 1,429.4 1,151.2 -41.9  -3.5% 

Source: Department of Treasury  
 
Taxes on International Trade 

In 2012, taxes on international trade are expected to be K720.3 million, K48.1 million or 
7.2 per cent higher than the 2011 revised estimate. This is attributed to higher excise duties 
on imports. Like inland excise, this can be attributed to high household disposable incomes, 
resulting from a strong general economy, being applied to  the purchase of excisable goods. 
This more than offsets the lower projected export duty from a projected decline in the 
volume of log exports, as well as lower assumed log prices.  

Table 10: Taxes on International Trade 2010–2012 (Kina Million) 
 

  
2010 

Actual 
2011 

Revised 
2012 

Budget Change  % Change  

Import Duty 188.6 218.5 223.3  4.8 2.2%  

Export Duty 173.6 219.5 215.6  -3.9  -1.8%  
Excise duties on Imports  211.3 234.3 281.4  47.1  20.1%  

Taxes on International Trade  573.5 672.2 720.3  48.1  7.2% 
Source: Department of Treasury  

In 2011, the revised estimate for taxes on international trade is expected to be 
K672.2 million, an increase of K98.7 million or 17.2 per cent on the 2010 actual outcome. 
The rise in the taxes on international trade is due to the vibrant domestic economy with 
rising incomes and profits translating into increased demand for imports at the same time the 
strengthening of the Kina against major trading partners has also supported importers 
especially businesses. Export duty continues to be driven by improving global conditions 
especially in the first half of the year.  

Table 11: Taxes on International Trade 2010–2011 (Kina Million) 
 

  
2010 

Actual 
2011 

Budget 
2011 

Revised Change  % Change  

Import Duty 188.6  218.0  218.5  29.9  15.9%  

Export Duty 173.6  172.2  219.5  45.9  26.4%  

Excise duties on Imports  211.3  218.9  234.3  23.0  10.9%  

Taxes on International Trade  573.5  609.1  672.3  98.8  17.2% 
Source: Department of Treasury  
 
Non-Tax Revenue 

Non-tax revenue receipts in 2012 are projected to be K520.1 million, an increase of 
K162.9 million or 45.6 per cent from the revised estimated for 2011. This is predominantly 
the result of the reallocation of Government funds held in trust. 
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For property income, expected dividend receipts total K70.0 million comprising of dividends 
from the Bank of PNG (K15.0 million), IPBC (K50.0 million), and the National Fisheries 
Authority (K5.0 million), while mining and petroleum dividends are anticipated to be 
K188.0 million. Interest and fees from lending in 2012 is expected to be K4.0 million, while 
Departmental revenue is estimated at K130.1 million.  

Injections from trusts are expected to be K128.0 million which, is K118.0 million or 
1,180.0 per cent higher than the 2011 revised Budget. The upward revision is attributed to 
the increase in interest and fees from trust accounts held by commercial banks and the 
re-appropriation of K70.0 million from Community Benefit Fund Account to the 2015 Pacific 
Games.  

Table 12: Non-Tax Revenue 2010–2012 (Kina Million) 
 

  
2010 

Actual
2011 

Revised
2012 

Budget Change 
% 

Change
Property Income 339.2 241.2 258.0 16.8 7.0%
Other Non-tax Revenue 94.6 102.0 130.1 28.1 27.5%
Interest & Fees from Lending 1.3 4.0 4.0 0.0 0.0%
Injection from Trust 0.0 10.0 128.0 118.0 1180.0%
Total Non-tax Revenue 435.1 357.2 520.1 162.9 45.6%

Source: Department of Treasury 

In 2011, total non-tax revenue is expected to be K357.2 million, which is K77.9 million or 
17.9 per cent lower than the 2010 actual outcome. This is due to the downward revision to 
the mining and petroleum dividends, which resulted from the fall in production at key mines 
in the first half of the year. Furthermore the appreciation of the Kina throughout the year has 
also lowered the value of dividends in Kina. 

Table 13: Non-tax Revenue 2010–2011 (Kina Million) 
 

  
2010 

Actual
2011 

Budget
2011 

Revised Change 
% 

Change
Property Income 339.2 289.4 241.2 -98.0 -28.9%
Other Non-tax Revenue 94.6 117.7 102.0 7.4 7.8%
Interest & Fees from Lending 1.3 4.0 4.0 2.7 207.7%
Injection from Trust 0.0 0.0 10.0 10.0 ..
Total Non-tax Revenue 435.1 411.1 357.2 -77.9 -17.9%

Source: Department of Treasury 
 
Infrastructure Tax Credits and Grants 

The Infrastructure Tax Credit (ITC) projection for 2012 has increased to K130.0 million from 
the 2011 revised projection of K60.0 million. This is due to the Government’s announcement 
in this Budget to increase the ITC cap from 0.75 to 2.0 per cent of assessable income for 
emergency repairs made to the Highlands Highway, the main economic corridor for the LNG 
Project and the highlands region (see Section 6.3 for additional information).  

Project Support Grants for 2012 are expected to be K1,390.5 million, K135.6 million lower 
than the estimated level for 2011. The projected decrease largely reflects the appreciation of 
the Kina against the major donor currencies including the completion of a number of key 
donor funded projects in 2011. This sees the fall in donor grants especially from ADB, JICA 
and World Bank in 2012. 
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ITCs and Project Grants for 2011 remain unchanged, at K60.0 million and K1,526.1  million 
respectively, since the Budget. 

Table 14: Grants by Sources (Kina Million) 
 

Donor  
2011 

Revised 2012 Budget Change  % Change 

AusAID  1,070.6  1,091.1 20.5  1.9% 

European Union 144.9  57.1  -87.8  -60.6% 

JICA 91.8  47.3  -44.5  -48.5% 
New Zealand Aid 65.0  57.8  -7.2  -11.1% 

World Bank 13.7  9.3 -4.4  -32.1% 

Asian Development Bank 42.1  0.0 -42.1  -100.0%  

United Nations  67.2  76.6  9.4 14.0% 
China  30.8  51.3  20.5  66.6% 

Total  1,526.1  1,390.5 -135.6 -8.9% 
Source: Department of National Planning and Monitoring 
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CHAPTER 4. EXPENDITURE AND FINANCING 
4.1 OVERVIEW    
 
Total Expenditure and Net Lending in 2012 is estimated to be K10,560.3 million - PNG’s first 
K10 billion budget. This is K632.0  million or 6.4  per cent higher than the 2011 revised 
estimate, and K2.5 billion or 30.5  per cent higher than the 2010 outcome, with substantial 
increases in both the Recurrent and Development Budgets. 

The key new funding priorities for the 2012 Budget are the Government’s commitment to  
Tuition Fee Free Education, the 2012 National Election and the 2015 Pacific Games.  There 
is also increased funding to the key Medium Term Development Plan (MTDP) enablers such 
as education, transport, law and order and health.  

Table 15: Total Expenditure and Net Lending 2010–2012 (Kina Million) 
 

  
2010 

Actual 
2011 

Budget 
2011 

Revised 
2012 

Budget Change 
Recurrent Expenditure  4,160.4 5,287.2 5,338.0 6,123.2 785.2 
Development Expenditure 3,278.9 4,041.0 3,924.5 4,437.1 512.6 
Supplementary Budget 653.3 0.0 665.8 0.0 -665.8 
Total Expenditure & Net 
Lending 8,092.6 9,328.2 9928.3 10,560.3  632.0 

Source: Department of Treasury  

This chapter provides further information on the key expenditure priorities in the Recurrent 
and Development Budgets, and information on net financing and public debt.  

4.2 RECURRENT BUDGET  

The Recurrent Budget is responsible for funding the ongoing delivery of the essential 
services of Government. In 2012, increased funding will be provided through the Recurrent 
Budget to support Government priorities and key MTDP enablers including  the introduction 
of Tuition Fee Free Education in 2012, establishing quality national road transport corridors 
that connect rural populations to markets and services, improved health outcomes and 
enhancing law, order and justice.  

In every Budget, the Government is forced to make very difficult choices on the level of 
funding provided for differen t priorities. In 2012 the Recurrent Budget will continue to fund 
essential services and meet key obligations of Government, and deliver the Government’s 
priority policy initiatives, such as Tuition Fee Free Education.  

The Recurrent Budget has increased by a substantial K785.2  million or 14.7  per cent from 
the 2011 revised estimate. The increase primarily reflects increases in Goods and Services 
expenditure associated with the introduction of Tuition Fee Free Education, the 
2012 National Election and increased function grant payments to Provinces and the 
Autonomous Bougainville Government. With the exception of funding for the 2012 Election, 
which is a five yearly expense and will not be repeated in 2013, these expenditure levels are 
expected to continue across the forward years. The allocation of funding for the Recurrent 
Budget is shown below. 
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Table 16: Recurrent Budget by Agency Type (Kina Million) 
 
  2011 

Revised 
2012  
Personnel 
Emoluments 

2012 
 Goods and 
Services 

2012 
Total 

National Departments 3,488.1 1,463.4 2,534.9  3,998.3 

Statutory Authorities  319.2 205.4 155.3  360.7  

Others (Debt Servicing) 426 .4 0.0 459.9 459.9  

Provinces 1,104.3 970.5 333.9 1,304 .4 

Total Recurrent Budget  5,338.0 2,639.3 3,493.9  6,123.2 

Source: Department of Treasury  

Unlike the Development Budget which generally funds discrete capital projects and can be 
reprioritised on an annual basis, the Recurrent Budget is responsible for funding the ongoing 
delivery of the essential services of Government. This limits the ability of the Government to 
move funding quickly between priorities within the Recurrent Budget. 

Consequently, the Recurrent Budget is more focused on meeting key obligations of 
Government and, in particular, on delivering the Government’s key policy service delivery 
initiatives, such as to introduce Tuition Fee Free Education. 

Recurrent Budget and the Medium Term Deve lopment Plan Enablers 

The Medium Term Development Plan enablers are: 
• Unlocking land for development;  

• Improving law, order and justice ;  

• Establishing quality national transport corridors that connect rural populations to 
markets and services;  

• Higher and technical education to redress the severe skills shortage within PNG’s 
labour force ;  

• Universal access to quality primary and secondary education ; 

• The provision of key utilities of electricity, clean water and sanitation and 
communications; and  

• Improving health outcomes.  

The Recurrent Budget is primarily focused on the key MTDP enablers of primary, secondary 
and tertiary education, transport, improving law and order and health.  

The 2012 Budget provides increased funding for services that are important to all Papua 
New Guineans. In 2012, K3.0 billion or 49.3  per cent of the Recurrent Budget will be used to 
fund key MTDP enablers. This represents an increase of K372.7 million or 14.1 per cent 
over the 2011 revised estimates. This additional funding is consistent with the Government’s 
intention to increase funding for these activities in the medium term.  

In addition to funding MTDP enablers, the Recurrent Budget also provides funding for a wide 
range of other activities of Government. This includes providing funding for the operation of 
provincial Governments, supporting agriculture and small business, and supporting the 
ordinary operations of Government such as debt and interest payments, protecting PNG’s 
borders, supporting the operation of Parliament, collecting taxes and many other activities 
which are not easily categorised within the MTDP enablers.  
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The proposed level of funding for these enablers and other activities funded by the 
Recurrent Budget in 2012 is shown in the table below. 

Table 17: Projected Expenditure Summary by MTDP Enablers (Million Kina) 
 
  2011

 Revised 
2012 

Personnel 
Emoluments

2012 
 Goods and 

Services 

2012
Total

Key MTDP Enablers  
Education 1,110.0 852.1 494.7 1,346.9
Health 659.6 339.2 373.3 712.5
Law and Order 620.2 351.6 328.1 679.7
Transport 258.4 57.9 223.9 281.8

Subtotal 2,648.2 1,600.8 1,420.1 3,020.9
Non MTDP spending  

Provinces 351.7 325.6 106.6 432.2
Agriculture & small business 112.1 47.1 83.8 130.9
Division 207 1,022.8 239.7 1,041.9 1,281.5
Debt  430.4 0.0 459.9 459.9
Others  772.8 426.2 371.7 797.8

Subtotal  2,689.8 1,038.5 2,063.8 3,102.3
Total  5,338.0 2,639.3 3,483.9   6,123.2

Source: Department of Treasury 
 
Major Policy Initiatives – 2012 Recurrent Budget 
 
Through the 2012 Recurrent Budget, the Government will provide funding for the following 
major national initiatives. 
 
“Education – Our Future” 

Tuition Fee Free Education – funding of K302.0 million will support Tuition Fee Free 
Education for all students from elementary, through primary to grade 10 and fund 
75.0 per cent of the tuition fees for students in grades 11 and 12. This will be supplemented 
by the K300.0 million already provided in the 2011 Supplementary Budget. A further 
K47.0 million will be provided for education infrastructure developments through the 
Development Budget.  

Additionally a further 6,700 teachers will be recruited to work in the Provinces, bringing total 
teacher numbers to 48,131. The National Government will continue to fund the cost of these 
staff at a total cost of K46.6 million. The Basic Education Function Grant to Provinces will 
also be increased by K12.9 million to K59.5 million.  

The Government will provide funding of K24.5 million for teachers’ colleges (K12.6 million), 
vocational schools (K3.1 million) and technical schools and colleges (K8.8 million).  

In 2012 the Government will provide an additional K9.0 million to universities bringing total 
allocated for funding for universities to K113.3 million. A further K6.4 million will be provided 
for the introduction of NatSchol, the national scholarship scheme, which will provide over 
10,000 students with a small allowance of K30 per fortnight for 40 weeks a year. An extra 
K2.0 million will be provided for the existing Tertiary Education Scholarship and Assistance 
Scheme higher education loans scheme. 
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Table 18: Education (Kina Million) 
 
  2011

 Revised 
2012 

Personnel 
Emoluments

2012 
 Goods and 

Services  

2012
Total 

Education Department 352.9 105.0 377.2 482.2
Universities 104.3 99.6 13.6 113.3
Office of Higher Education  39.1 1.8 39.4 41.2
Other Agencies 5.6 0.8 5.0 5.9
Subtotal  501.9 207.2  435.2  642.6
Provinces  608.1 644.9 59.5 704.3
Total 1,110.0 852.1 494.7 1,346.9

Source: Department of Treasury 
 
Improving Health Outcomes 

There will be an overall increase of 52.9 million or 8.0 per cent for the Health sector in the 
2012 Budget. The increase is primarily for goods and services spending and grants to the 
Provinces. This funding will provide for the continuation of the existing medical equipment 
replacement and refurbishment program (K28.0 million) and K110.0 million (a K17.0 million 
increase) for the purchase of medical supplies. The increased level of PNG funding will 
attract additional PNG-Australia Partnership for Development donor funding of K30.0 million 
for medical kits and around K200.0 million for HIV/AIDS services. 

Table 19: Health (Kina Million) 
 
  2011

 Revised 
2012 

Personnel 
Emoluments

2012 
 Goods and 

Services  

2012
Total 

Health Department 261.7 66.0 206.2 272.2
Hospital Management 
Services 

333.5 262.5 98.3 360.8

AIDS Council 6.9 5.4 2.5 7.9
Institute of Medical Research 5.6 5.3 2.0 7.2
Subtotal  607.7  339.2  309.0  648.1
Provinces - Health Grant 51.9 0.0 64.4 64.4

Total 659.6 339.2 373.4 712.5
Source: Department of Treasury 

Improving Transport Infrastructure 

The 2012 Recurrent Budget provides for an overall increase of K23.4 million or 9.1 per cent 
across the sector from 2011. The increased funding is primarily for the Department of Works 
road maintenance activities. This will be supplemented by spending by the National Roads 
Authority (NRA) which assumes responsibility for minor road maintenance and the 
introduction of a special tax credit for emergency repairs to the Highlands Highway. The 
NRA is funded through a levy on diesel sales.  
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Table 20: Transport (Kina Million) 
 
 2011 

 Revised 
2012  
Personnel 
Emoluments 

2012 
 Goods and 
Services 

2012 
Total 

Works and Implementation 161.0 47.5 117.6 165.1 
Transport 20.9 10.4 11.4 21.9 
Civil Aviation Authority 10.1 0.0 10.5 10.5 
Accident Investigation 
Commission 

3.1 0.0 3.3 3.3 

National Maritime Safety 
Authority 

1.6 0.0 1.7 1.7 

National Road Authority 0.0 0.0 0.0 0.0 
Subtotal  196.7  57.9  144.5  202.5 
Provinces - Transport Grant 61.7 0.0 79.3 79.3 
Total 258.4 57.9 223.8 281.8 

Source: Department of Treasury 
 
The bulk of funding for this sector is provided through the Development Budget. The 
Development Budget will provide over K700 million of funding for road improvements. 
Regardless of how activities are funded there are significant capacity constraints (skilled 
workers and heavy machinery) which limit construction and maintenance of transport 
infrastructure. These capacity constraints cannot be overcome simply by increasing the 
amount of funding. 

Law and Order 

The Recurrent Budget provides K679.9 million to fund the ordinary operations of agencies in 
this sector. This will include K2.4 million for 400 new police recruits and an enhanced focus 
on provincial policing, including preparatory work on the new Lae Police College. The 
Recurrent Budget provides funding to recruit 160 new officers for the Department of 
Correctional Institutional Services, and 500 new recruits for Defence.  
 
Table 21: Law and Order (Kina Million) 
 
  2011

 Revised 
2012 

Personnel 
Emoluments 

2012 
 Goods and 

Services  

2012
Total

 Police  226.7 157.9 90.5 248.4
 Defence  144.8 83.0 78.9 161.8
 Correctional Institutions  89.0 56.4 41.0 97.3
 Judiciary Services  69.7 0.0 73.8 73.8
 Attorney General  33.0 19.0 21.2 40.3
 Other Agencies  47.9 28.2 19.1 47.4
Subtotal  611.1  344.5  324.5  669.0
Provinces  9.1 7.1 3.6  10.7
Total 620.2 351.6 328.1  679.7

Source: Department of Treasury 
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2012 National Elections 

The conduct of free, fair and safe elections in 2012 will be vital to the legitimacy of any future 
Government in PNG. The Recurrent Budget proposes funding of K330.5 million for the 
elections. This level of funding is at least four times more funding than was provided for the 
2007 elections. The Electoral Commission will receive direct funding of K180.0  million.  

A further K150.5  million is proposed to fund security operations in support of the 
2012 National Elections. This funding is in addition to existing base salaries of security 
forces personnel who have been nominated to assist with the elections. Any vehicles 
purchased in support of the National Elections are to be transferred to the Police at the 
conclusion of the election.  
 
Agriculture and Small Business  

The Recurrent Budget will provide K130.9 million to fund agriculture and small businesses. 
While the MTDP does not include this spending as an explicit enabler for improving 
participation in economic growth, the Government has provided funding through the 
Recurrent Budget to support agriculture and small business activities. The grouping forms a 
relatively small part of the Recurrent Budget and is focused mainly around the operations of 
the Department of Agriculture and Livestock and the Department of Commerce and Industry.  

Table 22: 2011 Revised and 2012 Projected Expenditure -  Small Businesses and 
Agriculture (Kina Million) 

  
  2011  

 Revised  
2012  

Personnel 
Emoluments 

2012 
 Goods and 

Services  

2012 
Total 

Agriculture and Livestock 14.0  10.8 3.8  14.6  
Trade and Industry 10.0  6.1 6.6  12.7  
Industrial Relations  11.3  7.4 4.5  11.9  
Tourism Promotion Authority 10.3  0.0 10.7  10.7  
Independent Consumer and 
Competition Commission 2.0  5.7 3.6  9.3 
National Agriculture 
Research Institute 8.7  0.0 9.1  9.1 
Other Agencies 38.9  17.1 24.9  42.0  

Subtotal   95.2   47.1  63.2   110.3  
Provinces - Agriculture 
Function Grant 16.9  0.0 20.6  20.6  
Total  112.1   47.1 83.8  130.9  

Source: Department of Treasury  
 
Personnel Emoluments 

Personnel Emoluments is comprised of salaries and allowances, wages, overtime, leave 
fares, superannuation contributions, superannuation payments, and contract gratuities. In 
2012, Personnel Emoluments expenditure will increase by K105.6  million or 4.2 per cent.  
 
This overall growth reflects a range of factors including: 

• Costs associated with the Government’s agreement with the Public Employees 
Association which provided a 7.5 per cent annual increase for 3 years in salary for 
affected public servants. This additional cost mainly relates to public servants 
employed by National Departments; 
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• Costs associated with pay agreements negotiated with the workers not covered by 
the Public Employees Association agreement, including teachers, health workers and 
members of the disciplined forces;  

• To enhance transparency the 2012 Budget will explicitly identify funding for 
Personnel Emoluments for the National Parliament, Magisterial Services and all 
Commercial and Statutory Authorities. This funding was previously appropriated as 
Goods and Services funding. This represents a transfer of funding from Goods and 
Services to the Recurrent Budget for these agencies; and 

• The restructuring of agencies approved by the Department of Personnel 
Management and the Salaries and Conditions Monitoring Committee. The 
Government is concerned that devolution of powers to agency heads has prompted 
unnecessary and expensive restructuring of agencies without offsetting savings and 
has caused additional cost to the Budget. This will be considered further in 2012.  

Table 23: Personnel Emoluments (Kina Millions) 
 
  2010 

Actual 
Expenditure 

2011 
 Revised  

2012 
 Personnel 

Emoluments  

2012 
% Change  

National Departments 1,070.2 1,704.6 1,463.4  -14.1  

Statutory Authorities (1)  0.0 0.0 205.4  100 .0  

Provinces 823 .3 829.1 970.5  17.0  

Total 1,893 .5 2,533.7 2,639.3  4.2  
Source: Department of Treasury  
(1) This represents a transfer of funding from Goods and Services to Personnel Emoluments in the 2012  Budget.  

Personnel Emoluments – National Departments 

In 2012 Personnel Emoluments for National Departments will decrease by K241.2  million or 
14.1 per cent. Th is is primarily due to the diversion of particular personnel emoluments costs 
to Division 207 as outlined below. 

The movements within this category of expenditure has been influenced by the following 
matters: 

• Personnel Emoluments cost of K150.5  million for the Police, Defence and the 
Department of Correctional Institutional Services associated with the 2012 National 
Elections. Funding for these activities will be held in Division 207 (Treasury and 
Finance Miscellaneous) and released when required in 2012.  

• Costs associated with the Public Employees Association pay agreement, under 
which a limited number of National Departments received a 7.5 per cent increase to 
their appropriation. These costs were included in the 2011 Budget estimates as 
provisions in Division 207 – Treasury and Finance Miscellaneous. These provisions 
have been allocated to agencies through the 2012 Budget process. Retaining these 
provisions in Division 207 in the 2011 Budget was a prudent step to avoid an artificial 
shock to Personnel Emoluments expenditures associated with the introduction of the 
agreement with the Public Employees Association. 
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Table 24: Personnel Emoluments for Certain National Departments (Kina Million) 
 
  2011

 Revised
2012  

Budget 
2012

% Change

Community Development 
Customs 
Lands and Physical Planning 
Prov & Local Govt Affairs 
Internal Revenue Commission 
Attorney General 
Treasury 
Defence 
Education 
National Planning and Monitoring 

 

6.3
11.1
10.0
5.4

15.3
14.8
8.9

70.4
91.4
8.5

 

10.5 
15.7 
14.0 
7.5 

20.8 
19.0 
11.0 
83.0 

105.0 
9.7 

 

 66.7
 41.4
 40.0
 38.9
 35.9
28.4

 23.6
 17.9
14.9

 14.1
 

Total 242.2 296.2 22.3 
Source: Department of Treasury 

Personnel Emoluments – Commercial and Statutory Authorities 

Unlike National Departments, Commercial and Statutory Authorities (CSAs) were not 
covered by the Public Employees Association Pay Agreement and accordingly their 2012 
funding was not increased. Growth in Personnel Emoluments expenditure for these 
agencies will primarily represent the impact of restructuring proposals approved by the 
Department of Personnel Management.  

In 2012, Personnel Emoluments will be explicitly identified in the Budget papers for CSAs for 
the first time. Under previous arrangements funding for Personnel Emoluments for CSAs 
was appropriated under a single item as part of the Goods and Services appropriation. This 
revised arrangement will enhance transparency. The increase is offset against a reduction in 
funding for Goods and Services. Under the revised arrangements, K208.6 million will be 
provided for Personnel Emoluments and K151.1 million will be provided for Goods and 
Services. This will provide total funding for CSAs of K360.7 million. 

Personnel Emoluments – Provinces and Autonomous Region of Bougainville 

All Provinces will receive increased Personnel Emoluments funding in 2012, with an average 
increase of 16.3 per cent. An increase in teachers’ Personnel Emoluments of K79.6 million 
will support an additional 6,700 teachers in the Provinces. The three largest Personnel 
Emoluments increases will be for Western Highlands (K16.6 million), Simbu (K13.8 million) 
and the Autonomous Region of Bougainville (K11.5 million). The highest proportional 
increase is to Manus with an increase of 34.0 per cent to allow the provincial Government to 
continue its program of appointing ward development officers. 
 
Table 25: Personnel Emoluments by Provinces (Kina Millions) 
 
  2011 

 Revised 
2012  

Budget 
2012 

% Change 
Manus Provincial Government 
Sandaun Provincial Government 
Simbu Provincial Government 
National Capital District Commission 
West Highland Provincial Government 
Autonomous Bougainville Government  
East New Britain Provincial Government 

19.1
35.3
43.2

0.2
55.3
44.7
50.9

25.7
46.9
57.0

0.2
71.9
56.1
63.5

34.6 
32.9 
31.9 

0.0 
30.0 
25.5 
24.8 
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New Ireland Provincial Government 
East Sepik Provincial Government 
Eastern Highland Provincial Government 
Morobe Provincial Government 
Madang Provincial Government 
Gulf Provincial Government 
West New Britain Provincial Government 
Enga Provincial Government 
Southern Highland Province 
Western Provincial Government 
Milne Bay Provincial Government 
Central Provincial Government 
Oro Provincial Government 

  

30.6
51.1
54.8
76.9
51.3
21.1
41.3
42.2
68.3
36.1
41.6
45.4
25.0

36.8
59.7
63.3
85.9
57.2
23.5
45.6
45.5
73.3
38.7
44.5
48.6
26.7

 

20.3 
16.8 
15.5 
11.7 
11.5 
11.4 
10.4 

7.8 
7.3 
7.2 
7.0 
7.0 
6.8 

Total 834.2 
 

970.5 16.3
 

Source: Department of Treasury 
Note: Funding for Hela and Jiwaka transitional authorities is included separately in Division 207. 

Goods and Services 

In 2012 funding for Goods and Services (excluding debt services) will be increased by 
K646.2 million or 27.2 per cent. Funding by agency category is shown in the table below. 

Table 26: Goods and Services (Kina Million) 
 
  2010

Actual 
2011

 Revised 
2012 

 Budget 
2012

% Change
National Departments 1,404.1 1,783.5 2,534.9 42.1
Statutory Authorities 288.1 319.2 155.3 -51.3
Provinces 222.8 275.2 333.9 21.3
Total 1,915.0 2,377.9 3,024.1 27.2

Source: Department of Treasury 
 
Goods and Services – National Departments 
 
In 2012 Goods and Services funding for National Departments will increase by 
K751.4 million to K2,534.9 million or 42.1 per cent. Most National Departments will receive 
increases in Goods and Services funding. Agencies receiving significant increases include: 

• The Department of Education will receive an additional K115.8 million to implement 
the Government’s Tuition Fee Free Education program. This increase total Goods 
and Services funding for education to K377.2 million.  

• An additional K11.2 million will be provided to the Department of Petroleum and 
Energy to support community liaison and Memorandum of Agreement (MOA) 
reviews.  

• The Department of Works will receive an additional K1.6 million for road and 
infrastructure maintenance, this will increase total funding to Goods and Services to 
K117.6 million.  

Goods and Services funding held in Division 207 will increase by K491.1 million to 
K1,041.9 million. This funding represents the majority of the increase in Goods and Service 
Funding for National Departments. The funding appropriated to Division 207 in 2012 will be 
used to fund a wide variety of expenditure which is Whole of Government in nature (such as 
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Multi-Departmental Accommodation) or where detailed expenditure plans are yet to be 
finalised (2012 National Elections).  

In 2012 major increases in Division 207 include: 
 

• K180.0 million for the National Elections (not including K151.0 million for election 
security measures). This funding is on e off and will not be repeated in the 
2013 Budget; 

• an additional K57.9 million (bringing total funding to K167.9 million) for 
Multi Departmental Office Accommodation; 

• K48.0 million for Parliamentary Staff Redundancy payments associated with the 
outcome of the 2012 National Elections;  

• an additional K20.0 million (bringing total funding to K70.0 million) for Court Cases 
and Settlements; and 

• an additional K10.0 million for the Secretary’s Advance, bringing total funding to 
K30.0 million for this item. 

To enhance transparency the 2012 Budget will explicitly identify funding for Goods and 
Services for the National Parliament (K32.3  million) and Magisterial Services (K10.7  million).  

Goods and Services – Commercial and Statutory Authorities 

Consistent with revised appropriation arrangements, which require the separate 
appropriation of Personnel Emoluments and Goods and Services funding, total Goods and 
Services funding will decline from K319.2 million to K155.3 million (a  reduction of 
K163.9 million). These new arrangements will enhance transparency and allow a more 
accurate assessment and monitoring of agency operating costs.  

Goods and Services – Provinces 

The funding arrangements arising from the Review of Intergovernmental Financing 
Arrangements (RIGFA), which were passed by Parliament in 2009, provide the basis for 
determining the Provincial Goods and Services ceilings through a system of determining 
Functional and Administration grants. 

The new system provides that the total amount of any grants made to the Provincial 
Government will be equal to its individual province  share of net national revenue. Because 
the Provincial Governments are different, they each need a different amount to deliver their 
assigned delivery functions and responsibilities. The amount that is needed is called the 
‘fiscal need’ amount. The fiscal need amount is a key component of the system for 
distributing funding on an equalisation basis. A provincial Government’s fiscal need amount 
is based on the cost of providing its assigned service delivery functions and responsibilities 
taking into account the revenue already available to the Provincial Government to pay for 
those services.  

A province’s fiscal need consists of various grants, each earmarked for different sectors and 
their corresponding Goods and Services costs. The grants for Goods and Services costs 
associated with all nationally funded Provincial functions are listed in Table 27. 
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Table 27: Provincial Goods and Services Grants (excl. ABG) (Kina Million) 
 

 2010 
Actual 

2011 
Revised 

2012 
Budget 

Change  2012  
% Change 

Administrative / Block 23.9 26.3   33.9  8.8   33.5 

Health Function 39.2 51.9  64.4 12.5  24.1 

Education Function 40.2 46.6  59.5  12.9  27.7 
Transport Maintenance  44.0 61.7  79.4  17.6  28.5 

Primary Production Function  14.1 16.9  20.6  3.7   21.9 

Local & Village Services  34.2 44.3  37.0   -7.3   -16.5 

Town & Urban Services 3.5 3.5  13.2  6.1   174.3 
Village Court Function 2.2 2.3 3.6  1.3   56.5 

Total Provincial Goods and Serv 201.3 253.5   311.6 55.5  21.9 
Source: Department of Treasury, NEFC 

Total Provincial Goods and Services (excluding ABG) in 2012 is estimated to increase by 
K55.5 million or 21.9 per cent in 2012 compared to 2011 revised estimate . ABG has an 
appropriation of K22.3 million.  

Division 207 – Treasury and Finance Miscellaneous 

Division 207 (Treasury and Finance Miscellaneous) is a separate appropriation and 
accounting entity which provides central funding for Whole of Government expenditures, 
unforeseen expenditures which might impact the Budget and Structural Adjustment 
Programs. These activities include activities such as addressing natural disasters, the 
2012 National Elections and other multi-departmental obligations such as office rental and 
utilities.  

Noting the uncertain nature of the items for which funding is provided, the appropriations to 
Division 207 will vary from year to year. The details of items included in  the 
2012 Appropriation to this Division can be found in Volume 2 of the Budget documents. 

4.3 NON-FINANCIAL DECISIONS 

Non F inancial Instructions 

To improve agency performance, accountability and transparency, the Government has 
issued a number of non-financial instructions in the Budget context for implementation in 
2012 and beyond. Progress with implementing these decisions will be considered in 
determining 2013 Budget allocations. The Government has noted non-compliance with 
several instructions from the 2011 Budget. These instructions are intended to improve the 
performance of agencies and provincial administrations receiving Government funding and 
failure to imp lement these instructions will not be accepted in 2012 and may result in 
amended delegations or resourcing for non-complying agencies and administrations. The 
directions include: 

Trust Fund Management – The Government requires all agencies to report in the Budget 
process on public monies held in Trust accounts managed or controlled by GoPNG entities, 
including statutory authorities, provincial administrations and departments. In preparing 
these reports agencies must: 

• Identify the balance of the Trust account as at 30 August 2012; 
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• Identify and reconcile movements in the Trust account balance up to 
30 August 2012; 

• Project movements in the Trust account balance for the remainder of the 2012 year; 

• Provide a detailed Budget describing how the funds held in trust have been spent in 
2011 and those that are to be expended in 2012;   

• Provide details of interest earned on trust accounts; and 

• Identify the legal authority for the creation and continuing operation of the Trust 
account.  

Off-Budget Income – All agencies and provincial administrations receiving funding from the 
Recurrent Budget must report their full operating budget including income or revenue earned 
through providing Government services (eg immigration permits, work permits, licences, 
fees for services and  the like) or royalties. Affected agencies are required to submit to the 
Treasury, for the consideration of the Budget Screening Committee, complete budgets 
identifying: 

• Recurrent Budget revenue; 

• Development Budget revenue; and  

• Non-Budget funded revenues. 

Recruitment without financial resourcing – The Department of Personnel Management 
(DPM) is required to report to BSC after investigating instances of agencies recruiting new 
staff without first securing the financial resources necessary to meet the personnel 
emoluments costs of the new appointees. In the event that there is evidence that the head of 
agency, or their sub delegate, has exceeded their powers, those devolved powers should be 
withdrawn and appropriate sanctions applied to individual officers in charge.  

Abolish ‘one-line’ appropriations  – To increase transparency and accountability for the 
use of Government funding, ‘one -line’ budget appropriations, as used for Commercial and 
Statutory Authorities, will cease and be replaced by multi-line budgets and appropriations 
providing detailed splits under the categories of Personnel Emoluments and Goods and 
Services. By the end of April 2012, the Treasury department will issue written guidance to 
each affected agency, detailing the line by line allocations, for consideration in framing the 
agency’s 2013 Budget submission. 

Consolidated Revenue – The Government will establish a review of existing arrangements 
for the hypothecation of revenues to agencies (including departments and statutory 
authorities), with a view to returning these revenues to Consolidated Revenue for annual 
allocation in the Budget process. This review will be led by the Treasury in consultation with 
the departments of the Prime Minister & NEC, Finance and Personnel Management, and will 
be required to advise on appropriate changes to the recurrent funding levels for affected 
agencies in lieu of existing hypothecation arrangements. . 

Transfers between Appropriation Items –  All transfers between appropriation items during 
2012 are to be reported in agency Budget submissions. This includes transfers approved by 
the Secretary of Treasury. 

Provincial Governments’ Payroll Management – The Government noted with concern a 
consistent trend among Provincial Governments to under budget for teachers’ salaries and 
costs and to over expend on other salaries paid through the Alesco payroll system. The 
Government has identified the worst offenders and will direct the DPM to withdraw personnel 
delegations from the offending Provincial Administrations pending removal of ineligible 



2012 Budget, Vo lume 1 

55 

individuals from the National payroll by the Provincial Administrations and the Department of 
Finance. The performance of other provinces and agencies will be reviewed by DPM in 2012 
and similar sanctions applied where there are significant breaches. 

Staffing – Agencies and Provincial Governments are not reporting their staff numbers and 
establishment in a way which permits the Government to properly monitor changes. DPM 
and Treasury will jointly prepare revised and simplified instructions for issue to agencies and 
provinces to allow them to accurately report their staffing and establishment in the context of 
the 2013 Budget. 

Compliance with the Public Finances (Management) Act (PFMA) 1995: the Department 
Heads for Finance and Treasury will work to operationalise the sanctions available under the 
Public Finances (Management) Act (PFMA) 1995 to ‘surcharge’ agency heads who breach 
the provisions of the PFMA. 

Public Service Housing – The continuing trend of agencies to enter into ad hoc housing 
arrangements is inconsistent with Public Service employment conditions. The Government 
will suspend further all ad hoc arrangements until a Whole of Government housing policy is 
developed. This policy is intended to be consistent with any Public Service employment 
conditions that may be developed. The Departments of Treasury and Personnel 
Management and the Housing Corporation will report back to Government in 2012 with 
costed options for the development and implementation of any new housing policy.  

Agency Payroll Debts to the Department of Finance – Finance and Treasury will report to 
Budget Screening Committee in the context of the 2012 Budget on options to resolve the 
issue of outstanding payroll debts administered by the Finance Department for agencies and 
statutory bodies. Affected agencies will be consulted in developing options to resolve these 
outstanding debts, with due consideration to their capacity to repay the debts. In addition, 
appropriate options should be developed for enforcing collection and penalties for non-
repayment. 

Consultants and Professional Service Providers – The Government is of the view that 
there are too many consultants and Professional Service Providers involved in the long term 
management of Government agencies. The Government is concerned at the long term 
nature and cost of many of these consultancy arrangements and has decided that agencies 
will continue to report in the Budget Process, identifying any consultancy exceeding six 
months or worth K150,000 or more total value (including all fees, allowances and gratuities); 

 

• Details of the specific task and timeframe the consultant is expected to undertake ; 

• Why the task cannot be undertaken by agency staff; 

• Details of steps taken by the agency to address any skills gap and to reduce the 
reliance on external consultants; and 

• Details (including duration and cost) of all consultancy or professional service 
contracts, entered into by the agency commencing 2010 and 2011. 

In addition the Government has decided that Agencies' engagement of consultants, unless 
individually exempt in writing by the Department of Personnel Management, will be managed 
by Central Supply and Tenders Board through a public tender process and that consultants 
are not to be engaged for periods exceeding 6 months. 
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Agency Specific Instructions 

In addition to the above decisions which affect the Whole of Government, the Government 
has made a range of decisions in relation to specific agencies. These include: 

Retrenchment and Retirement – The Government is concerned at the significant costs to 
Government of current retrenchment provisions, the waste involved in maintaining 
unattached and effectively unemployed officers on payroll pending provision of funds for 
their retrenchment or retirement, and the variation in approaches by agencies and provincial 
Governments to redundancy and retirement action.  

The Government believes that agencies and Provinces should be required to apply current 
funds or savings to meet the costs of genuine retrenchments and retirements before seeking 
Budget funding and should make greater use of existing disciplinary provisions in the case of 
underperforming or offending officers and that this policy should be applied nationally. The 
Department of Personnel Management is tasked with developing guidelines for this scheme 
and ensuring its enforcement from 2013. In 2012 priority for the use of the retirement and 
redundancy funds held centrally will be considered for Defence and the Police for officers 
who have reached the mandated retirement age and are still employed. 

Utilities (Department of Environment and Conservation) – The Government is 
concerned about the difficulties some agencies have in effectively managing the cost of 
utilities. The Department of Environment and Conservation and the Office of Climate 
Change are charged with the responsibility of providing advice and education to agencies on 
options to manage their resource consumption and reduce costs and report on its success to 
the Budget Steering Committee . No additional budget allocation will be provided in 2012 for 
this purpose. 

National AIDS Council Secretariat (NACS)  – To ensure efficiency and effectiveness and 
avoid duplication, the Department of Health is to review and report to the Budget Screening 
Committee, on the functions and performance of the AIDS Council Secretariat, with a view to 
having the NACS incorporated into the Department of Health from 2013. The review will 
include advice on the legislative amendments necessary to affect this change. 

Membership of International Organisations (Department of Foreign Affairs and 
Trade) – PNG is a member of a variety of international and regional organisations, often at a 
substantial cost in terms of membership fees and travel associated with meeting 
participation. The membership of all such organisations is to be reviewed by an independent 
Government Committee chaired by the Department of Foreign Affairs and Trade with a view 
to identifying those organisations where PNG participation had achieved specific, 
quantifiable outcomes of demonstrated value to PNG and the cessation of membership of 
organisations which fail to meet this test and a report and recommendations provided to the 
NEC by mid-2012. 

NASFUND (Treasury)  – The financial health and strong financial position of NASFUND 
indicates there may no longer be a need to provide ongoing support to NASFUND. The 
Department of Treasury will discuss with NASFUND options and mechanisms for 
withdrawing GoPNG funding support for the entity, with financial allocations in support of 
NASFUND to cease by the end of 2012. 

UNESCO Secretariat – the role and function of the PNG UNESCO Secretariat is to be 
reviewed by the Department of Education with a view  for the function to be absorbed within 
the Department of Education by mid -2012. 
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National Tripartite Consultative Council Secretariat – the role and function of the 
National Tripartite Consultative Council is to be reviewed by the Department of Labour and 
Industrial Relations with a view to incorporating its Secretariat within the department. 

Central Supply and Tender Board (CSTB) – CSTB is required to provide NEC with a set of 
clear guidelines and  workshop these guidelines for departments and agencies seeking 
approval for centrally co-ordinated tender processes and appropriate formal undertakings to 
specify the maximum length of time it will need for its deliberations at each stage of the 
tender process. The CSTB compliance with these service obligations are to be reported 
quarterly to NEC through the Chief Secretary’s office.  

National Museum and Art Gallery (NM&AG) – The Museum has been in protracted legal 
dispute with its Board of Management and Trustees over authority to approve expenditure 
and is staffed significantly in excess of its approved establishment. In order to improve good 
governance and accountability to the NM&AG, its annual funding is to be shifted from a one 
line agency to multi line ite m agency – commencing in 2013. Strict control over warrant 
releases will be undertaken in 2012. 

Universities (All Government funded Universities) – .Maintenance of facilities at all four 
Government funded universities is inadequate and the level of requests for additional 
maintenance funds submitted is substantial. The Government has requested the four 
universities to provide to the Budget Steering Committee their fully costed maintenance 
plans for the next five years with appropriate approvals by university management 
commencing immediately. Plans should rely on existing resources only. 

Legal Training Institute  (LTI) – The Institute, the Department of Justice and Attorney 
General, together with the Department of Treasury, the PNG Law Society, the Judiciary, the 
University of PNG and other relevant stakeholders, will examine and provide fully costed 
options to the Budget Screening Committee to increase the number of legal practitioners 
admitted to practice each year. The LTI will co-ordinate this task and report to the Budget 
Screening Committee  in 2012. 

Department of Defence – The Department of Defence and the Department of Treasury will 
jointly report back to the Budget Screening Committee in the 2013 Budget context with a 
detailed and fully costed Defence White Paper: 

• The options to be presented are to include high, medium and low cost options; 

• The cost of the options presented by Defence are to provide estimates of costs for 
the period 2012-2016; and 

• The Department of Treasury to be consulted in the development and costing of the 
options to be presented to Government. 

National Volunteer Service – The Government remains concerned that the NVS lacks 
direction. Its achievements and structure are to be reviewed by the Department of Personnel 
Management with a view to its functions being transferred to the department of Community 
Development by mid-2012. 

National Narcotics Bureau – The Government recognises the importance of the function of 
the National Narcotics Bureau (NNB). However, this function is not being effectively 
delivered and the National Narcotics Bureau is to request the Department of Personnel 
Management to review the operations and functions of the NNB, and make 
recommendations to assist the Bureau to deliver on its objectives. 
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In 2012 the Bureau should submit a comprehensive corporate/annual plan for consideration 
by the responsible Minister including how its current appropriation will be used to produce 
measurable outcomes. 

Department of Health – The Department of Health is currently paying for accommodation 
for its executive management at head office but accommoda tion allowances are already 
included within their contracts. The Department of Personnel Management should review all 
allowances paid to staff in the Department of Health to identify allowances not approved by 
the Salaries and Conditions Monitoring Committee. This report, including savings, should be 
provided to Budget Screening Committee  by August 2012 for consideration in the 2013 
Budget context.  

PNG Fire Services – The Government is concerned that the PNG Fire Services is incapable 
of adequately containing fires that may occur at high rise buildings and require new 
specialist fire fighting equipment to attend to emergencies in these buildings. The 
Government instructed the Fire Services to review the options for funding such purchases 
without drawing down on the Budget, in particular the imposition of a Fire Services Levy on 
the insurance premiums payable by high rise building owners or a property tax levy targeted 
at higher rise buildings. The Government is aware that such measures have been applied by 
several other jurisdictions in the region. 

Solicitor General – Ineffective management of claims by agencies is a continuing problem 
and exposes the state to significant financial risk. The Office of the Solicitor General will 
develop and implement in 2012 a program to better educate agencies on options and 
strategies for managing current and future claims, and report to Budget Screening 
Committee in the context of 2013 Budget.  

Independence Scholarships – The Government noted that the Independence Scholarships 
program had not been critically assessed for many years and that funds provided for a 
review last year had been redirected to fund scholarships. The effectiveness and value of 
the program is to be reviewed by the Departments of Labour and Education, and report to 
Budget Screening Committee in the context of 2013 budget. 

National Road Authority (NRA) – The Government ceased NRA’s Recurrent Budget 
funding from 2011 as the agency receives significant off-Budget revenue from road user 
charges and should use these funds to meet its costs. The road user charge of 4t/l diesel 
levy collected on behalf of the NRA by the IRC is held in an off-Budget account. The road 
levy generates approximately K16.0  million annually, but the Government is concerned that 
more can be raised by applying the levy to diesel that is exported. NRA will report in a 
detailed 2013 budget submission outlining its expenditure and revenue, with the view to 
appropriating NRA funding for road maintenance through the annual national budget, in lieu 
of collections received through IRC.  

Tourism Promotion Authority (TPA) – The TPA has developed the Tourism Master 
Plan 2007-2017. TPA is to work with Treasury department in developing this plan by costing 
out its implementation and prioritising work commencing in 2013.  

National Gaming Control Board –  The PNG National Gaming Control Board (NGCB) does 
not appear to be contributing to the income of the PNG National Sports Foundation as 
required by legislation. The NGCB is to submit in the context of 2013 budget, its Community 
Service Obligation component, in detail, including any associated costs associated. In 
addition, the Auditor General is to be asked, through Minister for Treasury and Finance, to 
arrange for examination of the accounts of the PNG National Gaming Control Board and the 
Community Benefit Fund Trust Account and make appropriate recommendations to ensure 
compliance with relevant legislation and the Trust Deed. 
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Border Development Authority – The Budget Screening Committee noted that the Border 
Development Authority has established a commercial shipping arm, PNG Maritime Ltd, and 
is proposing its rapid expansion through recurrent budget requests. The Government agreed 
that no Government funds, either by way of appropriation or loan guarantee, should be 
considered for the commercial operation until a full feasibility study of PNG Maritime Ltd has 
been provided to Government, including the feasibility of alternative means of improving sea 
transport services. 

4.4 DEVELOPMENT EXPENDITURE 

Total funding for the 2012 Development Budget is K4.4 billion - PNG’s first K4.0 billion 
Development Budget.  

The Development Budget will be the second annual budget of the MTDP and the PNG 
Development Strategic Plan 2010-2030 (DSP). The DSP identifies the key enablers that will 
establish PNG on a path towards prosperity. These are the Government’s key development 
focus areas for the period of the first MTDP. These enablers of the DSP have been given 
considerable emphasis in the 2012 Budget.  

Table 28: Development Expenditure by Source (Kina Million) 
 

  
2010 Actual 2011 

Budget 
2011 

Revised 
2012 

Budget 
 Change  

(Kina) 

Government 1,887.8 2,515.0 2,398.4 3,046.6 648.2 
  Domestic Funding 1,769.7 2,066.6 1,950.0 2,437.2 487.2 
  Infrastructure Tax Credit 18.0 60.0 60.0 130.0 70.0  
Loans 100.1 388.4 388.4 479.4 91.0  
  Concessional 100.1 388.4 388.4 479.4 91.0  
  Commercial 0.0 0.0 0.0 0.0 0.0 
Donor  1,391.1 1,526.1 1,526.1 1,390.6 -135.5 
Project Grants 1,391.1 1,526.1 1,526.1 1,390.6 -135.5 
Total Development Expenditure 3,278.9 4,041.0 3,924.5 4,437.0 512.6 
Source: Department of Treasury  

The 2012 Budget provides significant increases in funding for all areas of the Development 
Budget funded by the National Government, including Direct Government Funding, 
Infrastructure Tax Credits and Concessional Loans. The large increase reflects the 
Government’s commitment to investing in projects that will further PNG’s development, 
increase the capacity of the rural economy and provide employment opportunities for Papua 
New Guineans. Agency submissions for 2012 development funding totalled K12.4 billion.  

The largest expenditure in the Development Budget is K180.0 million for the 2015 Pacific 
Games, to be hosted in Port Moresby. This will be the third time PNG has hosted the Pacific 
Games, and the Government is committed to making these games a success. This funding 
will support the construction of new infrastructure, including accommodation for athletes at 
the University of PNG and the maintenance and upgrading of existing sports facilities. 

The 2012 Development Budget also provides K170.0 million towards the Government’s 
Umbrella Benefits Sharing Agreement (UBSA) commitments, to support the PNG LNG 
project. This funding will support the development of public infrastructure and high impact 
projects in the areas where the PNG LNG project will operate. 
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Major programs funded under Domestic Funding of the 2012 Development Budget are 
shown below.  

Table 29: 2012 Major Programs under Domestic Funding (Kina Million) 
 
Activity 2012 Budget  
2015 Pacific Games 180.0 
District Service Improvement Program (DSIP) 178.0 

Infrastructure Development Grant (IDG) for UBSA commitments  120.0 

National Agriculture Development Program (NADP) 100.0 
Highlands Highway 80.0 

NCDC Roads 70.0 

ABG restoration and development grant 100.0 

Road rehabilitation (named roads) 81.0 
UPNG infrastructure development programs 43.0 

High impact projects  for UBSA commitments 50.0 

Water and sanitation programs 44.0 

Rehabilitation of hospitals 40.7 

Total 1,086.7 
Source: Department of National Planning & Monitoring 

Infrastructure Tax Credits are expected to increase by K70.0 million due to the introduction 
of a special tax credit for the Highlands Highway (refer to Chapter 6).  

Total Loans are also expected to increase by K91.0  million or 23.4 per cent in 2012. This 
reflects the large pipeline of concessional loan projects. New projects include SME Access 
Risk Financing Facility to partially guarantee loans to small and medium sized enterprises, 
and bridge replacement for improved rural access. 

Project Grants are expected to decrease by K135.5 million or 8.9 per cent in 2012. This 
largely reflects the recent appreciation of the Kina against major currencies The composition 
by donor is shown below. 
 
Table 30: 2012 Project Grants by donor (Kina  Million) 
 

Donor  
2011 

Revised 
2012 

Budget 
Change 

(Kina )  

AusAID  1,070.6 1,091.1 20.5 
European Union 144.9 57.1 -87.8 
JICA 91.8 47.3 -44.5 
New Zealand Aid 65.0 57.8 -7.2 
World Bank 13.7 9.3 -4.4 
Asian Development Bank 42.1 0.0 -42.1 
United Nations 67.2 76.6 9.4 
China 30.8 51.3 20.5 
Total  1,526.1 1,390.5 -135.5 
Source: Department of National Planning & Monitoring 
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4.5 FINANCING  

Net Government financing in 2012 is expected to be K700.0 million due to a projected 
budget balance and funding to meet PNG LNG cash calls. 

Financing for PNG LNG State Equity Shortfall  

The Independent Public Business Corporation (IPBC) requires an additional 
US$258.0 million (K561 .0 million) to fund its share of the PNG LNG Project cash calls 
(including  equity on behalf of the landowner companies). 

If IPBC fails to make the cash calls, the project partners could force the IPBC to sell a 
portion of its equity share to them at below market value. This would both represent a 
windfall loss to the people of PNG as well as reducing the State’s participation in the project 
and its future income stream. Therefore the Government has decided to fund this short-fall, 
plus an additional K339.0 million as a contingency for cost overruns, via the issuance of 
K900.0 million domestic debt securities.  

The 2012 Budget includes an appropriation of K900.0 million for the payment of the funds to 
the PNG LNG project. However as this is a purchase of a purely commercial financial asset 
and not expenditure for public policy purposes, it is recognised as a financing transaction 
rather than an expenditure item (acquisition of non -financial assets must be reported as 
expenditure items). Therefore, the capital value of the borrowings does not impact on the 
budget balance. 

While the payment of the funds to PNG LNG will not occur until 2012, the raising of the 
funds will be spread between 2011 and 2012 with K200.0 million projected to be issued in 
December 2011 leaving K700.0 million to  be issued in 2012. 

External Financing 

The Government will continue to drawdown on concessional loans with international 
financial institutions to assist with its development objectives, as long as the expenditures 
are consistent with Government priorities and are within the Budget ceiling. The Government 
intends to undertake K479.4 million of such borrowing in 2012. This is expected to be more  
than the repayment (amortisation) of existing loans of K188.3  million, resulting in a net 
external financing of K291.2 million. 

The Government’s external borrowing is driven by the MTFS (2008-2012), the Fiscal 
Responsibility Act (FRA) 2006 and the Medium Term Debt Strategy. No external commercial 
borrowing is required to fund the 2012 Budget. 

Domestic Financing 

Without the additional financing for the PNG LNG project, K291.2 million of domestic debt 
would have been retired in 2012 under a balanced budget due to expected net external 
borrowing of K291.2 million. However, with the K700.0 million of borrowing for the PNG LNG 
cash calls, net domestic financing is expected to be K408.8 million. This is comprised of new 
domestic borrowing of K1,880.8  million less the repayment or amortisation of existing 
domestic loans of K1,472.0 million. 

In 2012, the Government will continue with the inscribed stock program and maintain 
issuance of Treasury Bills with maturities of 182 and 364 days. This is consistent with the 
Government’s Medium Term Debt Strategy objectives of lengthening the maturity of 
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Government debt, in order to manage and reduce roll-over, refinancing and foreign 
exchange risk. This should considerably strengthen the Government’s financial position. 

4.6 PUBLIC DEBT  

Total public debt is projected to increase from K6,898.8 million in 2010 to K7,184.9 million at 
the end of 2011 as a result of the projected budget deficit for 2011 of K88.1 million and 
financing for PNG LNG cash calls of K200.0 million. However, debt as a share of GDP is 
projected to fall from 26.1 per cent to 24.1 per cent reflecting growth in GDP.  

By the end of 2012, total public debt is expected to increase by a further K700.0 million to 
K7,884.9 million due to financing of PNG LNG cash calls. 

Over the 5 years to 2010, the debt to GDP ratio has fallen by 13.7 percentage points to 
26.1 per cent largely due to growth in GDP. This trend is expected to continue with the debt 
to GDP ratio at the end of 2012 projected to fall to 23.2 per cent. 
 

Figure 32: Public Debt 2006-2016 (Per cent of GDP) 

 
Source: Department of Treasury 

Domestic Debt 

Domestic debt at the end of 2011 is expected to be K4,232.0 million, an increase of 
K86.8 million or 2.1 per cent from the previous year. In 2012, domestic debt is projected to 
increase by a further K408.8 million or 9.6 per cent. 

The Inscribed Stock issuance program which the Government has undertaken since 2007 
has been successful in meeting the objective of lengthening the maturity of domestic debt, 
thereby reducing the refinancing risks. The proportion of Treasury Bills is expected to be 
32.3 per cent at the end of 2011 down from 37.6 per cent in 2010 and is projected to fall to 
27.4 per cent by the end of 2012.  

External Debt 
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The Government remains committed to maintaining external debt at sustainable levels, 
however small increases in the level of external debt are anticipated over the medium term 
mainly due to the commencement of capital works on several large-scale infrastructure 
projects. 

External debt continues to be dominated by debts to international agencies (multilateral and 
bilateral creditors) who account for 97.9 per cent of external debt as at year-end 2011, with 
commercial loans accounting for the remaining 2.1 per cent.  

State Guaranteed Debt and Other Liabilities 

Guarantees involve significant financial risk. As such, State guarantees are only given in 
exceptional circumstances. The Government has issued a completion guarantee for the 
State’s share of the PNG LNG project debt of around US$2.5 billion (K5.4 billion). This 
guarantee will be in place until the project reaches the construction phase.  

In addition, the Government has decided to guarantee borrowing by Petromin Holdings 
(PNG) Limited of US$200.0 million (K435.0  million) in order to participate in the Solwara 1 – 
Deep Sea Mining Project. Petromin PNG Holdings Limited is an independent company 
created by the State of Papua New Guinea to hold State assets in the mineral and 
Petroleum sectors. The State will require Petromin to pay a fee to compensate the State for 
bearing the risk of providing the guarantee. Treasury is currently working towards producing 
a policy to guide all future guarantees. 

Other significant liabilities of the State in addition to public debt and guaranteed debt include 
the IPBC’s borrowing to fund 18.2  per cent of the State’s share of the LNG project of 
AU$1.7 billion (K3.8 billion) and unfunded superannuation liabilities of K2.1 billion. Total 
public debt plus these other significant liabilities is currently around 63.4 per cent of GDP. 

4.7 2011 SUPPLEMENTARY BUDGET  

In September 2011 the Parliament approved the Supplementary (Appropriation) Act 2011 
which appropriated a sum of K781.8  million for expenditure for the year ending 31 December 
2011. This amount comprised new expenditure of K665.8 million and K116.0 million in re-
appropriated funding from the 2011 Development Budget.  

Of the total expenditure in the Supplementary Budget, K648.5 million is required to be 
appropriated to Division 207 for payment into Trust Accounts from which funds can be 
disbursed over time. The balance (K133.3 million) is appropriated for expenditure to be 
undertaken before 31 December 2011.  

 



2012 Budget, Volume 1 

64 

CHAPTER 5. STATUS OF TRUST ACCOUNTS  
5.1 OVERVIEW 

The trust accounts reported in this chapter contain funds appropriated through additional 
priority expenditure (APE), supplementary budget expenditure (SBE) and annual Budgets, a 
significant amount of which is additional mineral revenue from the commodity boom.  

As outlined in the Medium Term Fiscal Strategy (MTFS) 2008-2012, the purpose of holding 
funds in trust accounts is to spread public investment spending over time to manage 
inflationary and demand pressures in the economy and to provide time for implementing 
agencies to properly design implementation strategies. 

The total opening balance of trust accounts as at 1 January 2011 was K1,044.6 million and 
the total closing balance as at 30 September 2011 was K831.8 million. Appropriations yet to 
be released into trust accounts plus outstanding deposits are K574.0 million from the 
2011 Budget and K648.5 million in the 2011 Supplementary Budget. A total of K690.0 million 
will be appropriated to trust accounts in the 2012 Budget. 

5.2 FISCAL IMPACT OF TRUST ACCOUNT MOVEMENTS 

A total of K5,453.0 million, up to and including the 2011 Budget, has been paid into trust 
accounts for implementation of priority programs. This comprises of appropriations from 
Supplementary Budgets and APE, as well as the 2008, 2009, 2010 and 2011 Recurrent and 
Development Budgets and bank interest. Table 31 provides a summary on the movement of 
funds in and out of Supplementary Budget Trust Accounts from 2005 to 2011.  

Table 31: Summary of Trust Accounts movements since 2005–2011 (Kina Million) 
 

Year 
Deposits from 
SBE & APE(1)

Deposits from 
Annual 

Budgets & 
Interest

Spending from 
Trust Accounts 

Net Savings 
(Deposits less 

Spending)

2005 400.0 0.0 0.0 400.0
2006 568.4 0.0 0.0 568.4
2007 1,283.0 0.0 76.0 1,207.0
2008 1,501.4 36.5 480.5 1,057.4
2009 0.0 627.2 2,365.9 -1,738.7

2010(2) 0.0 887.3(3) 818.3 69.0
2011 (1 Jan-30 Sep) 0.0 149.2 818.8 -669.6

Source: Department of Finance and Department of Treasury 
(1)   Prior to 2010, APE was either paid directly into trust accounts or spent directly through the recurrent and 

development budgets. Since 2010, all additional priority expenditure (apart from Supplementary Budgets) has been 
spent through the development budget. 

(2)  Deposits and spending from trust accounts in 2010 exclude an intra-trust transfer of K40 million. 
(3)  The deposits figure in the 2010 FBO has been amended to exclude K20 million for the Business Growth Centre Trust 

that was  spent directly on the intended purpose and not deposited into a trust account. Further, the 2010 FBO 
overlooked the deposit of K10 million in the National Census trust account.  

The last column of Table 31 above shows the overall fiscal impact of movements in trust 
accounts. A positive figure indicates that deposits exceed expenditure (or net Government 
savings in trust accounts), which lessens the fiscal stimulus of Government spending. A 
negative figure indicates that expenditure exceeds deposits (or net Government dissaving in 
trust accounts), thereby exerting additional fiscal stimulus to the economy. For the 
maintenance of fiscal stability, trust account movements have to be in line with annual 
budget strategy and the Medium Term Fiscal Strategy (MTFS).  
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The MTFS decomposes mineral revenue into normal mineral revenue and additional mineral 
revenue. Normal mineral revenue is the amount of mineral revenue expected in an average 
year in the absence of a commodity boom, and is defined to be 4 .0 per cent of GDP. Mineral 
revenue in excess of 4.0 per cent of GDP is considered to be additional mineral revenue.  

Under the MTFS, total spending of additional mineral revenue (including revenues from 
previous years saved in trust accounts) is limited to 4.0 per cent of GDP. Given the 
significant inflationary pressures in the economy, it is critical that Government spending of 
additional mineral revenue (including expenditure from trust funds) does not exceed the 
MTFS target. 

All additional mineral revenue  in the 2011 Budget will be parked into trust accounts; 
therefore, the full 4.0  per cent of GDP of additional mineral revenue  is available to be spent 
through trust accounts in 2011.  

Total mineral revenue is estimated to be K2,143.0 million or 7.2  per cent of GDP in 2011. 
This comprises K1,193.7  million in normal mineral revenue (4.0 per cent of GDP) and 
K949.3 million in additional mineral revenue (3.2  per cent of GDP). 

If the rate of trust account expenditure in the first nine months of 2011 is maintained for the 
rest of the year, spending of additional mineral revenue from trust accounts will be around 
K1,100.0  million or 3.7 per cent of GDP, which is below the MTFS limit of 4.0 per cent for 
expenditure of additional mineral revenue. 

For 2012 total mineral revenue is expected to be K2,060.1 million or 6.1 per cent of GDP. 
This comprises of K1,359.6  million in normal mineral revenue (4.0 per cent of GDP) and 
K700.4 million in additional mineral revenue (2.1 per cent of GDP), almost all of which will be 
paid into trust accounts.  

Given that the additional mineral revenue  in 2012 will be paid into trust, spending of mineral 
revenue from trust accounts in 2012 will need to be limited to 4.0 per cent of GDP (around 
K1400.0 million). This will ensure that aggregate expenditure of mineral revenue does not 
exceed 8 .0 per cent of GDP, consistent with the MTFS. 

Expenditure from trust accounts adds a fiscal stimulus to the economy. To maintain a neutral 
fiscal policy position in this high-inflation environment, it is desirable that any expenditure 
from trust accounts is offset by deposits into trust accounts from the 2012 Budget, so that 
the aggregate balance of trust accounts is maintained. This approach will help to avoid 
further fuelling inflation and crowding out private sector investment. To achieve this, trust 
account withdrawals in 2012 will need to match deposits of K690.0 million. 

5.3 APPROPRIATION FOR TRUST ACCOUNTS: 2011-2012 

A total of K1,371.7  million has been appropriated for trust accounts in 2011, comprised of 
K723.2 million in the 2011 Budget and K648.5 million (subsequently reduced by 
K32.0 million to K616.5  million) in the 2011 Supplementary Budget. Of this, K149.2 million 
has been paid as at 30 September 2011, with the remainder to be paid when funds become 
available later in 2011. A further K690.0 million has been appropriated for trust accounts in 
the 2012 Budget. 
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Table 32: Appropriation for each Trust account: 2011-2012 (Kina Million) 
 

Expenditure Programs Appropriation 
for Trust 

Accounts 

Appropriations 
paid into Trust 

Account 

Appropriations 
yet to be 
released

2011 BUDGET/ADDITIONAL PRIORITY EXPENDITURE 
District Services Improvement Program  178.0 89.0 0.0(1)

Infrastructure Development Grant (UBSA) 120.0 0.0 120.0
High Impact Projects – Southern Highlands (UBSA) 100.0 0.0 120.0
Rehabilitation of Education Sector Infrastructure 
(RESI) 70.0 0.0 70.0
Economic Corridor Development Program 50.0 0.0 33.0(2)

Baiyer – Madang Road 20.0 0.0 20.0
Bogia – Angoram Road 20.0 0.0 20.0
Kokopau to Arawa Road Upgrading and Bitumen 
Sealing 20.0 20.0 0.0 
Public Relation for Promotion of Government 
Initiatives  20.0 0.0 5.0(3)

Coastal Vessels Program [New]  20.0 20.0 0.0
Coastal Fisheries Development Program  15.0 0.0 0.0(4)

Lihir Special Support Grant  10.2 10.2 0.0
Aiyura NHS – Renovation and Upgrading 10.0 0.0 10.0
Kerevat NHS – Renovation and Upgrading 10.0 0.0 10.0
Passam NHS – Renovation and Upgrading 10.0 0.0 10.0
Sogeri NHS – Renovation and Upgrading 10.0 0.0 10.0
Trans Sepik Highway  10.0 0.0 10.0
Trans East - West New Britain Highway  10.0 0.0 10.0
Buluminski Highway 10.0 0.0 10.0 
Central - Malalaua Highway  10.0 10.0 0.0
TOTAL  723.2 149.2 458.0
2011 SUPPLEMENTARY BUDGET 
Tuition Fee Free Education Trust Account 300.0 0.0 300.0

Transport Sector – Rural Districts Roads Trust 
Account 

72.0 0.0 72.0

District Rural Health Centres Trust Account 72.0 0.0 72.0

Transport Sector - Provincial Roads Trust Account 50.0 0.0 50.0

Ministerial Commitments PNG LNG Trust Account 40.0 0.0 40.0

Port Moresby Roads Trust Account 30.0 0.0 30.0
Provincial Hospitals Equipment and Infrastructure 
Trust Accounts  

21.0 0.0 21.0

South Pacific Games Trust Account 20.0 0.0 20.0
National Parliament Infrastructure Rehabilitation 
Trust Account 

15.0 0.0 15.0

Gordons Police Barracks Maintenance and 
Improvement Trust Account 

10.0 0.0 10.0

Port Moresby General Hospital Equipment and 
Infrastructure Improvement Trust Account 

6.5 0.0 6.5
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Expenditure Programs Appropriation 
for Trust 

Accounts 

Appropriations 
paid into Trust 

Account 

Appropriations 
yet to be 
released

Defence Barracks Maintenance and Improvement 
Trust Accounts  

5.0 0.0 5.0

Correctional Services Barracks Maintenance and 
Improvement Trust Account 

5.0 0.0 5.0

Financial Audit  and Legal Advice Trust Account 2.0 0.0 2.0

TOTAL  648.5 0.0 648.5

2012 BUDGET/ADDITIONAL PRIORITY EXPENDITURE 
2015 Pacific Games 180.0 0.0 0.0

District Services Improvement Program 178.0 0.0 0.0

Infrastructure Development Grants (UBSA) 120.0 0.0 0.0

ABG Restoration and Development Grants 100.0 0.0 0.0
High Impact Projects – Southern Highlands (UBSA) 50.0 0.0 0.0
Trade skills scholarships 20.0 0.0 0.0
Rehabilitation and recapitalisation (OHE) 12.0 0.0 0.0
Waigani office Redevelopment programme 10.0 0.0 0.0
Konebada Park 10.0 0.0 0.0
Economic Corridors Development Program 10.0 0.0 0.0
TOTAL  690.0 0.0 0.0

Source: Department of Treasury 

(1)       K89 m of DSIP funds paid directly to District Treasurers and not through Trusts in 2011. 
(2)       Economic Corridor Development Program appropriation reduced by K17m and reappropriated in the 2011 Supplementary Budget. 
(3)       Public Relation for Promotion of Government reappropriated in the 2011 Supplementary Budget. 

(4)       Fisheries Development Project paid directly to the Fisheries Development and not paid into Trust. 

5.4 TRUST ACCOUNT FUND MOVEMENTS IN 2011 

Total expenditure from Trust Accounts from 1 January to 30 September 2011 totaled 
K818.0 million, or 2.7 per cent of GDP. Trust Account spending has accelerated this year, 
with expenditure to end September around the level of total expenditure in 2010. However, 
with in excess of K1.0 billion to be paid into trust over the remainder of 2011, the overall 
impact of trust account movements on fiscal policy is expected to be broadly neutral. 
Table 33 shows the Trust Account transactions from 1 January up to 30 September 2011, 
and the balances of the Trust Accounts as at 30 September 2011.  
 
Table 33: Trust Account Movements from 1 January to 30 September 2011  

(Kina Million) 
 

Description 
Opening 
Balance 

as at 
31-Jan-11 

Debit 
(Receipt) 

Credit 
(Payment) 

Closing 
Balance  

as at  
30-Sept-11 

Outstanding 
Deposits(2) 
30-Sept-11 

Education Sector Infrastructure Rehabilitation  0.7 0.0 0.0 0.7 70.0 

Higher Education Sector Infrastructure 
Rehabilitation 12.5 0.0 7.5 5.0 0.0 

National Parliament Infrastructure Rehabilitation  3.4 10.0 13.4 0.0 0.0 

Transport Sector Infrastructure Rehabilitation 237.3 30.0 158.7 108.6 20.0 

PNG Gas Development and Commitments  0.6 0.0 0.0 0.6 0.0 
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Description 
Opening 
Balance 

as at 
31-Jan-11 

Debit 
(Receipt) 

Credit 
(Payment) 

Closing 
Balance  

as at  
30-Sept-11 

Outstanding 
Deposits(2) 
30-Sept-11 

Resettlement of Rabaul Volcano Victims  5.8 0.0 2.1 3.7 0.0 

Hospital and Healthcare Centre Rehabilitation  12.9 0.0 11.4 1.5 0.0 

Rehabilitation of Housing for Nurses  11.3 0.0 0.0 11.3 0.0 

Rehabilitation of Housing for Police  17.4 0.0 6.3 11.1 0.0 

District Services Improvement Program (1) 413.7 105.0 203.2 315.5 0.0 

Institutional Housing Pilot  15.0 0.0 4.5 10.5 0.0 

Urbanisation Pilot  0.0 0.0 0.0 0.4 0.0 

Housing Development Pilot  0.6 0.0 0.0 0.6 0.0 

Cooperative Societies Establishment  2.0 0.0 1.9 0.1 0.0 

Madang Marine Park Development  0.1 0.0 0.1 0.0 0.0 

Rural Electrification  0.6 0.0 0.0 0.6 0.0 

Konebada Petroleum Park  39.1 0.0 17.5 21.6 0.0 

National Infrastructure Development 3.3 0.0 0.0 3.3 0.0 

Land Reform Program  0.2 0.0 0.0 0.2 0.0 

Regional, Provincial Treasury and District Admin. 
Offices 12.2 0.0 8.2 4.0 0.0 

LNG Project Development Cost  21.9 0.0 10.1 11.8 0.0 

Business Development Grants 47.0 0.0 47.0 0.0 0.0 

Infrastructure Development Grants 87.0 0.0 48.2 38.8 0.0 

Coastal Vessels Program 0.0 20.0 15.0 5.0 0.0 

Outstanding Liabilities 100.0 0.0 0.9 99.1 0.0 

Highlands Highway Rehabilitation 0.0 100.0 40.0 60.0 0.0 

Lae City Roads Rehabilitation 0.0 50.0 31.6 18.4 0.0 

Rural District Roads Support 0.0 50.0 39.6 10.4 0.0 

PNG LNG High Impact Infrastructure 0.0 40.0 24.3 15.7 0.0 

ILG and Issues Committee 0.0 20.0 15.0 5.0 0.0 

Audit & Legal Team Support 0.0 2.0 0.0 2.0 0.0 

CIS - Prison Industries Program 0.0 2.0 0.0 2.0 0.0 

Incentive Fund Support 0.0 3.0 0.0 3.0 0.0 

Mul Baiyer Mobile Police Barracks 0.0 5.0 0.0 5.0 0.0 

REDD Program 0.0 3.3 3.3 0.0 0.0 

Variarata National Park Rehabilitation 0.0 1.0 0.0 1.0 0.0 

Provincial Services Improvement Program (PSIP) 0.0 40.0 32.0 8.0 0.0 

District Offices Rehabilitation 0.0 30.0 21.6 8.4 0.0 

Mining Legal Costs 0.0 2.0 1.3 0.7 0.0 

Mining Office Rehabilitation 0.0 2.0 1.2 0.8 0.0 

2010 National Census 0.0 10.0 0.0 10.0 0.0 

Provincial Government Members entitlement 0.0 0.0 0.0 0.0 30.0 

Lihir Special Support Grant 0.0 10.2 0.0 10.2 0.0 

National High School Renovation and Upgrading 0.0 0.0 0.0 0.0 40.0 
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Description 

Opening 
Balance 

as at  
31-Jan-11 

Debit 
(Receipt) 

Credit 
(Payment) 

Closing 
Balance  

as at  
30-Sept-11  

Outstanding 
Deposits (2) 
30-Sept-11  

Port Moresby Roads 0.0 70.0 52.8 17.2 0.0 

TOTAL 1,044.60 605.5 818.8 831.8 160.0 
Source: Department of Finance and Department of Treasury 

(1) DSIP Trust Account gives the sum of the amount in the main bank (BPNG) and the DSIP subsidiary bank accounts.  
(2) Outstanding deposits (which mainly relate to unpresented cheques) are not included in the closing balance. Outstanding 

deposits do not include appropriations yet to be paid into trust.  

Deposits for the period 1 January to 30 September 2011 totaled K605.5 million. This is 
comprised of K456.3 million of outstanding deposits from 2010, and K149.2  million paid from 
2011 Budget. 

The opening balance of Trust Accounts as at 1 January 2011 was K1,044.6 million and the 
closing balance of Trust Accounts as at 30 September 2011 was K831.8 million. Due to 
limited information on trust account expenditure, total expenditure for the period of 1 January 
to 30 September is derived by subtracting the opening balance and receipts from the closing 
balance.  

Following is a summary of expenditure from Trust Accounts for the period 1 January to 30 
September 2011: 

• K7.5 million was spent from the Higher Education Sector Infrastructure 
Rehabilitation Trust Account in relation to infrastructure rehabilitation of the four 
Government funded universities.  

• K13.4 million was spent from the National Parliament Infrastructure 
Rehabilitation trust in relation to the maintenance of the National Parliament. 

• K158.7 million was spent from the Transport Sector Infrastructure 
Rehabilitation Trust Account for the maintenance of the transport infrastructure 
around the country.  

• K2.1 million was spent from the Resettlement of Volcano Victims Trust 
Account in relation to the settlement of Rabaul Volcano victims. 

• K11.4 million was spent from the Hospital and Health Care Rehabilitation Trust 
in relation to the Port Moresby General Hospital. 

• K6.3 million was spent from the Rehabilitation of Housing for Police Trust 
Account for the rehabilitation of the Police Housing around the country. 

• K203.2 million was spent from the District Service Improvement Program Trust 
Account for implementation of the District Services Improvement Program under the 
89 districts of PNG. 

• K4.5 million was spent from the Institutional Housing Pilot Trust Account in 
relation to the Institutional housing program. 

• K1.9 million was spent from the Cooperative Societies Establishment Trust 
Account in relation to the establishment of Cooperative Societies. 
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• K0.1 million was spent from the Madang Marine Park Development in relation 
Pacific Marine Industrial Zone (PMIZ) in Bidar, Madang Province. 

• K17.5 million was expended from the Konebada Petroleum Park Trust Account 
in relation to the development of the Konebada Petroleum Park. 

• K8.2 million was spent from the Regional Treasury and District Administration 
Offices Establishment Trust Account during this period in relation to Department 
of Finance Regional Treasury Office establishment. 

• K10.1 million was spent from the LNG Project Development Cost Trust Account 
in relation to cost associated with the LNG project. 

• K48.2 million was spent from the Infrastructure Development Grants Trust 
Account in relation to the development of the infrastructure associated with the LNG 
Project in Southern Highlands Province. 

• K15.0 million was spent from the Coastal Vessels Program Trust in relation to 
the coastal vessels program. 

• K0.9 million was spent from the Outstanding Liabilities Trust in relation to the 
outstanding liabilities associated with the PNG LNG Project. 

• K40.0 million was spent from the Highlands Highway Rehabilitation Trust in 
relation to the rehabilitation program of the highlands highway. 

• K39.6 million was spent from the Rural District Roads Support Trust for the 
rehabilitation and maintenance of district rural roads around the country. 

• K24.3 million was spent from the PNG LNG High Impact Infrastructure Trust in 
relation to impact projects associated with the LNG project in the Southern Highlands 
Province. 

• K15.0 million was spent from the ILG and Issues Committee Trust on activities 
associated with the LNG Project undertaken by the ILG and Issues Committee.  

• K3.3 million was spent from the REDD Program Trust in relation to the 
implementation of the REDD Program. 

• K32.0 million was spent from the Provincial Services Improvement Program 
(PSIP) Trust on the implementation of the Provincial Services Improvement 
Program. 

• K21.6 million was spent from the District Offices Rehabilitation Trust on the 
rehabilitation of district offices. 

• K1.3 million was spent from the Mining Legal Cost Trust on legal fees and costs 
associated with the Ramu Nickel Project. 

• K1.2 million was spent from the Mining Office Rehabilitation Trust during this 
period in relation to the rehabilitation of the building that housed the Mineral Policy 
and Geohazard Management Department.  



2012 Budget, Volume 1 

71 

• K52.8 million was spent from the Port Moresby Roads Trust on the rehabilitation 
of Hubert Murray Highway in the National Capital District. 

5.5 DISTRICT SERVICE IMPROVEMENT PROGRAM TRUST ACCOUNTS 

A total of K1,780.0 million, up to and including the 2012 Budget, has been appropriated for 
the District Service Improvement Program (DSIP). This includes K356.0 million appropriated 
in the 2006 Supplementary Budget, K534.0 million appropriated in the 2007 Additional 
Supplementary Budget and K178.0 million in each of the 2008 Supplementary Budget and 
the 2009-2012 Development Budgets.  

For ease of management of these funds, an individual bank account was established for 
each of the 89 Districts, and to date a total of K1,522.0 million has been released into the 
89 District DSIP Bank Accounts. In addition to this, K89.0 million was paid from the 
2011 Budget Appropriation directly to District Treasurers Operating account and not paid in 
the DSIP Trust accounts. 

The opening balance as at 1 January 2011 of the 89 DSIP Trust Accounts was 
K410.7 million and the closing balance as at 30 September 2011 was K314.5 million. Total 
Receipts for the period 1 January to 30 September 2011 totaled K107.0 million. Due to 
limited reporting, total expenditure is derived from the opening and closing balances and 
total receipts from the national Government. Table 34 below shows the movements of funds 
in the DSIP subsidiary trust accounts. 

For administrative ease of payment, the DSIP trust funds in some districts include receipts of 
funds from sources other than DSIP. The Department of Finance is unable to determine the 
magnitude of this non-DSIP usage due to lack of provision of bank reconciliations from 
districts. Further, the Department of Finance is only aware of the amount it deposits into the 
DSIP subsidiary trust accounts. As a consequence, the DSIP payments may not accurately 
reflect expenditure on DSIP projects in all circumstances as it has been derived from the 
opening and closing balances and total receipts. This is highlighted by eleven of the districts 
recording a negative derived payments figure.  

The Department of Finance, in consultation with the Department of National Planning and 
the Office of Rural Development, developed a Finance Instruction which provides guidance 
on the use and management of the DSIP funds. Monitoring of the implementation of the 
DSIP Program is undertaken by the Office of Rural Development with the support of the 
respective 89 Districts.  

Limited financial or project reporting has been provided by the implementing agencies 
including the relevant Districts to the Department of Finance to date.  

Table 34: Movement of the 89 District Service Improvement Program Bank Accounts 
from 1 January to 30 September 2011 (Kina) 

District 

Total Funds 
Paid into 

Trust 
Balance as at 

1-Jan-11 
Debits 

(Receipts) 
Credits 

(Payments) 
Balance as at 

31-May-11 

Abau  17,000,000 1,215,007 1,000,000 1,847,528 367,478.87

Goilala  17,000,000 2,057,591 1,000,000 2,142,070 915,520.58

Kairuku Hiri  17,000,000 2,952,218 1,000,000 3,436,276 515,941.52

Rigo  17,000,000 474,645 1,000,000 458,342 1,016,302.85

Gazelle  17,000,000 5,201,284 1,000,000 1,235,429 4,965,854.57
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Kokopo  17,000,000 2,613,709 1,000,000 23,311 3,637,019.58

Pomio ** 17,000,000 2,239,926 1,000,000 -4,753,725 7,993,651.02

Rabaul   17,000,000 8,142,340 2,000,000 6,473,109 3,669,231.30

Ambunti-Drekikir   17,000,000 443,000 1,000,000 396,602 1,046,398.14

Angoram  17,000,000 5,031,262 1,000,000 236,579 5,794,682.57

Maprik  17,000,000 6,827,317 1,000,000 1,061,539 6,765,778.30

Wewak   17,000,000 2,768,903 1,000,000 2,371,013 1,397,890.09

Wosera-Gawi  17,000,000 7,438,274 1,000,000 2,019,879 6,418,394.71
Yangogoru-
Saussia  17,000,000 8,095,509 1,000,000 7,057,873 2,037,636.23 

Daulo  17,000,000 8,247,996 2,000,000 561,854 9,686,142.33 

Goroka  17,000,000 2,003,006 2,000,000 2,495,278 1,507,727.77

Henganofi  17,000,000 4,655,298 2,000,000 5,504,169 1,151,128.96

Kainantu  17,000,000 3,346,487 2,000,000 3,302,830 2,043,657.37

Lufa  17,000,000 6,430,654 1,000,000 1,907,282 5,523,371.59

Obura-Wanenara  17,000,000 4,166,055 1,000,000 5,065,609 100,446.26

Okapa   17,000,000 3,876,386 1,000,000 1,503,577 3,372,808.98

Unggai-Bena  17,000,000 5,019,682 1,000,000 2,669,493 3,350,188.69

Kandep  * 19,000,000 1,399,050 1,000,000 2,109,497 289,552.51

Kompiam-Ambun  17,000,000 368,404 1,000,000 66,481 1,301,922.54

Lagaip-Porgera ** 17,000,000 3,983,642 1,000,000 -394,091 5,377,733.09

Wabag  17,000,000 3,356,299 1,000,000 1,301,208 3,055,090.60

Wapenamanda   17,000,000 973,459 1,000,000 463,949 1,509,509.74

Kerema ** 17,000,000 960,921 1,000,000 -261,767 2,222,688.46

Kikori  17,000,000 31,669 1,000,000 10,356 1,021,312.96

Bogia  17,000,000 10,578,833 1,000,000 4,442,845 7,135,987.87

Madang  17,000,000 9,354,779 1,000,000 1,854,166 8,500,613.43

Middle Ramu  17,000,000 6,801,782 1,000,000 2,326,016 5,475,765.96

Raikos  17,000,000 12,281,628 1,000,000 8,197,411 5,084,216.77

Sumkar 17,000,000 3,011,054 1,000,000 2,946,193 1,064,860.54

Usino-Bundi   17,000,000 7,610,781 1,000,000 4,457,000 4,153,781.01

Manus * 18,000,000 2,787,322 2,000,000 2,695,202 2,092,119.80
Alotau / 
Rabaraba   17,000,000 4,480,362 1,000,000 2,501,126 2,979,235.83

Esa'ala ** 17,000,000 6,073,083 1,000,000 -217,164 7,290,246.80

Kiriwina  17,000,000 7,384,215 1,000,000 979,191 7,405,023.61

Samarai Murua  17,000,000 2,640,166 1,000,000 2,818,417 821,749.42

Bulolo  17,000,000 3,558,828 2,000,000 4,378,097 1,180,731.07

Finschaffen  17,000,000 6,644,005 2,000,000 3,410,208 5,233,796.65

Huon Gulf   17,000,000 3,959,887 1,000,000 603,764 4,356,122.92

Kabwum  17,000,000 6,595,357 1,000,000 2,849,440 4,745,916.55

Lae  17,000,000 4,374,918 2,000,000 1,725,261 4,649,656.64
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Markham  17,000,000 8,574,075 1,000,000 3,530,751 6,043,324.24

Menyamya    17,000,000 4,349,781 1,000,000 2,713,685 2,636,096.27

Nawaeb  17,000,000 1,186,429 1,000,000 965,898 1,220,531.41

Tewa-Siasi   17,000,000 6,049,083 2,000,000 5,047,517 3,001,565.63

Moresby North  17,000,000 5,162,275 1,000,000 4,477,789 1,684,485.78
Moresby North 
West  17,000,000 12,653,596 2,000,000 6,438,785 8,214,811.46

Moresby South  17,000,000 8,367,707 1,000,000 4,705,803 4,661,903.95

Kavieng  17,000,000 699,304 1,000,000 313,623 1,385,680.91

Namatanai   17,000,000 5,692,996 2,000,000 1,189,741 6,503,254.72
Central 
Bougainville  17,000,000 8,214,387 1,000,000 3,739,805 5,474,582.33
North 
Bougainville ** 17,000,000 905,924 1,000,000 -151,467 2,057,391.01
South 
Bougainville  17,000,000 2,094,015 1,000,000 105,834 2,988,180.61

Ijivitari  17,000,000 3,175,551 1,000,000 2,328,606 1,846,945.43

Sohe 17,000,000 9,167,151 1,000,000 8,184,317 1,982,833.69

Aitape-Lumi   17,000,000 3,802,205 1,000,000 3,909,057 893,148.32

Nuku ** 17,000,000 362,218 1,000,000 -723,668 2,085,886.36

Telefomin * 19,000,000 7,744,295 1,000,000 4,919,597 3,824,698.30

Vanimo-Green ** 17,000,000 3,156,034 1,000,000 -203,764 4,359,797.52

Chuave  17,000,000 2,319,040 1,000,000 1,322,422 1,996,618.21

Gumine   17,000,000 1,594,403 1,000,000 1,929,370 665,033.36

Karamui-Nomane   17,000,000 3,946,070 1,000,000 2,145,888 2,800,182.41

Kerowagi  17,000,000 1,131,486 1,000,000 1,126,128 1,005,357.68
Kundiawa-
Gembogl ** 17,000,000 359,732 1,000,000 -606,609 1,966,341.37
Sinasina-
Yongumugl   17,000,000 7,906,127 1,000,000 4,828,107 4,078,019.89

Ialibu-Pangia  17,000,000 3,538,933 1,000,000 4,359,744 179,188.64

Imbongu * 19,000,000 2,888,912 1,000,000 2,070,506 1,818,405.70

Kagua-Erave   17,000,000 1,031,530 1,000,000 995,046 1,036,483.52

Komo-Magarima  17,000,000 3,383,591 1,000,000 2,527,913 1,855,678.38
Koroba-
L/Kopiago  17,000,000 6,835,952 1,000,000 604,396 7,231,555.96

Mendi * 18,000,000 1,039,259 1,000,000 1,838,362 200,896.77

Nipa-Kutubu   17,000,000 2,966,413 3,000,000 5,160,361 806,051.76

Tari-Pori  17,000,000 24,425 1,000,000 5,983 1,018,441.66

Kandrian  17,000,000 6,914,493 2,000,000 1,814,361 7,100,132.04

Talasea * 18,000,000 7,219,009 2,000,000 -498,111 9,717,120.25

Middle Fly ** 17,000,000 14,113,868 1,000,000 -998,927 16,112,795.08

North Fly  17,000,000 9,502,088 1,000,000 1,295,940 9,206,147.80

South Fly ** 17,000,000 6,156,619 1,000,000 -34,770 7,191,389.44

Dei  17,000,000 1,279,163 2,000,000 966,262 2,312,901.24

Hagen   17,000,000 11,532,712 1,000,000 8,049,465 4,483,246.75
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Source: Department of Finance 
* K9 million was overpaid to 6 districts and will be recovered from their 2012 appropriation. 
** Some districts have deposited non DSIP funds into their DSIP account. 

Jimi  17,000,000 2,092,264 1,000,000 2,620,984 471,280.04

Mul/Bayer  17,000,000 7,867,764 1,000,000 2,925,561 5,942,202.58

North Waghi  17,000,000 6,123,304 1,000,000 7,122,464 839.65

South Waghi  17,000,000 1,818,822 2,000,000 3,810,515 8,306.78

Tambul-Nebiler  17,000,000 3,268,155 1,000,000 110,899 4,157,255.98

 Total 1,522,000,000  410,668,153 107,000,000 203,216,275 314,451,878
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CHAPTER 6. TAXATION MEASURES   
6.1 OVERVIEW  

The 2012 Budget introduces a number of major taxation policy initiatives, minor policy 
changes and reforms to tax administration. These measures have been developed in the 
context of: 

• a balanced budget to maintain prudent fiscal policy and macroeconomic stability;  

• strong domestic economic growth and investment, significant capacity constraints 
and a desire to moderate high inflation; and 

• a desire to share the benefits of recent economic growth with ordinary Papua New 
Guineans. 

The 2012 Budget tax measures are fair, affordable and sustainable. The tax measures are 
modest to ensure adequate funding for expenditure priorities such as tuition fee free 
education and the 2012 National Election. Further, the tax measures aim to combat 
inflationary pressures and contribute to sustainable future revenues through reforms to tax 
administration. 

The major tax policy measure in the 2012 Budget is to provide tax relief to ordinary Papua 
New Guineans by increasing the tax-free threshold from K7,000 to K10,000. Taxpayers have 
been facing higher tax burdens due to inflation pushing individuals into higher tax brackets. 
Increasing the tax-free threshold ensures that all taxpayers receive tax relief, particularly 
those on lower incomes. Individuals earning less than K10,000 per annum will no longer pay 
income tax, while individuals earning over K10,000 per annum will receive an increase in 
their take -home pay of up to K660  per annum. 

The 2012 Budget also recognises the important role of the Highlands Highway as Papua 
New Guinea’s most important road transport corridor. Maintenance and repair of the 
Highlands Highway, particularly after natural disasters, has been a major and ongoing 
concern to business. As a result, the infrastructure tax credit cap will be increased from 
0.75 per cent to 2.0 per cent of assessable income for emergency repairs to the Highlands 
Highway.  

Another tax policy measure that will directly help ordinary Papua New Guineans is to extend 
the tariff reduction program announced in the 2011 Budget to include intermediate goods 
such as meat, flour, shoes and steel. This measure is expected to directly reduce the price 
of affected goods, which will help to ease the current high level of inflation.  

Further, this Budget introduces tax concessions on redundancy payments made under an 
approved redundancy scheme, to improve fairness in the tax system for large scale 
redundancies (such as mine closure) which can have a significant impact on local and 
regional communities. Other tax measures provide improved incentives to invest in Papua 
New Guinea, including an incentive for banks to invest in new regional branches to improve 
services for our rural population.  

To help fund these measures and other priorities such as tuition fee free education, the 
Government will increase excise on alcohol and tobacco products by the amount eroded by 
inflation over recent years.  
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The 2012 Budget also includes reforms to modernise tax administration and other 
amendments as part of the Government’s ongoing effort to improve and refine the tax 
system. 

6.2 PERSONAL INCOME TAX CUTS 

PNG has a progressive marginal income tax system, under which higher income earners 
pay a higher proportional rate of tax on their income than lower income earners. This fulfils 
the principle of vertical equity and is standard practice around the world. 

However, when wages rise due to inflation, the tax burden on salary and wage earners will 
increase. This is known as bracket creep, as some workers are pushed into higher income 
tax brackets even though the purchasing power of their income may not have increased.  

In order to compensate workers for some of the effects of bracket creep, the tax free 
threshold will be raised from K7,000 per annum to K10,000 per annum. This will ensure that 
individuals earning less than K10,000 per annum no longer pay income tax. Individuals 
earning more than K10,000 per annum will receive a tax cut of up to K660 per annum. In 
designing these tax cuts, the Government has been mindful that many taxpayers will also 
benefit from the Government’s tuition fee free education policy from 2012.  

The personal income tax cuts will apply from 1 July 2012, and reduce revenue by 
K59.0 million in the 2012 Budget. This commencement date will provide time for the IRC to 
make employers aware of the change in implementing the tax cuts. 

Table 35: Personal Income Tax Schedule 
 

Source: Department of Treasury  

6.3 HIGHLANDS HIGHWAY TAX CREDIT SCHEME 

The Highlands Highway is PNG’s most important road transport corridor. It contributes 
significantly to the movement of goods in and out of the highlands and economic growth 
more broadly.  

Natural disasters such as landslips have regularly led to the closure or partial closure of the 
Highlands Highway. Mining and petroleum companies utilising the funding through tax credit 
scheme, have been effective at responding quickly to provide emergency repairs to the 
Highlands Highway. However, the standard Infrastructure Tax Credit cap of 0.75 per cent of 
assessable income is insufficient to undertake major repairs to the Highlands Highway as 
well as build other public infrastructure intended under the scheme, such as hospitals, 
schools, roads and law and justice facilities.  

As a result, the Infrastructure Tax Credit cap will increase from 0.75 per cent to 2.0 per cent 
of assessable income (through a special tax credit of 1.25 per cent) for emergency repairs to 

Current Thresholds New Thresholds 
from 1 July 2012

Marginal 
Tax Rates

0 – 7,000 0 – 10,000 0
7,001 – 18,000 10,001 – 18,000 22%

18,001 – 33,000 18,001 – 33,000 30%
33,001 – 70,000 33,001 – 70,000 35%

70,001 – 250,000 70,001 – 250,000 40%
250,0001 + 250,0001 + 42%
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the Highlands Highway from Lae to Koroba and Wabag. This is estimated to reduce revenue 
by K70.0  million in 2012. 

6.4 EXTENSION OF TARIFF REDUCTION PROGRAM  

The 2011 Budget announced a modest Tariff Reduction Program (TRP) to commence on 
1 January 2012, and phased in over 7 years in order to give industry time to adjust. Tariff 
reductions will directly lower the price of imported goods, and therefore contribute to lower 
inflation. Tariff cuts will lower the cost of intermediate inputs for many businesses, improve 
the standard of living for consumers, boost export competitiveness and hence export growth, 
and improve medium term economic growth. 

To help further combat inflation, the 2012 Budget extends the TRP to include intermediate 
goods. The tariff rate on intermediate goods will fall from 15.0 per cent to 10.0 per cent in 
two intervals commencing 1 January 2012. In addition, the tariff on items in the protective 
category will be reduced from 15.0 per cent to 10 .0 per cent in 2018 to align with the 
intermediate rate, as intended under the 2011 TRP. 

A reduction in the intermediate tariff will reduce the price of a large number of goods 
including: 

• Meat, flour, pasta, other food; 

• Shoes, fabric, carpet; 

• Cement, plastics, glues; 

• Paper, books; and 

• Bridges, reservoirs, tanks, barbed  wire, iron and steel, other metals and metal 
products. 

As an approximate guide, the extension to the TRP is broadly estimated to reduce inflation 
rate by around 0.5-0.7 per cent in 2012. The extension is estimated to reduce tax revenue 
by K30.0  million in 2012.  
 
Table 36: Extension of the Tariff Reduction Program 
 

Source: Department of Treasury  

 
Tariff Reduction Program announced in 2011 Budget 
 

Category 

Current Rates 2011 Budget Announced Rates 

2011 2012-2014 2015-2017 2018 

Intermediate Rate  15% 15% 15%  15% 
Protective Rate  25% 20% 15%  15% 

Prohibitive Rate  40% 35% 30%  25% 
 
Tariff Reduction Program  with Extension announced in 2012 Budget 
 

Category 

Current Rates New Rates 

2011 2012-2014 2015-2017 2018 

Intermediate Rate  15% 12.5% 10% 10% 

Protective Rate  25% 20% 15% 10% 

Prohibitive Rate  40% 35% 30% 25% 
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In addition, technical amendments to the Customs Tariff Act and Excise Tariff Act are 
required to reflect international changes to the tariff codes. This will meet PNG’s 
commitments to the World Customs Organisation and facilitate the efficient movement of 
goods through PNG Customs. 

6.5 ALCOHOL AND TOBACCO EXCISE INCREASE 

In recent years, the real value of excise rates on alcohol and tobacco products has been 
eroded by inflation (as the indexation of rates is capped at 5  per cent per annum). A one-off 
increase in excise rates of around 15 per cent would restore around 4 years of this erosion.  

In addition, manufacturers have benefited from lower input costs on imported goods due to 
the appreciation of the Kina through 2011 (for example, it rose by around 19  per cent against 
the US dollar). This will provide manufacturers with some capacity to absorb an increase in  
excise rates.  

In recognition of these factors, and to fund other high priorities in the 2012 Budget, the 
Government will increase the excise rates for alcohol and tobacco products by 15 per cent 
from 1  January 2012. This will also discourage increases in the consumption of alcohol and 
tobacco as a result of the increase in disposable income flowing from the reductions in 
personal income tax and tariff rates and the introduction of tuition fee free education .  

This measure is expected to increase tax revenue by K60.0 million in 2012.  

6.6 TAX CONCESSION FOR REDUNDANCY PAYMENTS 

All termination and redundancy lump sum payments (excluding superannuation) are taxed at 
marginal income tax rates. Due to the effects of progressive marginal tax rates (under which 
higher income earners pay proportionally higher tax), redundancy payments are generally 
taxed more heavily than regular salary and wage income. In principle, the Government 
would like to improve fairness by reducing the rate of tax on redundancy payments. The 
Government is particularly concerned about the impact of large scale redundancies on local 
and regional communities. 

However, the Government is also mindful that redundancy tax concessions in the past have 
resulted in a substantial loss of revenue and the benefits have been poorly targeted. The 
Government will therefore introduce a redundancy concession for approved large scale 
redundancy schemes where at least 30 or more employees are made redundant. This 
targeted relief seeks to balance the need to safeguard the revenue and assist affected local 
and regional communities (for example, following mine closure).  

Redundancy payments made under an approved redundancy scheme will benefit from a 
concessional tax rate of 15.0 per cent, up to a cap based on the number of years of service. 
Redundancy payments in excess of the cap will be subject to regular marginal tax rates. In 
addition, the IRC will implement a simplified annual calculation for the taxation of termination 
payments and redundancy payments in excess of the cap, compared to the current 
calculation based on the past 26 fortnights. This concession is expected to cost K5.0  million 
in 2012. 

6.7 MINING AND PETROLEUM REHABILITATION EXPENSES 

While PNG generally has an internationally competitive tax regime for resource projects, one 
major exception is the tax treatment of expenses to rehabilitate a resource project site  and 
clean up the environment at the end of a resource project. Currently, resource companies 
effectively pay greater tax on income used to fund these costs. Unlike other project costs, 
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they cannot deduct these costs against project income as there is no project income and 
losses cannot be transferred out of the project ring-fence. The last major review of the 
resource tax system -  the Bogan review in 2000  -  recommended that PNG introduce an 
appropriate tax regime for these costs. This would remove any disincentive for companies to 
clean up the environment at the end of a resource project.  

The Bogan review recommended that resource companies make provision for environmental 
rehabilitation and cleanup costs during the production phase of the project by paying project 
income annually into a trust account. However, concerns about the proper management of 
these funds over long periods of time meant that this option could potentially make PNG a 
less attractive place to invest. 

The 2012 Budget will recognise resource project site rehabilitation and environmental  
cleanup costs at the end of a resource project and allow companies to utilise deductions by 
transferring them out of the project ring-fence. This avoids a number of the problems 
associated with other options. By allowing mining and petroleum projects to carry forward 
resource project site  rehabilitation and environmental cleanup deductions and use them 
against other projects, this option treats resource companies similarly to non -resource 
companies operating in PNG. This rewards companies with an ongoing investment 
relationship with PNG. This option is prospective only (that is, it will only apply to new 
projects).  

6.8 OTHER  TAX POLICY AMENDMENTS  

Banking Incentive: Community Service Obligation tax incentive  

The Income Tax Act provides tax credits to banks that invest in branches, sub-branches or 
agencies in rural areas, in recognition of the fact that banking services outside of major 
towns and cities may not be profitable. The existing concession expires on 
31 December 2011.  

In principle, Community Service Obligations should not be funded through the tax system. 
However, there is a strong public policy benefit in opening new bank branches, 
sub-branches and agencies in rural areas. The 2012 Budget therefore extends the tax 
concessions for the roll-out of rural banking services until 31 December 2017. It also 
replaces the requirement to provide 52 free transactions per annum with a cap on 
transaction fees of K1 per transaction for the purposes of accessing the concession, in 
recognition of the banking products cu rrently provided and the high costs of providing rural 
services. 

This measure is expected to support the roll out of increased rural banking services by 
commercial banks to smaller towns and rural areas. This tax measure is expected to reduce 
the Government revenue by K1.0 million in 2012. 

GST Distribution to the Provinces  

The Goods and Services Tax (GST) replaced inefficient and administratively burdensome 
provincial sales taxes over a decade ago, with the inland GST revenue shared between the 
provinces (60 per cent) and the National Government (40 per cent). While provinces 
retained the legal right to impose their own sales or services taxes, any province that did this 
would forfeit their share of the GST revenue. This effectively stopped provinces from 
introducing overlapping sales and services taxes on top of the GST.  

Following a review of the intergovernmental financing system by the National Economic and 
Fiscal Commission in 2008, changes were made to GST distributions between the 
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provinces, and the Goods and Services Tax Revenue Distribution Act was repealed and 
merged with a new Act called the Intergovernmental Relations (Functions and Funding) Act.  

As part of these changes, the provision that caused provinces to forfeit their share of the 
GST Revenue if they imposed a sales or services tax was inadvertently abolished. As a 
result, a number of provinces are now proposing to introduce sales and services taxes on 
top of the GST. 

The introduction of provincial sales and services taxes over and above the GST would be 
administratively complex and burdensome for business, add to inflation, reduce living 
standards for Papua New Guineans, and is economically inefficient (due to the cascading of 
sales and services taxes through the supply chain). It is a key objective of tax policy to 
ensure a level playing field across all industries and sectors of the economy. Differential tax 
treatments on the provision of various goods and services in different provinces will lead to 
market distortions.  

In order to address these concerns, the 2012 Budget introduces an amendment to the 
Intergovernmental (Functions and Funding) Act to restore the provision in the law that 
causes provinces that impose a sales or service tax to forfeit their share of the GST 
revenue. This provision will not affect Bougainville owing to guarantees on GST payments 
under the Peace Agreement. There will be no financial implications for the National 
Government as a result of this amendment. 

Abolish Export Subsidy 

As a member of World Trade Organisation (WTO), PNG is bound to abide by a range of 
international obligations that apply to all member countries, including the requirement not to 
subsidise exports in any form. This contributes to a level playing field internationally for 
exports.  

Section 45B of the Income Tax Act grants new export businesses an income tax exemption 
for 7 years. The WTO has advised PNG that this constitutes an export subsidy and is in 
violation of WTO requirements.  

The 2012 Budget will abolish the export subsidy from 1 January 2015, to comply with our 
international obligations. The abolition of this export subsidy program was foreshadowed in 
the 2011 Budget to give advance notice to the business community. 

There will be no impact on revenue in 2012. There will be a revenue saving of about 
K2 million once the subsidy is abolished. 

Incentive to facilitate the creation of Property Unit Trusts  

The Income Tax Act provides certain tax concessions to unit trusts and property unit trusts. 
However, these concessions are large ly unused.  

To facilitate the creation of unit trusts and property unit trusts, the rate of stamp duty for 
property transferred within a two year window into a unit trust or property unit trust will be 
reduced from 5.0 per cent to 2.0 per cent. The reduction in stamp duty is temporary, and will 
be effective from 1  January 2012 to 31  December 2014. Thereafter, the stamp duty rate will 
return to 5.0 per cent. Also, the ownership test for listed trusts will be relaxed, and property 
unit trusts will be permitted to invest overseas, to allow greater diversification and 
management of investment risk. 
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The esta blishment of new trusts should deepen investment markets in PNG, provide greater 
scope for property investors to diversify risk and improve access to property investment for 
smaller investors. This may also contribute to the more efficient use of existing parcels of 
land. 

There is no revenue cost to the 2012 Budget. If new unit trusts are created, there may be a 
small increase in stamp duty revenue. In the medium term, there may be a small reduction in 
revenue, as payments of dividends from unit trusts and property unit trusts are exempt from 
tax.  

6.9 MINOR TAX POLICY AMENDMENTS 

Indexation of GST Thresholds  

Tax thresholds in the GST Act have not been indexed since 1999, and inflation since that 
time has substantially eroded the thresholds in real terms. This has meant, for example, that 
more small businesses are required to lodge monthly GST returns, even though the costs of 
collecting GST for many small businesses and the cost of administration for IRC are 
disproportionate to the amount of GST collected.  

In order to restore the real value of GST collections, the following tax thresholds will be 
increased by 150 per cent (broadly equivalent to  inflation from 1999 to 2012): 

• The GST compulsory registration threshold (from K100,000 to K250,000).  

• The taxable period threshold  (from K250,000 to K625,000). 

• The accounting basis threshold  (from K500,000 to K1,250,000). 

The financial implications for the 2012 Budget are negligible. This measure may, to a small 
extent, assist in the Government’s efforts to reduce inflation, by exempting more small 
businesses from GST. 

2015 Pacific Games 

The 2012 Budget will introduce three amendments to support the hosting of the 2015 Pacific 
Games. The first is to exempt the PNG 2015 Pacific Games Limited from income tax. The 
second is to provide a 150 .0 per cent deduction for donations made to the games. The third 
to provide GST zero-rating and an exemption from import GST.  

In addition, the Government will provide the 2015 Pacific Games with customs duty and 
excise exemptions on prescribed goods. These exemptions will be accessed following 
Ministerial and National Executive Council approval of the goods prescribed, in accordance 
with the existing law. 

6.10 MODERNISATION OF TAX ADMINISTRATION 

The 2012 Budget will support the improved efficiency and modernisation of tax 
administration in PNG through the introduction of a new information technology system, 
increased funding to the Inland Revenue Commission (IRC), streamlined arrangements for 
the payment of income tax refunds and a number of technical amendments. 
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Modernising Tax Administration  

IRC will launch its new information technology system, the Standard Integrated Government 
Taxation Administration System (SIGTAS) in 2012. SIGTAS is expected to substantially 
improve the effectiveness and efficiency of IRC’s operations. The IRC’s current information 
technology system is outdated and fails to support IRC operations in several key areas. 

The new information technology system will perform the following functions (among others): 

• Automate a range of processes currently performed manually; 

• Provide IRC with more data and reports to assist in compliance efforts, including 
improving the ability of IRC to undertake risk assessments when selecting 
candidates for audit; 

• Support faster assessment of tax returns; 

• Streamline and support faster registration of new taxpayers, as taxpayers will only 
need to register once and receive only a single Tax Identification Number; and 

• Improve service delivery to taxpayers and response times from IRC. 

A number of technical amendments are required to facilitate the introduction of SIGTAS and 
to improve service delivery, including allowing taxpayers to lodge returns and pay taxes at 
approved regional centers, permitting the Commissioner General to accept electronic 
payments, and administrative penalties for taxpayers who lodge incomplete returns.  

IRC Funding 

The 2012 Budget provides a substantial increase in resourcing  the IRC to support improved 
tax administration. A lack of manpower is a major cause of the large number of outstanding 
tax assessments, refunds, audits and objections in IRC and slow response times to 
taxpayers. The 2012 Budget provides recurrent funding to IRC of K44.3 million, an increase 
of about K6 .0 million or 16.0 per cent, plus contributions from the Development Budget to 
further develop IRC’s new information technology system, SIGTAS. The number of funded 
staff positions in IRC in 2012 will be increased to 581 officers, compared to the current 
staffing level of 365. These increases in staffing will support improved service delivery to 
taxpayers and increased revenue collections.  

Even with this increase, IRC funding will remain below levels provided by other countries in 
East Asia and the Pacific for tax administration (relative to the population and size of the 
economy). The Government will consider further increases in future Budgets to lift IRC 
resourcing closer to international averages, once IRC has filled the new positions and the 
benefits of additional resourcing have been realised.  

Income Tax Refunds 

Income tax refunds are currently paid out of the Budget appropriation. However, once the 
Budget appropriation has been exhausted, no further tax refunds are paid. This can result in 
long and undesirable delays in the payment of tax refunds. In turn, this discourages 
taxpayers from paying the ir tax installments in full and on time, given that overpayments may 
not be re funded promptly. 
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The Income Tax Act already provides for the payment of tax refunds when taxpayers have 
overpaid their taxes. IRC will implement an administrative solution in 2012 to pay income tax 
refunds, using similar practices to the existing payment of GST refunds. No change to the 
law is required . This change is not expected to materially reduce revenue in the 
2012 Budget. 

Technical amendments 

The technical amendments in the 2012 Budget are as follows: 
 

• Provincial Tax Centers and Commissioner General’s Authority to Approve 
Lodgement of Income Tax Returns from Provincial Centers 

The Income Tax Regulations will be amended to provide the Commissioner General 
with the authority to approve the lodgment of income tax returns and payment of 
taxes in certain other provincial centers (outside Port Moresby). 

 
• Computer Service Provision 

The Income Tax Act and Good and Services Tax Act will be amended to allow the 
Commissioner General to operate a computer system and accept returns and 
documents transmitted electronically. 
 

• Penalty for Lodgment of Incomplete Returns 

The Income Tax Act and Good and Services Tax Act will be amended to introduce a 
new penalty for taxpayers who lodge incomplete returns. This provides an incentive 
for taxpayers to thoroughly complete their returns and to ensure efficient operation of 
IRC’s new information technology system, SIGTAS. 
 

• GST  Late Lodgment Penalty 

The Good and Services Tax Act will be amended to enable the late lodgement 
penalty provision to be applied administratively, as intended, rather than seeking 
legal redress through the courts. 
 

• Method and form of Payment of Taxes 

The Income Tax Regulations and the Goods and Services Tax Regulations will be 
amended to provide the Commissioner General with the authority to approve the 
form and method of payment of taxes. Also regulation 43 of the Income Tax 
Regulations will be amended to allow the Commissioner General to accept electronic 
forms of payment.  
 

• Clarification to the Administrative process underpinning the Project Basis of 
Assessment 

The Income Tax Act will be amended to clarify the requirement to lodge annual 
separate returns for each project. This is consistent with current administrative 
practices and the intent of the current law.  

 
• Sections 258A and 262 of the Income Tax Act  

These sections of the  Income Tax Act will be amended to confirm that the 
Commissioner General has the right to impose, recover and collect penalties under 
section 262. This is consistent with the intent of the current law. 
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• Court procedures 

The Income Tax Act and the Goods and Services Tax Act will be amended to be 
consistent with the current rules of court. 

6.11 AREAS OF POLICY DEVELOPMENT IN 2012 

The Government wishes to notify and seek industries views on the following areas of policy 
development in 2012. Industry and other interested groups are invited to lodge submissions 
on these issues and other tax policy areas of concern by 31 March 2011, as part of the 
regular process for making Budget Submissions.  

GST Import Deferral Scheme  

The Government will consider amendments to the Goods and Services Tax Act to provide a 
GST deferral scheme for taxpayers with a strong record of tax compliance. The GST 
imposed on imported goods into PNG by many businesses is refundable to the taxpayer on 
lodgement of a GST return by that taxpayer. The GST imposed on imported goods in these 
cases results in no net revenue to the Government, imposes administrative costs on all 
parties, and the timing gap between the payment and refund of GST represents an 
additional cost to business.  

The Government in consultation with other stakeholders including IRC and PNG Customs 
will examine the administrative implications of this proposal to form a firm view on this issue 
in 2012.  
 
Nil Assessment 

Currently tax returns with no taxable income are not considered an assessment under the 
Income Tax Act. This means that various rights and protections in the Act do not apply to 
taxpayers in a nil assessment position.  

The previous Government had announced in the 2011 Budget the consideration of a 
technical amendment to recognise nil assessments in the definition of assessment in 
2012 Budget. However, the amendment to nil assessments is postponed for further 
consultation in 2012 to allow for the consideration of related administrative issues, including 
aligning the record keeping requirement for companies in a loss position with the periods of 
time for loss carry forward and utilisation, allowing the period of review to be extended (for 
example by mutual agreement between the IRC and the taxpayer), and a review of the loss 
carry forward rules.  

The Government is also mindful that IRC is under-resourced to manage taxpayer objections 
and this will need to be considered when determining the timing of any changes to the 
recognition of nil assessments. 
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CHAPTER 7. BUILDING THE ECONOMY THROUGH 
SUSTAINED REFORMS  

7.1 OVERVIEW  

Papua New Guinea continues to benefit from past reform. These reforms have contributed 
to sustained economic growth that shielded the economy from the worst effects of external 
shocks and has provided a conducive environment for investment as evidenced by the PNG 
LNG Project. They have also contributed to lower prices and better services such as with 
mobile phones, air transport and banking services. They have also freed up fiscal space for 
the Government to concentrate on what it does best – providing essential services in areas 
such as education and health. 

The Government remains committed to ensuring that development polices and strategies, 
including those existing and any new reforms in 2012, will be closely aligned with key 
objects of the Vision 2050 and the Papua New Guinea Development Strategic Plan 2010 – 
2030 (DSP) and the Medium Term Development Plan (MTDP). This will improve the 
Government’s reform efforts on addressing the underlying issues that negatively impact on 
public sector service delivery and private sector led market development.  

The new Government will remain committed to public sector reform. These reforms will 
enhance the efficiency and effectiveness of the public sector. The new Government is also 
expected to empower its longstanding Public Expenditure Review and Rationalisation 
(PERR) program.  

The Government will also continue to support the development of a competitive and dynamic 
private sector. In 2012, the Government will to strengthen existing reforms to make sure that 
they achieve their objectives and explore areas for further reforms. In addition, the 
Government’s commitment to removing impediments to doing business and investment in 
PNG will remain a priority to provide a stable investment climate that promotes a competitive 
and dynamic private sector in the long term.The Government will also work to provide 
greater transparency on, and improve the performance of, the State Enterprise sector. A 
specific section discussing this sector is provided in chapter 8 .  

7.2 PUBLIC SECTOR REFORM 

The Papua New Guinea Vision 2050 

In January 2011, the Government moved quickly to announce that 2011 was the first year of 
implementation of the PNG Vision 2050. Since then, the Government has honoured its 
commitment by instructing the Public Service, especially Central Agencies to ensure that 
cash warrants were released early in the year and made available to responsible Agencies 
and Provinces for timely implementation of impact projects.The Government will make sure 
that early release of funds by the Department of Treasury to various Agencies to implement 
projects identified for funding in the Budget remains the number one priority of the 
Government under PNG Vision 2050. 

In 2012, the  Government is expected to provide strong leadership in ensuring this process is 
maintained as part of the on-going implementation of PNG Vision 2050.  

As part of the implementation process, the PNG Vision 2050 Development Centre  released 
a Reporting Template to be used by all Agencies of Government including Provinces. 
Agencies will be required to report to the Government using this Template. Among other 
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things the information collected will identify the project being funded, the total cost of the 
project, source of funds and status of implementation. This information will allow the 
Government to monitor implementation of all major projects in the country and at the same 
time identify existing bottlenecks. Detailed reports on the status of implementation of these 
projects will be presented to the Government through the National Executive Council (NEC) 
for information and further deliberation. 

Public Sector Reform Programs in 2012 

Public Sector Reforms are a priority of the Government as articulated under PNG Vision 
2050 Pillar 3: ‘Institutional Development and Service Delivery’. In addition, the PNG 
Development Strategic Plan (DSP) 2010-2030 and the Medium Term Development Plan 
2011-2015 (MTDP 2011-2015) both identify various strategies for ‘Governance and Public 
Sector Management’. 

Service Improvement Program (SIP) 

The Service Improvement Program (SIP) is a reform program that is aimed at improving 
service processes and procedures in Agencies in order to better perform their functions. So 
far, a total of 12 Provinces and 5 National Departments and Agencies have directly benefited 
from this program. Currently, SIP rollout to Districts and LLGs is limited, although the 
demand for SIP at Districts and LLGs is very high and remains critical. 

Rightsizing Initiative 

Under Public Sector Reforms, the greatest concern continues to remain the high cost of the 
Public Sector and the need to greatly improve service delivery and achieve cost savings. 
The Government will continue to pursue reforms that will lead to internal rationalisation and 
streamlining to get Departments and Agencies to perform their core functions. The 
Rightsizing Report recommended options to out-source, privatise and devolve certain 
Government functions. Some of these options have been sighted and a few Agencies have 
already taken the initiative to involve the private sector. 

Organisation, Manpower and Personnel Emoluments Audit 

Control of organisational position classification and grading is an essential component of 
budgetary control, and job grading processes and the remuneration structures which were 
established about 15 to 20 years ago are in need of a radical overhaul.  

In light of this, the Government has initiated a major policy review during the 2011 Budget 
preparations to design an overall Government strategy to: 

• Improve public sector productivity and performance through leadership and 
manpower initiatives, 

• Award predictable, justifiable and affordable pay increases for public employees in 
future years, and 

• Bring Government’s funded public sector pay bill under immediate closer scrutiny 
and control. 

The Organisation, Manpower and Personnel Emoluments Committee (OMPEAC) is 
established under the chairmanship of the Secretary of Department of Treasury and will 
drive the Government’s total organisational, manpower ceiling and cost control strategy for 
the funded public sector over the next three years from 2011 to 2013. 
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The lead role on organisational, staffing and cost control policy lies with the Secretary of 
Department of Personnel Management (DPM). The prime strategy is to improve the 
budgetary control over personnel emoluments through imposition of stricter manpower and 
payroll controls. To achieve this Government strategy, the Departments of Finance, 
Personnel Management and Treasury are in collaboration in the design of Human Resource 
and Payroll Management systems that make line agencies accountable and enable 
centralised audit and control. 

Functional Expenditure Reviews 

Since the year 2000, a total of twenty-three (23) Functional Expenditure Reviews (FERs) 
have been undertaken involving national Departments and Agencies. The implementation of 
the various recommendations of the FERs resulted in significant cost savings and hence 
improved general performance of these organisations. 

Since the last FERs were undertaken more than a decade ago, there is a need to conduct 
new FERs for Public Sector Agencies taking into account recent changes . Issues such as 
the devolution of powers from the Department of Personnel Management to Departments 
and Provinces, together with changes to the Status Quo of a number of Agencies will require 
new FERs to be undertaken. Again, this will be pursued in 2012 under the Reform program. 

Improving the Governance of Statutory Authorities 

The Government has delegated Statutory Authorities the responsibilities to perform their 
respective Governmental functions through the provision of public goods and services. The 
rationale is to establish Statutory Authorities to achieve greater independence from the 
Government and increase efficiency.  

To ensure this mechanism is effective, Project 9 of the Public Expenditure Review and 
Rationalisation (PERR) program has undertaken some reviews with technical assistance  
from the Asian Development Bank (ABD). A key report from this work provided several 
recommendations including proposed amendments to the Public Finances (Management) 
Act 1995  (PFMA). The key recommendation is for the current accountability regime to be 
strengthened by enhancing the enforcement provisions contained in Part VIII of the 
PFMAand improving the financial and performance management reporting by Statutory 
Authorities to the Government thereby improving transparency and accountability for the use 
of the State’s limited resources. 

A further recommendation has also been  put forward for the establishment of the Statutory 
Authorities Monitoring Branch (SAMB) within the Department of Finance to monitor, evaluate 
and review the financial performance and compliance of Statutory Authorities to the relevant 
legislations in place. The establishment of this Branch has been approved by the senior 
management of the Department of Finance and is expected to become fully operational in 
2012.  

In 2011, further technical assistance has been provided by working with nine  selected 
Statutory Authorities who were  invited to participate in a pilot program to trial the 
recommendations. The pilot program has now been completed, a policy submission and 
draft amendments to the PFMA will be submitted to the NEC for approval and it is expected 
that the key recommendations will be implemented in 2012. 

Equitable Resource Allocations to Provincial Governments   

The reforms to the Organic Law on Provincial Governments and Local Level Governments 
and the Intergovernmental Relations (Functions and Funding) Act 2009 have changed the 
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system of intergovernmental financing since 2009. This change in the new system sets a 
minimum level of funding for the assigned service delivery functions and responsibilities of 
provincial and local-level Governments. It is intended to provide greater certainty for 
provincial and local-level Governments as grants are aligned to Net National Revenue 
(NNR) and it ensures that the system will remain affordable. The NNR amount is the total tax 
revenue received by the National Government excluding mining and petroleum tax 
revenues. 

A formula based on a percentage is then applied to the NNR to derive at an amount called 
the equalisation amount, which is then divided between individua l provincial and local-level 
Governments. The details of how the NNR was determined is published in the 2012 Budget 
Fiscal Report.  

In 2012, the equalisation amount is K307.9  million, an increase of K57.9  million from 2011. 
This was derived by applying the prescribed percentage of 6.21 per cent to the 2010 actual 
net national revenue amount of K4,958.4  million.  

Of the K307.9  million, K172.7 million is to be distributed amongst provinces and LLGs based 
on need basis while K135.2 million is to meet the transitional guarantee. 

The constitutional grants are directed towards bringing the provinces that have lower fiscal 
capacity up to the average Cost of Service that the National Economic and Fiscal 
Commission determined the provinces should be actually spending on. By the same token, 
the provinces that have a higher fiscal capacity such  asthe revenue rich provinces are 
expected to direct a fair amount of their resources to funding basic service delivery as 
identified under the Medium Term Development Strategy. 

District Treasury Roll-out Program   

Since its inception in 2004, to date, 54 District Treasuries have been fully commissioned and 
made functional. Of the remaining 35  District Treasuries, 21 are planned to be opened in 
2012 fiscal year and the rest have not been established. The Government is committed and 
will continue to make funds available to fully fund the District Treasury Rollout Program in 
2012. 

The Government has also established Cash Offices in the districts where mineral 
exploitation is taking place. There are three Cash Offices being built in Gembogl District in 
Chimbu Province, Porgera District in Enga Province and Komo District in the Southern 
Highlands Province.  

Major service changes in 2012 include: 

• Establishment of Finance Regional Office (Chimbu–Highlands Region, 
Madang-Momase Region, Rabaul–New Guinea Islands Region and 
Central-Southern Region),  

• Installation of VSaTs in other District Treasury Offices to improve communication; 
and 

• Arrangement for the coordination and management of BSP Bank Agencies in the 
District Treasuries by BSP Limited.  
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Public Service Pay Fixation Agreement 2011 to 2013  

The Public Employees Association (PEA), Senior Contract Officers Allowances, Papua New 
Guinea Teachers Association (PNGTA), Doctors and Nurses 2011 to 2013 Pay Fixation 
Agreement were all approved and implemented in early 2011. 

This will increase the public service individual base salary by 7.5  per cent in years 2011 to 
2013. The proposed “buy out” of the housing allowance by K500 has been disagreed by the 
PEA and they (PEA) proposed for a K250  per fortnight for housing allowance. This clause 
has been agreed by the parties concerned to be dealt separately and does not form part of 
the 2011 to 2013 PEA Pay Fixation Agreement. However, Department of Personnel 
Management (DPM) has factored K500 as one-off payment to be part of the base salary 
which leads to general increase in the individual base salary for 2011. The PEA has 
proposed to take the housing matter to PNG Public Services Conciliation and Arbitration 
Tribunal for consideration.  

The PEA negotiated salary increase of 7.5 per cent does not apply to those agencies whose 
terms and conditions of employment are determined by the Salaries Condition and 
Monitoring Committee (SCMC) and other agencies whose  salary increases are provided 
through a separate agreement or other legal instrument. The pay increase for agencies not 
covered by PEA has been advised by DPM to undergo the normal negotiation process to 
qualify for the increase. These will allow sufficient time to phase out by way of spreading the 
cost overtime through the normal budgetary process. 

Automation of State Share Superannuation Contribution  

With accordance to Sections 4 and 76 of the Superannuation (General Provisions) Act 2000, 
the State is obliged to make a mandatory superannuation contribution of an agreed 
8.4 per cent of the base salary, individually, for all its employees to the Nambawan Super 
Limited . 

With enactment of the above provisions in 2003, the Government commenced remittance of 
its employer contribution (the 8.4 per cent) in compliance with the Superannuation 
legislation. It was not feasible for the Government at that time to comply fully with the 
requirement of the legislation by remitting the whole 8.4 per cent of the employer 
contribution. As such a phased approach was introduced allowing the Government to remit 
portions of the 8.4 per cent up to 2009 where the whole 8.4 per cent would be met on annual 
basis. A schedule of this arrangement was enacted in the 2003 Superannuation amended 
legislation.  

Since 2003, the Government was able to comply with the legislative requirements. However, 
in 2009 and 2010, the previous Government decided not to fully fund the 8.4 per cent, which 
has resulted in build -up of arrears to the existing unfunded State Share Superannuation 
liabilities of approximately K2.06 billion as at 31st December 2010. Large part of 2009 and 
2010 arrears was settled in 2011 with a lesser portion to be settled in 2012. 

The current situation in Europe reinforces the importance of ensuring that superannuation 
obligations are fully funded. The previous manual system to meet the legal obligations has 
now been automated. This automated program will enable the State to make this particular 
mandatory superannuation contribution through the Government payroll system on a 
fortnightly basis. This automation process will not cover the superannuation debt that has 
been accumulated – this will require separate budget decisions each year. 

In 2011, the Department of Treasury, on behalf of the State paid K277.7 million to 
Nambawan Super Limited for Superannuation obligations. Of this amount, K200.1 million 
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was paid for the 2010 arrears which are the  outstanding State Share Superannuation 
contribution  forboth exit and employer (8.4 per cent) contribution. A total of K10.0  million was 
paid for accumulated non-contributory benefits inaccordance to Section 45A of Public 
Officers Superannuation Fund Act 1990. An amount of K67.6  million was done aspart 
payment for the 2011 State share exit payments. 

The Department of Treasury and Department of Finance are working on settling the bulk of 
2011 State Share employer contribution worth over K70.0  million and aims to settle this 
before the end of this year. 

In 2012, the State is estimated to incur arrears from 2011 State share exit and employer 
contribution at a total of K96 .0 million. In addition, the estimated 2012 Superannuation State 
share obligations is K224.0 million and K10.0 million for the non-contributory benefits. The 
estimate on State share employer contribution also accommodate s the recent pay rise of 
7.5 per cent for the Government funded public service . The 2012 Budget makes full 
provision to meet this K330.0 million in liabilities, although it does not include any funding to 
reduce the level of outstanding superannuation liabilities prior to 2010, and these will 
increase in line with expected investment returns.  

Integrated Human Resource Payroll System  

A major concern of the Government is the lack of control over personnel emoluments 
expenditures through PNG Government Accounting System (PGAS), which are uncontrolled 
through the payroll. In particular, the number of “off line” transactions and multiple position 
occupancies in breach of payroll business rules, thus avoiding establishment controls, 
appears to be a major problem to maintain budgetary discipline.  

The Government’s Payroll System (Alesco or Concept) is not standalone software but it is 
comprised of many functions of the Human Resource (HR) module as an enabler to 
processing accurate public servants personnel emoluments. 

The Alesco or Concept Payroll Rollout to transfer payroll functions to provincial hospitals 
was introduced by the National Department of Health (NDoH) as a pilot project in late 2009. 
This project was established to reduce the annual budget constraints on hospital staff 
travelling to Port Moresby (NDOH HQ) for payroll data entry and cleansing purposes. The 
Concept Payroll system has been effective especially in processing staff payments in the 
provinces and  creating confidence in hospital management to make timely decisions in 
relation to their payroll and HR issues. The project has also helped reduce the annual 
personnel emoluments costs in the PNG health sector. 

The integrated Payroll HR Module Project aims to provide online access to HR managers 
and their staff using technology already proven successful in the Department of Health, 
through the Hospitals online project. The hospitals that already have online payroll access 
are: Mt Hagen Hospital, Mendi General Hospital, Port Moresby General Hospital, Angau 
Memorial Hospital, Alotau General Hospital, Goroka General Hospital and Nonga General 
Hospital. The Enga and Modilon General Hospitals are in the queue to come online. 

7.3 A COMPETITIVE AND DYNAMIC PRIVATE SECTOR 

The development of a competitive private sector is important as it creates employment, 
generates income and stimulates economic growth. Promoting private sector growth 
remains a key priority of the Government. It will pursue the following strategies to support 
greater private sector activity:  

• Enhancing Competition; 
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• Improving Economic Regulation ; 

• Developing More Effective and Efficient Markets; and 

• Reducing Impediments to Business and Investment. 
 
Enhancing Competition  

The Government recognises the benefits of competition. A competitive market provides 
reliable and affordable services, improves consumer welfare, creates employment, 
generates income and enhances the efficient allocation of scare economic resources. In 
2012, competition reforms will focus on the telecommunications and electricity sectors.  

Telecommunications (ICT) 

As per the National ICT Policy 2009, the Government will continue to support enhanced 
competition in the ICT sector. The National Information & Communications Authority 
(NICTA), through the NICTA (Operator-Licensing) Regulation 2010 and NICTA (Radio-
Spectrum) Regulation 2010 will now issue operator licences, allocate and manage radio 
spectrums, and conduct price regulation. Regulatory functions relating to ICT competition 
will remain with the ICCC. Under this new regulatory framework, additional competition is 
anticipated in the data services segment e.g. the introduction of additional Internet Service 
Providers (ISPs).  

To provide additional ICT services to remote parts of PNG, in consultation with Department 
of Information and Communication, NICTA has established a Universal Services Fund 
branch within its organisational structure. This Branch will coordinate the roll-out of 
telecommunications infrastructure by Operators via a bidding process to bridge the “digital 
divide” and provide reliable and affordable telecommunications services to remote rural 
communities. Initial funding had been sourced from the World Bank, with future funding 
arrangements to come from the National Budget, development partnersand fees collected by 
NICTA.  

Electricity 

Improving the production and supply of electricity to most areas of the country is important in 
minimising costs for businesses and households that depend on it to sustain their operations 
and livelihood. The Government is in the process of finalising an Electricity Industry Policy 
(EIP) to guide the industry‘s development. Through this Policy, the Government expects to 
make electricity services more accessib le, reliable and affordable in PNG through greater 
private sector participation in electricity generation; incentives to enhance electricity services 
to rural areas; and improved regulatory arrangements. 

The EIP aims to increase the affordability, accessibility and reliability of electricity services 
by increasing the scope for greater private sector participation in the electricity industry and 
strengthening the position of PNG Power as a commercially-oriented business. It will also 
ensure that there is strong Government oversight of the long-term development of the 
electricity industry through establishing an Electricity Management Committee. 

An Electrification Trust Fund will be established through the EIP purposely to expand 
services in both urban and rural areas of the country.This Trust Fund will expand electricity 
services through a transparent, competitive tender process to ensure value -for-money. 
Furthermore, the EIP recommends that the ICCC’s price regulation for electricity prices 
should move towards “cost-reflective pricing”, as has already been applied to PNG Ports. 
The ICCC will be invited to develop a “third -party access” code to encourage greater private 
sector participation  in power generation . Finally, the EIP will invite the ICCC to remove a 
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burden from PNG Power by transferring the responsibility for technical regulation to the 
Department of Petroleum and Energy (DPE), provided that DPE can demonstrate to the 
ICCC that it has the capability to take on this new role . 

Improved Economic Regulation 

To meet its economic regulation responsibilities in 2012, the ICCC will continue to implement 
the recommendations of the current price control arrangements covering ten industry 
sectors. As part of its role in regulating prices under the ICCC Act and the Prices Regulation 
Act (PRA), the ICCC regularly undertakes Pricing Reviews for services offered by State 
Owned Enterprises (SoEs) such as electricity, water, postal and ports prices, and for specific 
regulated products like petroleum.  

The ICCC also undertakes Industry Reviews which make recommendations to reduce 
barriers to entry and improve competition for the benefit of consumers. All these reviews are 
conducted transparently and often seek comments from the public throughout the review 
process. These reviews adopt a whole of Government approach to ensure that all relevant 
Government agencies and stakeholders are consulted and involved . In 2012, the ICCC will 
undertake industry reviews related to agricultural commodity pricing and the PMV/Taxi 
Industry. 

Sugar Prices Review 

The prior price control arrangements for sugar products were defined in the Sundry Declared 
Goods Pricing Review dated 16 August 2007. One outcome of this review was the 
monitoring of factory gate prices for Ramu sugar. The price control period for monitoring the 
prices of Ramu sugar ends on 31 December 2012. As such, the ICCC will undertake a 
public consultation process to determine whether there is a continuing need to regulate the 
price of sugar. During 2011, there was a shortage of sugar provided to the local market. In 
response, the Government announced several corrective measures, including agreement to 
reduce the import tariff on sugar products to 25  per cent. This will help ensure appropriate 
competition in the sector, including maintaining pressure to reduce the cost of living to PNG 
families. The appreciation of the Kina over 2011 is also expected to continue pressures to 
ensure that sugar and other products are priced appropriately. The Government will continue 
monitoring if the benefits of the nearly 20  per cent Kina appreciation (which should lower 
prices significantly) are passed onto PNG businesses and families. 

PMV & Taxi Fare and Industry Review 

The last PMV & Taxi Fare Review was completed on 7 November 2007. This report defined 
the price control arrangements for the fares for PMVs over the major routes and for taxis in 
the major markets within Papua New Guinea . The price control period for setting the fares 
for PMVs and Taxis ends on 31 December 2012, and therefore the ICCC needs to 
undertake a public consultation process to determine whether there is a continuing need to 
regulate the fares for PMV and Taxi services, and if so, set the levels and structures of these 
fares. 

As well as undertaking the Pricing Review, the Commission will undertake a parallel Industry 
Review to allow more time to understand the impediments to better performance in these 
sectors. This aspect of the review will lead to policy recommendations for Government 
consideration. 
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Agricultural Commodity Pricing Reviews 

In 2012, the Commission will be undertaking a review into the pricing formula used for 
agricultural commodities such as oil palm, cocoa, coffee, copra and vanilla. The main 
objectives of the review are to: (i) ensure that growers get a good price in the production of 
these commodities; (ii) ensure that the prices reflect the sharing of risks between the 
growers, millers and exporters in relation to the international prices available for refined and 
unrefined products; and (iii) ensure that such pricing formula comply with the provisions of 
the ICCC Act.  

Regulation  for Consumer Protection 

The ICCC is responsible for consumer protection. In 2012, the ICCC aims to increase and 
expand its enforcement and compliance activities to empower consumers across the entire 
country. This will include efforts to take on businesses that infringe consumer rights and 
interests.  

Competition and Fair Trading Complaints 

The ICCC is also responsible for responding to complaints regarding anti-competitive 
behavior and, in addition, for issuing clearances or authorisations for business arrangements 
that may result in a lessening of competition. In 2012, the ICCC is prepared for a possible 
increase in complaints and requests for clearance /authorisation flowing from continued 
strong economic activity.  

Developing More Effective and Efficient Markets 

The optimal allocation of scarce economic resources indicates a well functioning market. In 
2012, the Government will focus its reforms on market development relating to land, housing 
and finance access (via Microfinance and Secured lending).  

National Land Development Program (NLDP) 

The main objective of the National Land Development Program (NLDP) is to enable 
indigenous landowners to make their land available for economic development whilst 
ensuring that the rights of customary landowners are properly protected. 

Since its inception in 2005, NLDP has achieved significant legislative and administrative 
reform milestones. In 2012, the NLDP will focus on coordinating its activities underneath the 
framework set out in the NLDP Phase I Implementation Plan 2011-2015. It is intended that 
an NLDP office will be established to  oversee the implementation of this work. 

Housing Policy 

In January 2010, the ICCC released the Final Report of its review into the Housing and Real 
Estate industry in PNG. The report recognised that high prices and lack of affordability are 
only symptoms of broader failures, particularly in relation to an insufficient supply of land.  

The report recommended that a holistic approach be undertaken to address PNG’s housing 
scarcity problems and noted that coordination within the National Government agencies and 
the relevant arms of the Provincial and Local Level Governments could be improved to 
increase residential and industrial constructions. 
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Implementation of these recommendations has been delayed but it is expected that a 
Housing Policy Implementation Committee will commence work in late 2011 and that there 
will be greater progress in 2012.  

Microfinance  

Microfinance is the provision of a broad range of financial services such as deposits, loans, 
payment services, money transfers, and insurance to poor and low-income households and 
their microenterprises. 

To develop the Microfinance sector, the Government, with financial and technical assistance 
from the Asian Development Bank (ADB), has been undertaking a Microfinance Expansion 
project since 2001. Phase II of this project commenced in 2011 and in 2012, the project will 
continue to strengthen the regulatory capacity of the Bank of Papua New Guinea, as well as 
to establish ing a “risk-share” facility to encourage capable microfinance institutions to 
increase micro-lending to genuine business proposals. 

Reforms to Secured Lending Arrangements 

Currently, lenders are often unwilling to provide loans that are secured by personal property 
in PNG. For example , lenders will not recognise personal property like a motor-vehicle as 
collateral when considering a loan in case it has been concurrently used as collateral to 
other lenders. Therefore, the Government has reviewed the current legal framework to 
identify ways of providing greater confidence to lenders in order to encourage more secured 
lending arrangements. A potential reform could include the establishment of a single “asset 
registry” so that information can be made available to lending institutions regarding the 
collateral offered by prospective borrowers. 

The Government has released a draft legislation, known as Personal Properties Securities 
(PPS) Bill, for public comment. The Governments believes that this PPS Bill will provide a 
consistent, modern, up-to-date legal framework for all loans that are secured by personal 
property. Much of the current legislation and common law rules are now outdated and 
inconsistent with best practice in secured transactions law.  

It is expected that this will reach NEC in late 2011 or early 2012 and, subject to approval, will 
be implemented during 2012 .  

Reducing Impediments to Business and Investment 

In an international survey by the World Bank in 2011, PNG was ranked 101 out of 
183 countries in terms of the costs of doing business. Reducing impediments to business 
and investment is a key priority of Government because this reduces costs for businesses 
and promotes priva te sector development and growth. As part of the Government’s ongoing 
effort in addressing private sector issues, the Government will undertake the following 
initiatives as key priorities in 2012.  

Review of the Companies Act 1997 

The Investment Promotion Authority (IPA) is continuing to pursue legal reforms to improve 
the efficiency of its overall operations. This includes a full review of the Companies Act 1997. 
The aim of this review will be to identify impediments potential investors face in setting up a 
business in PNG. The recommendations of the review are expected to be implemented in 
2012. 
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Government commitment to further examine the implementation of the Extractive 
Industries Initiative (EITI)  

The EITI is a means of addressing the “resource curse” that has damaged many mineral and 
petroleum rich countries. EITI aims to strengthen governance by improving transparency 
and accountability in receipt and payments of revenue streams associated with extraction of 
oil, gas, and other mineral resources.  

The Government recognises the need for improved transparency, accountability and 
governance in dealing with the country’s resource rents. The Government has therefore 
committed to further examine the implementation of the EITI in PNG.  

The Government has approved the engagement of a State Working Group (SWG), chaired 
by Treasury, to work with World Bank (WB) Technical Assistance in developing a detailed 
implementation plan for the EITI concept in PNG. This detailed implementation plan will be 
presented to the NEC for consideration.  

EITI implementation could send a signal to grass root Papua New Guineans that they should 
have faith in the payments, receipts, and spending from extractive industry revenues. It 
could also make it easier to detect corruption by providing information on revenue and 
payments available to public. EITI will also assist in managing corporate risks, especially to 
extractive industry companies, and thus, improve investor confidence in PNG. This could 
also assist the Government improve its sovereign credit rating (potentially leading to lower 
costs of borrowing). 
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CHAPTER 8. IMPROVING PUBLIC ENTERPRISE 
AND COMMERCIAL INVESTMENT 
PERFORMANCE 

8.1 OVERVIEW 

Public enterprises and commercial investments in listed companies are an important part of 
the PNG economy. Public enterprises provide power, telecommunications and other 
services that are essential for a growing economy. The State also has commercial 
investments in businesses of strategic importance for the economy, such as the Bank of 
South Pacific, the PNGLNG project and the Ok Tedi mine. The performance of public 
enterprises and investments is therefore critical to the performance of the PNG economy. 

Public enterprises and commercial investments are also a large part of the economy in 
terms of size. The total value of these assets was estimated to be K7.8 billion, as of the end 
of 2010. That is equivalent to about K1,100 per person in PNG (based on a population of 
7 million). 

In recent years, transparency on the management and operations of public enterprises has 
been lacking. This means the public is unaware of the performance of its investments. The 
inclusion of this section in the Budget begins to address this lack of transparency by 
providing the public information on the status of the sector and reforms that will be 
undertaken in 2012 to improve performance.  

8.2 PUBLIC ENTERPRISES AND COMMERCIAL INVESTMENTS VALUATION AND 
MANAGEMENT 

 
Figure 33: Public Enterprise and Commercial Investments (value of assets, 2010) 

 
Source: Statement F in unaudited Public Accounts 2010 

Public enterprises and commercial investments cover a range of sectors. For 2012, the 
extractive industries sector was the biggest part of the portfolio in terms of asset value. It 
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accounted for about K5.0  billion, or nearly two-thirds of the State’s portfolio. This included 
the State’s shares in Oil Search, Ok Tedi Mining Limited, MRDC, Petromin and others. 

The next key area is transport services and utilities. Telikom PNG, PNG Power, PNG Ports, 
PNG Water, Eda Ranu and Air Niugini had a combined value of K1.6  billion in 2010, or 
about 20  per cent of the portfolio.  

Financial services are another big part of the portfolio and this sector includes investments in 
Bank of South Pacific, Motor Vehicle Insurance Limited, and the National Development 
Bank. The State’s interests in these businesses had a combined value of just under 
K1.0 billion in 2010. 

The other businesses in the portfolio had a combined value of K280.0 million in 2010. 

There are three broad categories of public enterprises and investment, which reflect different 
asset classes and management arrangements. The first is the businesses and shares that 
are held directly by the Government. These include Ok Tedi Mining Limited, Petromin and 
the Mineral Resources Development Company (MRDC) and accounted for K1.2 billion of the 
assets in 2010. 

The second category is the unlisted businesses held in trust for the State in the General 
Business Trust (GBT) and managed by the Independent Public Business Corporation 
(IPBC). These accounted for about K2.1 billion of assets in 2010 and include all the big utility 
companies that are 100  per cent owned by the State. 

Table 37: Valuation of public enterprises and other investment, end 2010 
 
  % State owned Value (Kina, M) 
TOTAL ASSETS   7,813.2 
1) Directly managed investments   1,227.3 
        Bougainville Copper Limited 19.1 332.3 
        Coffee Industry Corporation Limited 25.0 4.4 
        Mineral Resources Development Company Limited 100.0 100.8 
        Ok Tedi Mining Limited  15.0 415.6 
        Pacific Forum Line Limited 28.9 14.4 
        Petromin PNG Holdings Limited 100.0 359.8 
 2) Unlisted investments in General Business Trust   2,119.2 
        Air Niugini Limited 100.0 225.8 
        Eda Ranu Limited 100.0 70.5 
        Motor Vehicle Insurance Limited  100.0 195.3 
        National Development Bank 100.0 110.6 
        PNG Ports Corporation Limited 100.0 286 
        PNG Power Limited 100.0 542.8 
        PNG Waterboard 100.0 -85.4 
        Post PNG Limited 100.0 98.5 
        Telikom PNG Limited 100.0 447.3 
        Other Unlisted Investments   227.8 
3) Listed investments in General Business Trust    4,466.7 
        Bank of South Pacific Limited 17.6 649.2 
        Highlands Pacific Limited 4.4 27.1 
        Oil Search Limited 15.0 3,756.5 
        New Britain Palm Oil Limited 0.9 33.9 

Source: Statement F in unaudited Public Accounts 2010 
Note: Bemobile is not included in the table because in 2010 the State’s 47.5  per cent shareholding was still held 
by Telikom PNG. IPBC purchased these shares from Telikom PNG in March 2011 for K123 million. 

The third type of investments are listed companies held in the GBT. These accounted for 
about K4.5  billion in 2010. The State typically has a minority shareholding and these 
investments include shares in Bank of South Pacific and Oil Search.  
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These three types of investment are summarised in Table 37 along with the valuations of the 
assets at the end of 2010. It is important to note that the majority of assets in the GBT are 
secured under financing arrangements relating to the PNG LNG project. This means that in 
the short-term, there are restrictions on borrowing against, or selling, these assets (though 
sales can occur if the sale proceeds return to the GBT).  

8.3 POLICY SETTINGS FOR PUBLIC ENTERPRISES 

Like any shareholder, the Government expects a commercial return on its investments. To 
avoid confusion, it is critical that the Government clearly communicates its expectations of, 
and clarifies the policy settings for, the public enterprises and commercial investments.  

A key aspect of the policy settings involves communicating that the Government expects 
public enterprises to operate as commercial and professionally-managed businesses. 
Consistent with this principal objective, they should be as profitable as a comparable 
business not owned by the State. 

The Government will reflect this desire that public enterprises operate with a commercial 
focus via the finalisation of Dividend, Community Service Obligation (CSO), Public Private 
Partnership (PPP) and On-lending policies in 2012. 

Dividend policy 

Over the last nine years, GBT investments have paid about K530.0 million in dividends to 
the IPBC. Most of this was from the State’s shareholdings in businesses such as Oil Search 
and BSP. The big public enterprises only contributed K48.0  million over this period (or just 
9.0 per cent of the total). Moreover, none of the public enterprises has paid a dividend since 
2007. Over the nine years, the annual dividend flow has been under one per cent of the 
value of the State’s investments. 

In 2012, the Government intends to formally communicate its dividend expectations via a 
public Dividend Policy. While aware of the challenges faced by public enterprises, as a 
principle, the Government expects them to operate commercially and contribute financially to 
the Government’s overall fiscal and development strategy. 

The principle likely to underpin this policy is that public enterprises will develop, and be held 
accountable for, specific dividend targets. These targets will be developed by public 
enterprises – guided by the IPBC – and take into account the recapitalisation requirements 
for each business and ability to generate sustainable profits.  

Table 38: GBT Dividends received by the IPBC 2003-2011 (Kina, million) 
 
  2003 2004 2005 2006 2007 2008 2009 2010 2011 

Total Dividend receipts  21.9 45.2 47 82.9 66.2 69.6 59.9 76.1 59.3 
Unlisted investments in GBT  9 20 5 13 1.1         
  Telikom PNG Ltd 5 10               
  Motor Vehicles Insurance Ltd 3 10   12           
  Post PNG Ltd 1                 
  PNG Ports Ltd     5             
  Eda Ranu       1 1.1         
Listed Investments in GBT  12.9 25.2 42 69.9 65.1 69.6 59.9 76.1 59.3 
  Oil Search Limited 7.1 19 30.4 54 47 42.5 33.9 20.4 19.9 
  Bank of South Pacific Ltd 4.6 5 10.7 15 17.1 23.6 23.6 54.4 39.4 
  Ramu Sugar Ltd 1.2 1.2 0.9 0.9 0.4         
  Pacific Rim Plantations           1.2       
  New Britain Palm Oil Ltd           0.5 1.1     
  PNG Forest Products Ltd         0.6 1.9 1.3 1.3   

Source: IPBC management 



2012 Budget, Vo lume 1 

99 

A final key aspect of the dividend policy will be to ensure appropriate flows from the public 
enterprises and IPBC to the Consolidated Revenue Fund for Budget prioritisation. 

Under the IPBC Act, the IPBC retains income to fund its operational costs. This retained 
income is to be agreed with Treasury and is legislatively required to be set out in a business 
plan that is approved by NEC. In recent years, the administrative costs of the IPBC have 
been around K13.0 million per year. These costs are expected to rise to K15.0  million in 
2012 as the IPBC takes on PNG LNG project management functions.  

The IPBC also manages a range of projects that support the rehabilitation of public 
enterprises and the implementation of public private partnerships (PPPs). In recent years, 
these cost around K15.0 million to K16.5 million. This will increase  significantly in 2012 to 
K25.0 million. Most of this (K22.0 million) is for a PPP feasibility study on the expansion of 
the Yonki dam. 

Table 39: 2010 Actual and Indicative budget for the IPBC (Kina Million) 
 
  2010 2011  2012 2013  2014  
  Actual Estimate  Budget Forecast  Forecast  
Estimated Revenue 84.0 72.0 71.0 68.0 46.0 

  Dividends 76.0 60.0 60.0 60.0 40.0 
  Others - Income 8.0 12.0 11.0 8.0 6.0 
Expenditure 28.5 28.0 45.0 35.0 32.0 
  Administration 12.0 13.0 15.0 15.0 15.0 
  Projects -related costs  16.5 15.0 25.0 15.0 12.0 

  Contingencies  - - 5.0 5.0 5.0 
Operating Surplus  55.5 44.0 26.0 33.0 14.0 
Estimated Dividends  36.5 27.0 26.0 33.0 14.0 

Source: IPBC management 
Note: The IPBC Board has not yet  approved the budget for 2012, so these numbers are indicative. 

In recent national budgets, it has become clear that IPBC has not been paying dividends into 
consolidated revenue fund. Between 2003 and 2008, the IPBC paid K165.0 million in 
dividends into the consolidated revenue fund.  

Table 40: IPBC dividend payments to the State, 2003-2011 (Kina Million) 
 

  2003 2004 2005 2006 2007 2008 2009 2010 2011 
IPBC Dividend payments 60.0 35.0 10.0 25.0   25.0 88.5  72.5 27.0 

Dividends paid to CRF  60.0 35.0 10.0 25.0   25.0     27.0 

Payments deemed as dividends              88.5  72.5   
Source: IPBC management 

According to the 2010 audited IPBC accounts, the IPBC paid dividends to the State in 2009 
(K85.5  million) and 2010 (K72.5 million). However, these amounts were paid directly by the 
IPBC during this period, namely: 

• Cash calls paid on behalf of the MRDC (K109.1 million); 

• Payments for Information and Communication Technology (ICT) policy 
(K15.4  million); and  

• Business Development Grants under the Umbrella Benefit Sharing Agreement for the 
PNG LNG project (K36.5 million). 
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For future years, the IPBC and Treasury have agreed a dividend stream to be paid by the 
IPBC into the Consolidated Revenue Fund , as required in the IPBC Act, starting with 
K27.0 million in 2011. Treasury has suggested a target dividend of K50.0 million for IPBC to 
pay each year between 2012 and 2014. This will require improved performance of public 
enterprises and continuing dividend flows from other investments. The higher level of 
expected dividends is also consistent with the Government of PNG financing up to an 
additional K900.0 million as the State’s required contributions as an equity partner in the 
PNG LNG project. 

Community Service Obligation policy 

Expanding essential services such as aviation, telecommunications, power and water to 
rural areas is a priority for Government. Some public enterprises have argued that there is a 
lack of clarity about the  role  the Government wan ts them to play in doing this. To remove 
this confusion, the Government is developing a Community Services Obligation (CSO) policy 
framework. The key principle underpinning the CSO policy is that public enterprises should 
operate commercially and not deliver CSOs unless they are funded, either through 
Government grants or cross-subsidies in regulatory contracts. 

A CSO Taskforce, comprising the Departments of National Planning and Monitoring 
(DNPM), Treasury, the IPBC and the Independent Competition and Consumer Commission 
(ICCC) is developing a CSO policy framework that will identify, cost and fund CSOs. 

In the interim, while the CSO framework is being developed, the Government has signed a 
Memorandum of Understanding (MoU) with Water PNG to deliver rural wa ter services 
across PNG. Under the MoU, the Government will provide K50 million for the rural water 
supply and sanitation programme over a five year period, commencing in 2012. The 
Government has also signed a MoU with Telikom to deliver rural communication services 
across PNG. Under the MoU, the Government will provide K50 million for the installation of 
VSAT communication facilities and wireless connections over a five year period, 
commencing in 2012. 

Public Private Partnership policy 

The Government recognises the important role the private sector can play in expanding 
service provision in PNG, including working with the State through public private 
partnerships (PPPs). Harnessing this potential, the IPBC is examining the feasibility of a 
number of PPPs in the power sector and the Department of Works is planning an 
arrangement that would complement the Government’s broader PPP initiatives for road 
maintenance. 

It is important to emphasise that a PPP is simply a method to competitively procure, deliver 
and maintain infrastructure and services through cooperation between a public institution 
and one or more private enterprises via a long term contractual agreement e.g. to build and 
maintain a highway. Under PPP arrangements, parties share risks. It is important to note 
that Government subsidies paid to deliver services are not PPPs - they are Government 
grants. 

The Government is developing specific PPP legislation to complement existing and planned 
PPP arrangements. This legislation will lead to additional expertise in Government via the 
creation of a PPP Centre that will report to the Treasurer. This additional PPP transaction 
expertise, combined with legislative requirements that transparent processes to execute 
PPP arrangements be followed, should provide the private sector enhanced confidence to 
invest in PNG PPPs. A PPP Task Force, chaired by the DNPM, will submit the draft PPP Bill 
to NEC in early 2012.  
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On-Lending 

Many State entities have the legal authority to borrow on their own terms. However, these 
entities are generally not in a strong financial position and are therefore unable to access 
funds from commercial lenders or international financial institutions. In the past, the State  
has ‘on-lent’ funds it can access at concessional terms to State entities (via subsidiary loan 
agreements). This has allowed these entities to benefit from the comparative strength of the 
Government’s balance sheet. However, repayment rates have been poor - with only around 
10.0 per cent of all money which has been lent likely to be recovered . 

To provide clarity to these arrangements, ensure a level playing field with the private sector 
and achieve appropriate risk sharing between the State and State entities, Treasury is 
finalising an on-lending policy for NEC consideration.  

8.4 IMPROVING THE IPBC PERFORMANCE  

The IPBC acts as trustee for the GBT on behalf of the State. It provides financial resources 
and services to public enterprises and aims to enhance the financial position of these 
businesses. 

The IPBC’s core function is to improve the commercial performance of public enterprises so 
they can improve their services and financial returns to the people of PNG. Its job is to 
ensure that public enterprises are managed effectively and efficiently, and deliver timely 
quality services to the benefit of the people of PNG. It does this by instituting strong 
governance, best practice and commercial accountability structures in the IPBC to oversight 
the GBT. 

Over the last nine years, the IPBC has not fulfilled its mandate. The quality of governance of 
public enterprises by the IPBC has deteriorated, for example through amendments to the 
IPBC Act which have allowed conflicts of interest on the Board, expanded the IPBC’s 
powers and eroded transparency and accountability.  

Governance of the IPBC 

NEC has taken urgent action to improve governance by appointing a Managing Director on 
merit and appointing a new Board that aligns with the requirements of the IPBC Act. A 
priority for this new leadership team is diligent implementation of the IPBC Act, focusing on 
audits, annual plans and transparent investment decisions. 

Further priorities for 2012 include a review of the IPBC Act and the production of a policy 
paper at the request of NEC on the management of public enterprises including divestment 
of shares in public enterprises and commercial investments, the extent to which Boards 
should be permitted to operate in a commercial manner independent of Government and 
improved monitoring mechanisms.  

In early 2012, the IPBC will complete a review of the IPBC Act. This review will particularly 
focus on clarifying the IPBCs role and improving governance . Proposed amendments will be 
brought forward for consideration in the March 2012 sitting of Parliament. The Government 
will also be working to improve its oversight function to ensure IPBC compliance with the 
provisions of the  existing, and any revised, IPBC Act. 

IPBC Business Plan 2012 

The 2012 IPBC Business plan sets the platform for reform and repositioning of public 
enterprises over the next decade. The business plan provides a summary of the issues 
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requiring attention, a clear statement of what IPBC plans to do to address these issues, 
response  deadlines and who will be responsible for delivering results. The IPBC Business 
Plan requires NEC approval.  

Key priorities for IPBC in 2012 include: 

• Complete a review of the IPBC Act with a particular focus on the IPBCs role, 
governance arrangements and its independence. 

• Bring forward proposed amendments to the IPBC Act for consideration in the March 
2012 sitting of Parliament. 

• Ensure compliance with planning and reporting requirements under the IPBC Act – 
sections 34, 45 and 46E. 

• Establish stronger links with the ICCC in defining and enforcing service standards 
and financial performance outcomes for public enterprises. 

• Publicly report on service standard outcomes and financial performance of public 
enterprises. 

• Review and report to Government on opportunities for greater private sector 
involvement through mechanisms such as Independent Power Producer’s (IPPs), 
PPPs and possible divestment of shares in public enterprises and commercial 
investments. 

• In consultation with Treasury, contribute to the finalisation of the CSO, dividend and 
on-lending policy’s for Government consideration in early 2012. 

• Finalise appointment of consultants to undertake reviews of the financial 
performance of existing public enterprises. 

• Work with relevant departments and Treasury in the development of reports, and the 
drafting of NEC submissions, directed at clarifying and communicating Govern ment 
policy for key essential services sectors. 

IPBC Accounts  – Audited and Publicly Reported  

Amendments to IPBC Act repealed the requirement for audited accounts to be tabled in 
Parliament and published in the press. Going forward, the  IPBC will model good behavior - 
publishing its audited accounts on the IPBC website and vigorously pursuing public 
enterprises to ensure that they do the same. 

The IPBC 2010 accounts were signed off by the Auditor General in June 2011 . This account 
has been published on the IPBC website. IPBC management will submit the 2011 IPBC 
accounts to the Auditor General by the end of March 2012 and will ensure they are  
published once approved. 

8.5 IMPROVING THE PUBLIC ENTERPRISE PERFORMANCE 

The IPBC has carried out strategic reviews of all public enterprises. This section does not go 
into detail on individual public enterprises, but IPBC plans to publish more information in 
2012 as part of its commitment to transparency. 

Air Niugini 

Air Niugini seems to be reasonably well managed and has identified a number of issues that 
will help them to improve competitiveness and profitability. The key issues for Air Niugini 
internationally are the cost of maintaining flights on the Japan route, which is leading to 
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K30.0 million per year loss, and the increasing competition on flights into PNG particularly 
associated with the growth in ‘fly-in/fly-out’ staffing at major mineral and oil/gas projects. 
Domestically, many routes are unprofitable and management has suggested that a ‘hub and 
spoke’ model would improve efficiency.  

Water 

Eda Ranu is one of the better performers. The big issue for Eda Ranu is a large project  to 
upgrade the sewerage system in Port Moresby over the next five years. The project is 
financed through a K208.0 million (Y8.2 billion) loan for the Government of Japan that was 
signed in January, 2010.  

The Government of PNG has agreed to provide K75.0 million in counterpart funding. 
Detailed design is underway and procurement is planned for 2012, with construction to 
commence in 2013. 

Ports 

The big investment issue for the port sector is the Lae Port development project. Lae Port 
handles more than 50.0 per cent of PNG’s trade and accounts for 43.0 per cent of PNG 
Ports Ltd revenues. A major upgrading of the Lae port is currently underway with ADB 
support. The original cost estimate produced by the ADB based on preliminary engineering 
design was US$154 .0 million, but this has now increased to US$310 .0 million after the 
detailed engineering design was completed. 

Telecommunications 

The performance of the State’s telecommunications businesses is not meeting expectations. 
This is reflected in the lack of dividends since 2004. The three big issues are: management 
and competitiveness of Telikom; the financial position of Bemobile and its compliance with 
its roll out obligations; and  upgrading the country’s telecommunications backbone.  

IPBC is working with Telikom to find ways to improve business competitiveness including 
bringing the Guam undersea cable on -line. IPBC is working though rollout obligations, 
financial and shareholder issues with other Bemobile partners. IPBC has carried out a 
feasibility study on the establishment of a new entity - a network service operator that will 
provide high speed telecommunications connections (fixed line, mobile, and data transfer 
communications service providers) across PNG via the use of international undersea cables 
and the LNG project pipeline . IPBC will continue to focus on these issues in 2012. 

Power 

Demand for electricity on the main grids served by PNG Power is growing. According to the 
World Bank, currently available projections for growth in energy demand on the Port 
Moresby grid show energy demand growing at about 10 .0 per cent per year for the next four 
years. This reflects the growth associated with economic activity such as the LNG project. 
Demand will then gradually settle down to an average growth of 3.8 per cent in the next 
15 year period. 

While demand projections are strong, PNG’s electricity network is characterised by poor 
reliability, lack of maintenance  and limited ability to install new capacity. A recent ICCC 
review found that PNG Power has faced considerable financial difficulties which have 
impacted on the quality and reliability of its service. In addition, PNG Power has not had the 
financial ability to extend its services. The Government is finalising a new Electricity Industry 
Policy and the IPBC will work with PNG Power in 2012 to ensure that latent capacity in the 
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existing system is rehabilitated. IPBC will also further develop PPP options to expand 
generation and improve transmission. 

8.6 MAJOR INVESTMENTS IN EXTRACTIVE INDUSTRIES 

Ok Tedi Mining Limited 

The State holds 36.6 per cent Ok Tedi Mining Limited (OTML). 18.3 per cent of this is held in 
trust for the Western Provincial Government and people of the Province. PNG Sustainable 
Development Ltd holds the other 63.4 per cent of OTML. 

Since 2000, OTML has paid K8.7 billion in dividends to the State, including K1.6 billion in 
2010.  

PNG LNG Project 

The State has a 16.6 per cent interest in the  PNG LNG project and is managing a further 
2.8 per cent on behalf of landowners. However there is a financing gap of up to 
K900.0 million in the State’s equity in the LNG project which is funded in this Budget.  

The IPBC is overseeing corporate restructuring arrangements being made to ensure that all 
dividends to the State from its equity in the PNG LNG project flow through to the proposed 
Sovereign Wealth Fund . 

8.7 NATIONAL INFRASTRUCTURE AND PUBLIC ENTERPRISE 
RECAPITALIZATION FUNDING 

The PNG Government is establish ing a Sovereign Wealth Fund . Part of the proposed design 
is to have a guaranteed minimum level of payments made through the budget for activities 
such as priority national infrastructure as well as (over the next ten years) recapitalising 
public enterprises. This guaranteed level of funding will be based on the expected dividend 
returns from the Government's equity stake in the PNG LNG project. 

The recapitalisation needs of some public enterprises could be very significant. The 
Government will need to take a high level view of the aggregate funding requests for public 
enterprise capitalisation. This may mean giving priority to only some of the requests, as the 
Government may decide that higher priority could be given to directly funding CSOs, or other 
elements of the Budget directed at meeting PNG's development needs. 
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CHAPTER 9. DEVELOPMENT STRATEGY  
9.1 2011 DEVELOPMENT BUDGET STRATEGY 

Overview 

The Development Budget strategy determines the prioritisation of investments in the 
Development Budget. The formulation of the Development Budget reflects the Government’s 
commitment to implement its policies, consistent with the Medium Term Development Plan 
(MTDP 2011-2015), the Development Strategic Plan (DSP 2010-2030) and the Millennium 
Development Goals. 

The 2012 Development Budget Strategy aims to empower rural PNG for effective 
participation in economic development. This strategy is supported by high impact and 
productive investments in the 2012 Development Budget, providing access and 
opportunities to the rural majority, and building the foundations for prosperity. The 
2012 Development Budget is structured around the following principles:  

• Delivering a policy-driven Budget in line with the MTDP and Government directives; 

• The appropriation of funding across all sectors of the economy, with particular focus 
on the MTDP enablers so as to maximise social and economic returns; 

• Redirection of expenditure towards the MTDP enablers and away from lower priority 
and ineffective programs; 

• Close alignment with the Recurrent Budget as well as funds held in trust so as to 
minimise duplication of resources and ensure sustainability of investments made; 
and 

• An appropriate relationship between Government spending and that of its 
Development Partners.  

There are high demands on the Development Budget, with  over K12.4 billion of 
submissions. A number of fixed commitments, totalling K901.9  million must also be met 
through the Development Budget. The Development Budget strategy prioritises the 
remainder of Government direct financing across all sectors of the economy, with particular 
emphasis on the seven key enablers under the MTDP. 

MTDP 2011-2015 and budget alignment  

The 2012 Development Budget is the second annual budget of the DSP and MTDP. The 
DSP details the Government’s approach towards becoming a middle income country by 
2030. The MTDP explains what needs to be done over the next five years in order to 
achieve the DSP goals. Within the MTDP, the detailed deliverables are supported by: 

• Five year specific targets and indicators for each sector, including nationally tailored 
Millennium Development Goals (MDG) indicators and targets; 

• Target for the remaining three MTDPs to ensure we ‘stay on track’; 

• Identification of risks and assumptions to ensure sectors coordinate and link with 
each other; 

• Demarcation of respective agencies’ responsibilities; and  
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• Projected estimated resource requirements to implement the plan. 

To deliver the expected results under the MTDP, a significant proportion of the Budget must 
be allocated to the MTDP enablers, and crucially to the enablers’ policies. The enablers are: 
unlocking land for development, improving law, order and justice , establishing quality 
national transport corridors that connect rural populations to markets and services, higher, 
technical education  and training, primary and secondary education, provision of key public 
utilities and improving health outcomes. Under the 2011 Development Budget, 80.0 per cent 
of Government expenditure (direct financing, tax credit and loans) was allocated on MTDP 
related interventions. Of this percentage, 70.0  per cent was allocated to the MTDP enablers. 
Non-MTDP expenditure includes payment of constitutional grants, development grants and 
other Government services. 

In 2012, 78.0 per cent of Government expenditure has been allocated to MTDP sectors. Of 
the MTDP allocation, 71.0 per cent has been allocated to the MTDP enablers. Over the 
medium term, the Government will strive to increase the proportion of the Budget allocated 
to MTDP policy objectives. To achieve this, the Government will closely align the Recurrent 
and Development Budget and reduce the funding of expenditure items which are not 
detailed in the MTDP. The Government will ensure that the Budget is driven by policy and 
respective sector strategies. 

Progress towards achieving the targets and deliverables under the MTDP can also be met 
through financing projects delivered by the private sector, the churches and Non-
Government Organisations (NGO) who may have a comparative advantage in the delivery of 
particular services. The Public Private Partnership Policy, Church-State Partnership Policy 
and Community Service Obligation (CSO) - State Partnership Policy are examples of such 
initiatives to deliver infrastructure and basic services more efficiently and cost-effectively. 
Effective collaboration, coordination and alignment between implementing agencies and 
non-state actors is critical. 

The 2011 Mid -year Performance and Implementation Report highlighted lessons to be learnt 
for effective implementation of the MTDP. Whilst a high level of funding was front loaded to 
agencies and Provincial Governments in the first half of 2011, overall implementation 
remains slow. A number of issues continue to affect the effective implementation of the 
Development Budget. These include: 

• Slow or no submission or annual work plans, cash flows and monitoring reports by 
implementing agencies to the Department of National Planning and Monitoring, 
delaying the release of funds; 

• Untimely release of funds by the Department of National Planning and Monitoring on 
a monthly basis; 

• Delay in the preparation of trust instruments; 

• Poor capacity within agencies to design, scope and manage the  implementation of 
projects effectively; 

• Poor monitoring by the Department of National Planning and Monitoring; 

• Inception of Supplementary Budgets stretching agencies’ capacity; 

• Lengthy procurement processes; and 

• Funding of unbudgeted items. 

In 2010 NEC directed all agencies and institutions of Government to align their plans, 
strategies and programs to the MTDP, and significant work has taken place in 2011 to 
implement this. Following alignment, funding under the Public Investment Program will be 
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based on implementing agencies and Provincial Governments submitting aligned programs 
to achieve the desired deliverables detailed in the MTDP. In 2012 the Department of 
National Planning and Monitoring will strengthen the work of MTDP alignment through the 
formulation of sector and Provincial ceilings. The Department of National Planning and 
Monitoring is also in the process of re-establishing supporting systems and processes for the 
Development Budget including: 

• Re-institutionalisation of the DNPM Development Budget Management Committee; 

• Re-establishment of Project Steering Committees; and 

• Strengthening and implementation of the Project Cycle Process and  PIP Guidelines, 
with supportive training provided to o fficers. 

Under the MTDP, implementing agencies, sub-national Governments and development 
partners will be held accountable to achieve the desired targets. As such, the MTDP 
promotes results-based monitoring and a performance based culture throughout the public 
service. 

Balancing spending across MTDP sectors  

The successful delivery of goods and services, as envisioned under the MTDP, will in part 
depend on how well development expenditure is led by sector policy. Furthermore, guided 
by the Sequencing Principle outlined in the DSP, the timing of expenditure in one area will 
take place prior to that in another. The Sequencing Principle considers: 

• Spending in areas with the greatest spillover effects on to other expenditure areas. 
For example, expenditure in transport rehabilitation and maintenance supports the 
delivery of basic goods and services and promotes income -earning opportunities; 

• Spending in areas to reduce future cost to Government and society. For example, 
investing in the law and justice sector now will reduce the accumulated cost to the 
economy, Government and society; 

• Spending in areas where there is a long lag between expenditure and outcomes. For 
example, achieving a highly skilled and educated workforce will take time and 
therefore requires investment now.  

In the 2012 Budget, in line with the Sequencing Principle, the Government has allocated a 
significant proportion of the Budget towards the maintenance and rehabilitation of transport 
infrastructure, the provision of education, improving law, order and justice and improving 
health outcomes. Investment in the enablers will create a virtuous cycle of growth, thereby 
establishing the foundations for PNG’s prosperity under the DSP. 

Relationship between Government and Donor Expenditure 

Grants and concessional loans by Development Partners comprise 42.1 per cent of the 
2012 Development Budget. The Government is committed to ensuring that the programs 
and expenditure of Development Partners are aligned to Government priorities detailed in 
the MTDP. In 2011 a number of Development Partner’s Country Assistance Strategies and 
Programs were reviewed to align with the MTDP, including the PNG-Australia Partnership 
for Development schedules. 

In 2012 the Government is committed to advance  the work and targets agreed upon under 
the PNG Commitment on Aid Effectiveness, signed in July 2008. This commitment localised 
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the Paris Declaration principles to improve aid effectiveness and included the following 
principles: 

• Government ownership; 

• Alignment of development partners’ programs and strategies to PNG’s development 
policies; 

• Harmonisation of development partners’ country assistance strategies and 
requirements that development partners use Government systems and processes; 

• Managing for development results; and 

• Mutual accountability. 

The Government will continue to strengthen national and sectoral dialogues with 
Development Partners through its biannual donor forums and other consultative workshops, 
and the Development Assistance Database to assist the management of donor assistance 
expenditure and projections. In 2012, with the re -institutionalisation and strengthening of the 
PIP guidelines and project cycle, all new Development Partners’ programs will be screened 
to ensure close alignment with the Government’s development priorities and the recurrent 
funding implications are considered prior to the funding of capital expenditure projects. 
Furthermore, the Government is in the process of re-introducing the Annual Aid Report, to 
improve the transparency and accountability of grant assistance.  

The Government will also pay particular attention to the strategic use of technical advisers in 
capacity development programs, with the overall target of reducing the level of technical 
assistance as a percentage of total foreign aid. Over the next five years, the Government 
intends to reduce the total value of technical advisors in real terms to less than 50.0 per cent 
of total aid. Technical advisers will be strategically placed in appropriate sectors, subject to 
proper screening and consultation, and greater use of Government recruitment processes 
will be employed. 

9.2 DEVELOPMENT BUDGET 2012 

Overview  

There are four sources of funding in the Development Budget: Government direct financing, 
tax credits, donor grants and concessional loans. In 2012 the total Development Budget is 
K4,437.1 million, made up of 68.7 per cent from Government sources (direct financing, tax 
credits and loans) and 31.3 per cent from donors in the form of grants. 

Table 41 summarises the 2012 Development Budget and compares it to the 
2011 Development Budget. The figure for grants is lower than in 2 011 due to appreciation of 
the Kina against the US dollar, reduction of JICA and World Bank funding and completion of 
an ADB grant project in 2011. Tax credits are estimated to increase due to the introduction of 
a special tax credit rate of 1.25 per cent for emergency repair works along the Highlands 
Highway. Concessional loan draw-downs are estimated to significantly increase. 
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Table 41: Development Budget (Kina Million) 
 
 2011 

Budget
2012 

Budget
Change % Change

Total Government Financing 2,514.9 3,046.6 531.7 21.1
Government Direct Financing 2,066.6 2,437.2 370.6 17.9
Infrastructure Tax Credits 60.0 130.0 70.0 116.7
Concessional Loans 388.4 479.4 91.0 23.4
Donor Grants 1,526.1 1,390.5 -135.6 -8.9
Total 4,041.0 4,437.1 396.1 9.8
Source: Department of National Planning and Monitoring 

In 2012, there are a number of fixed state commitments which must be funded from the 
Government direct financing appropriation. This total K901.9 million, or 37.0 per cent of 
Government direct financing, and is detailed in Table 42 below. Given the level of fixed state 
commitments and over K12.4 billion of submissions, prioritisation of the remaining 
Government resources is of paramount importance. After accounting for the Government 
commitments, only K1.5 billion of Government direct financing remains to be allocated to 
new and ongoing projects. 

New fixed commitments in 2012 include the ABG commitment of K100.0 million per annum 
for five years and new loan counterpart payments. 

Table 42: Government Fixed Commitments (Kina Million) 

The ABG commitment of K100.0 million per annum for five years has been tied to scoped 
programs. Table 43 details the breakup of the commitment in 2012. 

Table 43: Programs under the ABG commitment in 2012 (Kina Million) 
 
Buka town water supply and sewerage restoration 6.3
Torokina Integrated Oil Palm Development 5.0
Bougainville Coastal Trunk Road and Bridges Program 2.5
Bougainville electrification program 3.0
Information, communication and technology program 2.0
Weapon disposal program 5.0
Arawa town restoration and redevelopment program 15.1
Police capacity building program 3.9
Lands capacity building program 1.0
Bougainville high schools, secondary and technical schools 19.6

District Service Improvement Program (DSIP) 178.0
Loan counterpart 173.3
Infrastructure Development Grant (IDG) for UBSA commitments 120.0
National Agriculture Development Program (NADP)(1) 100.0
ABG restoration and development grant 100.0
Special Support Grants (SSG) 88.1
District Support Grants (DSG) 54.5
High Impact Projects for UBSA commitments 50.0
Social Development Program 20.0
Memorandum of Agreement (MoA) 18.0
TOTAL 901.9
Source: Department of National Planning and Monitoring 
(1) NADP funds are allocated through the National Development Bank. 
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Climate change and environment program 3.0
Land transport infrastructure improvement program 33.5
TOTAL 100.0
Source: Department of National Planning and Monitoring 

The 2012 Development Budget will fund 66 per cent of ongoing projects which were 
previously approved in the 2011 Development Budget. New projects under the 
2012 Development Budget include one-off expenditure items, such as rubber tyred gantry 
cranes for Lae Port, and projects in line with the sector interventions detailed in the MTDP, 
for instance funding of community health posts and rehabilitation of national roads across 
the country. The new and ongoing projects (excluding fixed commitments) in the 2012 
Government direct financing component are 39.0 per cent and 25.0 per cent respectively. 

There are a number of high impact projects under the 2012 Development Budget, shown in 
Table 44 below. Significant resources target transport rehabilitation, a key enabler under the 
2012 Development Budget. Other key areas of Government direct financing include law and 
justice, education and income earning opportunities. 
 
Table 44: Government direct financed projects K39 million and above (Kina Million) 
 

Source: Department of National Planning and Monitoring 
(1) excludes K70.0 million ITC 

MTDP Development Budget allocation: Government contribution 

The 2012 Development Budget allocates 75 per cent (K1,833.0 million) of the Government’s 
direct financing to the implementation of the MTDP. Of this amount, K1,310.0 million 
(71.0 per cent) has been directly allocated to the seven enablers. An additional 70.0 per cent 
of Government development and constitutional grants are estimated to be spent on the 
MTDP enablers. Table 45 details the level of Government direct financing expenditure on 
MTDP and non-MTDP interventions. 

Non-MTDP expenditure items include those associated with general Government 
administration, such as establishment of regional finance offices, and other Government 
services, such as the Social Development Program.  

Other non-MTDP expenditure items include constitutional grants (District Support Grants) 
and development grants, Special Support Grants (SSGs) and Memorandum of Agreements 
(MoAs). It is estimated that 70.0 per cent of both constitutional and development grants will 
be expended on MTDP aligned projects and initiatives. However, the monitoring and 

2015 Pacific Games 180.0
District Service Improvement Program (DSIP) 178.0
Infrastructure Development Grant (IDG) for UBSA commitments 120.0
National Agriculture Development Program (NADP) 100.0
ABG restoration and development grant 100.0
Highlands Highway (1) 80.0
NCD roads 65.0
High Impact Projects for UBSA commitments 50.0
UPNG infrastructure development programs 43.0
Rehabilitation of hospitals 40.7
Education infrastructure development 47.0
Water and sanitation programs 39.0
TOTAL 1,042.7



2012 Budget, Volume 1 

111 

alignment of projects under the state commitments to MTDP policies needs to be 
strengthened. 

Table 45: Government direct financing: MTDP and non-MTDP expenditure 
(Kina Million) 
 Total Percentage
MTDP expenditure (excluding CGs and DGs) 1,833.3 75
Non-MTDP expenditure (including CGs and DGs) 603.9 25
Total Government direct financing 2,437.2 100
  
MTDP expenditure (including CGs and DGs)(1) 2,256.0 93
Non-MTDP expenditure (excluding CGs and DGs) 181.2 7
Total Government direct financing 2,437.2 100
Source: Department of National Planning and Monitoring 
(1) An estimated 70.0 per cent of CGs and DGs will be expended on MTDP aligned projects and initiatives. 

Table 46 shows Government’s contribution by MTDP enabler. As can be seen from the table, 
the loans are predominantly used for the transport sector whereas the Government’s direct 
financing component is spread across the seven enablers. 

Table 46: Government’s 2012 Development Budget contribution to MTDP enablers 
(Kina Million) 
 Direct 

Financing 
Infrastructure 
Tax Credits(2) 

Loans Total 
Government 

Transport 739.0 70.0 192.6 1,001.6
Law, Justice and Order 125.7 0.0 0.0 125.7
Health 103.2 0.0 4.7 107.9
Primary and Secondary Education 76.8 0.0 7.9 84.7
Higher and Technical Education 152.1 0.0 32.6 184.7
Utilities(1) 93.0 0.0 84.6 177.6
Land 20.5 0.0 0.0 20.5
TOTAL 1,310.3 70.0 322.4 1,702.7
Source: Department of National Planning and Monitoring 
(1) Utilities include electricity, water, sanitation and communications 
(2) Ongoing ITC of K60.0 million would be expected to be on the MTDP enablers but have not been 
included in this table as detailed information is not available. 

Transport, higher and technical education and law and justice will receive considerably more 
funds in 2012 in comparison to the allocation under the 2011 Development Budget. 
Moreover, unlocking land for development and the provision of key utilities remain priority 
areas of the Government. Table 47 details non-MTDP expenditure, including constitutional 
and development grants.  

Table 47: Government’s 2012 Development Budget contribution to non-MTDP 
expenditure (Kina Million) 

General Government Administration 122.5
Other Government Services 65.5
Aid Administration 0.3
Constitutional Grants (CGs) 54.5
Development Grants (DGs) 361.1
TOTAL 603.9
Source: Department of National Planning and Monitoring 
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MTDP Development Budget allocation: Development Partners’ contribution  

The 2012 Development Budget allocates 90 per cent (K1,249.0 million) of Donors’ grant 
contributions to implementation of the MTDP. Table 48 details the level of donor expenditure 
on MTDP and non-MTDP interventions. Non-MTDP expenditure items include those 
associated with administration costs; however, information on the breakup of donor 
expenditure needs to be strengthened. 

Table 48: Development Partners’ grant financing: MTDP and non-MTDP expenditure 
(Kina Million) 
 Total Percentage
MTDP expenditure  1,249.3 90
Non-MTDP expenditure  141.2 10
TOTAL Development Partners’ grant financing 1,390.5 100
Source: Department of National Planning and Monitoring 

An estimated 61.0 per cent of donor assistance are spent on the MTDP enablers. As a 
proportion of total donor assistance of K1,390.5 million, the majority of assistance is targeted 
to the areas of education (24.0 per cent), transport (17.0 per cent) and health 
(13.0 per cent). The remaining percent of total donor assistance is predominately allocated 
to governance (12.0 per cent) and HIV/AIDS (7.0 per cent). Table 49 shows Development 
Partners’ contribution by MTDP enabler.  

Table 49: Development Partners’ grant contribution to MTDP enablers 
 
 Total Government  Grants 2011 

Ratio 
2012 
Ratio 

Transport 1,001.6 231.6 2:1 4:1
Law, Justice and Order 125.7 81.7 1:1 1:1
Health 107.9 175.5 1:1 1:1
Primary and Secondary Education 84.7 225.5 1:1 1:3
Higher and Technical Education 184.7 113.0 4:1 1:1
Utilities(1) 177.6 23.4 6:1 8:1
Land 20.5 0.7 9:1 29:1
TOTAL 1,702.7 851.4 2:1 2:1
Source: Department of National Planning and Monitoring 
(1) Utilities include electricity, water, sanitation and communications 

The ratio of Government to donor expenditure has changed substantially from 2011 to 2012, 
with the Government allocating more funds towards the transport and utilities sectors than 
Development Partners. More grant assistance, has however, been given to health and 
primary and secondary education than total Government funds, in part due to a high 
allocation of funding to these sectors in the 2011 Supplementary Budget. 

MTDP Recurrent and Development Budget allocation  

The Government has allocated K5,575.4 million to the enablers out of the total of 
K10,560.3 million. Table 50 shows both Government recurrent and development expenditure 
on the MTDP enablers in 2012. 
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Table 50: 2012 Government Total Expenditure Versus Donor Expenditure (Kina 
Million) 
 Recurrent & 

Development 
Grants 2011 

Ratio 
2012 
Ratio 

Transport 1,283.4 231.6 3:1 5:1
Law, Justice and Order 805.4 81.8 9:1 10:1
Health 820.5 175.6 6:1 5:1
Education 1,616.3 338.6 7:1 5:1
Utilities(1) 177.6 23.4 7:1 9:1
Land 20.5 0.7 11:1 29:1
TOTAL 4,723.7 851.7 6:1 5:1
Source: Department of National Planning and Monitoring 
(1) Utilities include electricity, water, sanitation and communications 

9.3 MONITORING DEVELOPMENT 

In 2012, the Government will strengthen existing monitoring systems and progress a number 
of initiatives to improve the country’s data collection system. Accurate and timely data 
collection is necessary to measure progress in development, including the achievement of 
the MTDP targets and deliverables, and to promote evidence based decision making. 

The National Statistical Office (NSO) is the agency mandated to collect, collate and analyse 
data of national importance. The NSO collects data through a number of surveys including 
the House Income Expenditure Survey (HIES) held in 2010 and the Demographic and 
Health Survey (DHS) held in 2006. In 2011 the NSO completed the Census and preliminary 
figures will be released in 2012. Data obtained from the Census will be used to determine 
the overall development trends of the country. To support the collection, analysis and 
publication of development data, NSO, in collaboration with the Department of National 
Planning and Monitoring, is also drafting the National Strategy for Development Statistics 
(NSDS).The NSDS once finalised will be the country’s road map for statistics. 

In 2012, the Department of National Planning and Monitoring, will implement its monitoring 
and evaluation framework. Developed in 2011, the framework strengthens existing 
monitoring systems and promotes regular reporting on the expenditure and implementation 
of the Development Budget. To support the framework, the department is working on a 
Results Monitoring Framework (RMF) to replace the MTDS Performance Management 
Framework (PMF). The RMF will monitor and evaluate progress under the Government’s 
policies and plans including the DSP and MTDP. In addition to the RMF, the department will 
continue to use the PNGinfo database to track progress towards the nationally tailored MDG 
targets and indicators. Training will continue throughout 2012 in selected provinces to roll 
out the PNGinfo system across the country.  

Effective monitoring is dependent on collaboration across Government and with key 
stakeholders. To support collaboration, the Department of National Planning and Monitoring 
has reactivated Project Steering Committees as an effective mechanism to ensure a regular 
flow of information on the progress of implementing programs under the Development 
Budget. In addition, existing monitoring activities will be strengthened in 2012. These 
include: 

• Regular consultation with stakeholders; 

• Budget quarterly reviews; 

• Project site monitoring reviews; 

• Monitoring of monthly cash flows; 



2012 Budget, Vo lume 1 

114 

• Compiling annual reports and work plans; and 

• Program and project evaluations. 

9.4 FUTURE DEVELOPMENT BUDGETS AND STRATEGIES 

From 2011 to 2015, the allocation of resources will be guided by the MTDP. The MTDP is 
aligned to the DSP, Vision 2050 and it is the first of four medium terms plans under the DSP 
period. The MTDP promotes integrated development and the delivery of policy driven 
budgets. Furthermore, the MTDP has identified clear sector strategies, deliverables and 
targets with indicative cost estimates for implementation over the medium term.  

It is the Government’s desire for development to reach the rural majority as espoused in the 
MTDP and DSP. As such, future Budgets will continually consider rural development 
initiatives to deliver services to where the bulk of the population are located. With an 
emphasis on opening up rural areas for economic growth, the Government will continue to 
invest in the key enablers. Through effective investment in the key enablers, successive 
budgets will empower the rural areas to effectively participate in economic growth and 
development.  

Alignment of planning and budgeting under the MTDP 

The MTDS review conducted in 2010 highlighted a number of lessons to be learned from the 
existing planning and budgeting system of Government. The lessons learnt included the 
failure to align national and sub-national planning, objectives being too broad, lack of 
specific performance indicators or targets and lack of reliable data. Furthermore, the review 
clearly highlighted the need to establish clear strategies to attain the desired targets under 
the guiding plans and to maintain continuous monitoring and evaluation.  

A number of these recommendations were addressed in the formulation of the MTDP, 
however work will continue throughout 2012 to address outstanding issues. Crucial 
initiatives for the Government include clearly articulating the linkage between national and 
sub-national planning, and between planning and budgeting processes. This work will be 
supported by the National Planning Act, which is currently being finalised by the Department 
of National Planning and Monitoring. In 2012, the Government will also look at the enabling 
structures of the public service including rightsizing, procurement processes and public 
financial management. Emphasis will also be given to the importance of medium term 
budgeting in line with the current practice of medium term planning, shifting the focus away 
from annually shaped Budgets. 

In the course of implementing MTDP over the medium term, the Government will continue to 
ensure that all sector agencies, Provinces, Civil Society Organisations (CSOs), Faith -Based 
Organisations (FBOs) and Development Partners (DPs) align their plans and programs to 
MTDP. The alignment process not only promotes ownership and accountability but fosters 
sector co -ordination and collaboration. Effective implementation is also dependent on the 
effective and efficient release of funds to implementing agencies and Provincial 
Governments. In 2012, the Government will assess the best mechanisms for releasing 
funds, taking on board the lessons learnt from front loading of the Budget to Sector 
Agencies, Statutory Organisations and Provincial Governments under the 2011 Budget. 
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CHAPTER 10. SECTORAL POLICIES  
10.1 MEDIUM TERM DEVELOPMENT PLAN ENABLERS  

Land  

The overall policy directives for the land sector are set out in the National Land Development 
Program (NLDP) strategic framework (2011-2020).The goal of the NLDP is to unlock land for 
development. Currently in PNG 3.0 per cent of land is owned by the state and the remaining 
97.0 per cent is customarily owned. The NLDP Phase 1 (2011-2015) Implementation Plan 
further details the priorities of the program over the first five years. Key strategic priorities of 
the program include: land administration support, Incorporated Land Group (ILG) and 
dispute resolution support, and customary and alienated land development. The NLDP 
Phase 1 (2011-2015) Implementation Plan is in line with the Government’s commitment to 
increase land use within the formal administration system to over 20.0 per cent of PNG’s 
land mass and to have at least 60.0 per cent of landowner groups registered as ILGs by 
2030. These targets have been set out in the DSP and in the first five years, under MTDP, 
the Government aims to unlock 7.0 per cent of customary land for development purposes. 
The NLDP was the first national development program to align to the MTDP and DSP and is 
the single biggest land reform program in PNG since Independence.  

The pressing need for the land sector is to address outdated land related legislations and an 
inefficient and lengthy land administration system. To address this, the NLDP implementing 
agencies, including the Department Lands and Physical Planning, Magisterial Services, 
Constitutional and Law Reform Commission, Office of Urbanisation and National Research 
Institute, have managed to implement some of the programs indicated in the NLDP Phase 1 
(2011-2015) Plan. In 2011, implementing agencies under NLDP have redeveloped the Land 
Administration and Geographical Information System (LAGIS), increased the number of ILG 
registrations, commenced work on legislative amendments of the Land Act 1996, produced 
procedures for magistrates and mediator and held alternate dispute resolution and electronic data 
management training sessions for magistrates. Under the Office of Urbanisation two pilot projects 
are under way in Taurama Valley and Faniufa to form ILGs in order to register and unlock land for 
development.  

Table 51: Development Appropriations for Land 2005-2011 (Kina Million) 
 
 Direct Financing Infrastructure 

Tax Credit 
Loans Grants Total 

2006 0.5 0.0 0.0 0.0 0.5
2007 2.3 0.0 0.0 0.0 2.3
2008 2.5 0.0 0.0 0.9 3.4
2009 6.0 0.0 0.0 0.9 6.9
2010 6.0 0.0 0.0 9.6 55.6
2011 102.5(1) 0.0(3) 0.0 11.9 114.4
2012 20.5(2) 0.0(3) 0.0 0.7 21.2
Source: Department of National Planning and Monitoring 
(1) Includes Economic Corridors development program and two missing links. 
(2) Does not include economic corridor development program and missing link funding. 
(3) Tax credit scheme breakdown of K60 million is not yet available for 2011 and 2012, and is not accounted 

for in this table. 
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In 2012, the Government will continue to support the four core programs of the NLDP Phase 1 
(2011-2015) Implementation Plan which includes Land Administration Support, ILG and dispute 
resolution support, customary and alienated land development and institutional and capacity 
building. The figures in Table 51 show the level of funding towards the land sector from the 
Government (development expenditure only) and Development Partners since 2006. In 
comparison to the 2011 appropriation for the NLDP, the 2012 level of funding has increased by 
K10.0 million. 

Table 52 shows the major programs and projects targeting land development being funded 
in the 2012 Development Budget. 

Table 52: 2012 Development Expenditure on Land (Kina Million) 
 

Law and Justice 

Improving law, order and justice is one of the seven key enablers under the MTDP. The 
current high level of crime and violence reduces the quality of life of people and impedes 
economic growth and development. By improving law, order and justice, the quality of life is 
improved and there are significant spill-over effects into other sectors as the cost of 
delivering goods and services is lower and business and investment is encouraged. Under 
the MTDP, the Government will work towards reducing the current crime rate of 91  per 1000 
to 70 per 1000 and the estimated annual crime incidence rate from 600,000 to 520,000. 

The sector is guided by the 2007 White Paper on Law and Justice in PNG and the National 
Law and Justice Policy and Plan of Action 2000. These policies focus on improved 
functioning of the formal law and justice system, improved sectoral coordination and 
resource use and increased focus on crime prevention and restorative justice. Both policies 
are implemented through the Law and Justice Sector Strategy Framework (LJSSF) with the 
goal of achieving “A Just, Safe and Secure Society in PNG”. The LJSSF focuses on five key 
areas:  

• Improved policing, safety and crime prevention; 

• Improved access to justice and just results; 

• Improved reconciliation, reintegration and deterrence; 

• Improved accountability and reduced corruption; and  

• Improved ability to provide law and justice. 

The National Coordinating Mechanism (NCM) leads the promotion of the Law and Justice 
Policy and the LJS SF, including in policy and budget matters and provides oversight and 
direction through the Law and Justice Sector Secretariat (LJSS). The LJSS supports the 
Government’s sector wide approach through increased coordination of procedures and 
activities, monitoring of sector performance and management of the central imprest account 
mechanism. A review of the LJSS was undertaken in 2010 and the Government will action a 
number of review recommendations. The formal principal law and justice agencies are also 

 Government Grants  Total 
National Land Development Program 20.0 0.0 20.0 
Manus Provincial Land Development Program  0.5 0.0 0.5 
Other 0.0 0.7 0.7 
Total 20.5 0.7 21.2 
Source: Department of National Planning and Monitoring  
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supported by civil society through the Community Justice Liaison Unit to ensure local levels 
of restorative justice and crime prevention are strengthened. 

The sector is responsible for a range of functions and only through effective coordination 
and support will the system operate effectively as a whole. For instance, the removal of the 
backlog of cases in the National and Supreme Courts will reduce the number of remandees 
awaiting trial and relieve pressure on the Correctional Service. Solving disputes at the 
community level by increasing the skills of police and village court officials will also slow the 
growth in cases reaching the higher courts. 

One of the key challenges facing the sector is the issue of deteriorating facilities, in particular 
the state of correctional services, police housing and rural lock-ups. As such, in 2012, 
expenditure under the Development Budget will focus on infrastructure rehabilitation. Table 
53 details the level of Government and Donor support to the sector since 2006. Since 2006, 
the level of Government direct financing has increased and in 2012, Government direct 
financing is higher than the level of donor funding. In contrast to the 2011 Development 
Budget, support to law and justice programmes has increased by K63.7 million. 

Table 53: Development Appropriations for Law and Justice 2006-2012 (Kina Million) 

Table 54 details the major programs which will be funded in 2012. The Government has 
allocated a substantial amount of development funds towards infrastructure rehabilitation, 
including five prisons across the country (Boram, Kavieng, Manus, Vanimo and Baisu), 
police housing and the RPNGC Headquarters.  

Table 54: 2012 Development Expenditure on Law and Justice (Kina Million) 
 
  Government Grants Total 
Police Logistics 17.0 0.0 17.0 
Police Housing and Barracks 22.0 0.0 22.0 
Police Headquarters  5.0 0.0 5.0 
NCD Police Barracks road upgrade 5.5 0.0 5.5 
Prison rehabilitation and relocation programme 25.0 0.0 25.0 
Rural lock-up program 10.0 0.0 10.0 
Nationwide drug survey 2.2 0.0 2.2 
Provincial justice centre 6.0 0.0 6.0 
CS logistics and infrastructure support programme 4.0 0.0 4.0 
CS staff housing rehabilitation 5.0 0.0 5.0 
Relocation of Legal Training Institute 5.0 0.0 5.0 
PNG-Australia Law and Justice Partnership 19.0 74.6 93.6 
Other  0.0 7.1 7.1 
Total 125.7 81.7 207.4 
Source: Department of National Planning and Monitoring 

 Direct Financing Infrastructure 
Tax Credit  

Loans  Grants Total 

2006 26.8  0.0 0.0 76.6  103.4  
2007 30.5  0.0 0.0 96.0  126.5  
2008 31.0  0.0 0.0 108.3  139.3  
2009 10.0  0.0 0.0 96.0  106.0  
2010 94.1  0.0 0.0 72.2  166.3  
2011 62.0  0.0(1) 0.0 83.2  145.2  
2012 125.7 0.0(1) 0.0 81.7  207.4  
Source: Department of National Planning  
(1) Tax credit scheme breakdown of K60 million is not yet available for 2011 and 2012, and is not accounted for in this 

table. 
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The Australian Government will continue to fund the PNG-Australia Law and Justice 
Partnership Program in 2012. The Government’s contribution to this partnership program will 
focus on four programmes under the Department of Justice and Attorney General, 
rehabilitation of district courts, refurbishment and expansion of Bomana training college and 
part funding of the LJSS. The Government will also commission a feasibility study for the 
rehabilitation of the regional training college in Lae. 

Transport  

A reliable land, air and water transport network is crucial to the social and economic 
advancement of the country and the overall well- being of the people of PNG. Improved 
transport infrastructure facilitates access to markets and the flow of basic goods and 
services to both rural and urban communities. However, the current state of transport 
infrastructure across the country is poor and is deteriorating rapidly. This is the case for all 
three modes of transport (air, land and water). Inadequate maintenance of vital transport 
infrastructure has led to a cycle in which major infrastructure is built, deteriorates and 
subsequently requires large amounts of funding to be rehabilitated, only to fall into a state of 
deterioration again. 

The total road network in PNG is approximately 30,000 km, of which 8,460 km are national 
roads. Annual data is recorded on the national road network under the Road Asset 
Management System (RAMS), with each 10 km stretch of road classified as either: good, fair 
or poor. Location and traffic volume data are used to identify the appropriate level of 
aggregation. In 2011, 48 national priority roads are in “good” condition. This is a significant 
increase from the level recorded in 2010 (30.4 per cent). Under the DSP, the Government is 
committed to obtaining the target of 100.0 per cent of 25,000 km of national roads in good 
condition by 2030. To reach this target, the Government will work towards ensuring that less 
than 1,200 km of national roads are in “poor” condition, whilst increasing the size of the road 
network to 10,000 km over the medium term. 

Under the MTDP, the Government aims to have 100 .0 per cent of regional airports meeting 
international certification by 2015. To date, sixteen out of twenty-two airports have been fully 
ICAO certified under the leadership of the National Airports Corporation (NAC). This is an 
increase on the number recorded certified in 2010 (thirteen). The air transport sector is also 
supported by the Civil Aviation Safety Authority (CASA) and PNG Air Services Limited 
(PNGASL). CASA is responsible for air safety, PNGASL is responsible for managing PNG’s 
airspace and NAC is responsible for managing all national airports. The air transport sector 
is guided by the Civil Aviation Act 2000 and significant investment in the sector is taking 
place through utilisation of the Civil Aviation Development Priority Program (CADIP), a 
multi-tranche financing facility through the Asian Development Bank. 

Under the DSP, the maritime sector will work towards achieving the targets of reducing the 
turnaround time from 3 days to 1 day, upgrading ports and tripling the number of routes 
services and number of vessels by 2030. By 2015, it is anticipated that the turnaround time 
will have been reduced from 3 days to 2.5 days and the number of routes serviced and 
number of vessels increased by 25.0 per cent, as detailed in the MTDP. Currently the 
turnaround time is 2.7 days, an improvement from the time recorded in 2010 (2.8 days). To 
achieve these targets the Government, through IPBC, PNG Ports Corporation and the 
Department of Transport, is upgrading a number of Ports including Lae Port through 
concessional ADB loan financing, and subsidizing unprofitable routes through the 
Community Water Transport. A supplementary loan from the ADB for the Community Water 
Transport program (negotiated in 2011) will ensure jetties and wharves which serve the 
coastal communities of PNG are rehabilitated. Support under the 2011 Supplementary 
Budget for the Coastal Vessel Program will also increase the number of vessels. 
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In 2012, the transport sector will continue to be guided by the National Transport Strategy 
(NTS) 2011-2030, which will be implemented through rolling five - year Medium Term 
Transport Plans (MTTP 2011-2015). The goal of the National Transport Strategy 2011-2030 
is to work towards establishing a transportation network that links all of PNG. The NTS 
identifies strategic infrastructure (importance vs. investment priorities) and new approaches 
to cost recovery. It also examines Community Service Obligations, coordination between 
state agencies and stakeholders (through Government’s Transport Sector Coordination 
Monitoring and Implementation Committee – TSCMIC), safety, security and clearer 
accountability for effective service delivery. Both plans are aligned to the MTDP and DSP. 

The transport sector is the highest funded area under the Development Budget in 2012 and 
receives over 40.0  per cent of all concessional loans. However, funding is still short of the 
major capital investments required in all three sub-sectors – land, air and water. Aside from 
the allocation of funding, other constraints exist in the sector including poor prioritisation of 
funding, procurement delays, a lack of qualified engineers and technical staff, and 
landowner issues.  

The Government’s commitment to fund the transport sector through direct financing, tax 
credits and loans is detailed in Table 55 . Expenditure on transport is supported by the 
sequencing principle encapsulated in the Development Budget strategy as an effective and 
efficient transport network will produce spillover effects on to other areas, for example in the 
delivery of basic health and education services and the promotion of income-earning 
opportunities. 

Table 55: Development Appropriations for Transport 2006-2012 (Kina Million) 
 
 Direct Financing  Infrastructure 

Tax Credit 
Loans Grants  Total 

2006 193.1  71.1 100.5 173.7  538.4  
2007 159.8  85.4 132.3 185.9  563.4  
2008 148.0  73.7 116.4 220.8  558.9  
2009 283.0  40.0 131.2 197.9  652.4  
2010 475.9  60.0 150.4 214.5  900.8  
2011 359.0  0.0(1)  141.8 207.4  708.2  
2012 739.0  70.0( 2)  192.6 231.6  1,232.6 

Source: Department of National Planning 
(1) Tax credit scheme breakdown of K60 million is not yet available for 2011 and 2012, and is not accounted for in 

this table.  
(2) Tax credit scheme accounted for due to special tax credit rate for the highlands highway.  

The major items in the 2012 Development Budget for transport rehabilitation and 
construction are shown in Table 56 below. The Government will fund all forms of transport in 
the 2012 Budget.  

In addition to the roads identified in Table 56, the Government will fund the maintenance, 
rehabilitation and construction of a number of other roads, including: Kusaun to Timbunke 
Road, Veifa'a road, Tomba-Piambi road, North Coast highway (Topura to Kwabu), 
Bundralis-Ndrehet missing link, Kumalu by pass, Nuku-Arkusame road, Baiyer-Madang 
missing link, Dumane Salt Nomane Road , Tolukuma road, Alotau-Gurney road, Kerema 
town roads, Malalaua-Kaintiba road, Magi Highway, Goroka roads and the Northern 
Highway. A further K56.0  million has also been appropriated for maintenance work in the 
Recurrent Budget. 
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Table 56: 2011 Development Expenditure on Transport (Kina Million) 
 
 Government Loans  Grants Total 
DSIP – rural and feeder roads  178.0 0.0 0.0 178.0 
Highlands Highway(1) 80.0 0.0 0.0 80.0 
NCD roads  65.0 0.0 0.0 65.0 
Highlands Region Road Improvement (ADB) 35.0 42.2  0.0 77.2 
Lae  city roads  28.7 0.0 0.0 28.7 
Rubber Tyred Gantry Cranes – Lae Port 23.0 0.0 0.0 23.0 
Mt Hagen roads 20.0 0.0 0.0 20.0 
Airport Development Program (ADB) 15.0 34.8  0.0 49.8 
Madang roads  10.0 0.0 0.0 10.0 
Community Water Transport (ADB) 10.0 13.6  0.0 23.6 
Lae Port Development (ADB) 10.0 36.4  0.0 46.4 
Radio Navigation Restoration–Air 5.0 0.0 0.0 5.0 
Small NavAids Restoration-Maritime 5.0 0.0 0.0 5.0 
Air Accident Investigation 2.5 0.0 0.0 2.5 
Transport Sector Support Program (AusAID) 0.0 0.0 187.6 187.6 
Other  251.8 65.6  44.0 360.8 
Total 739.0 192.6  231.6 1,162.6 
Source: Department of National Planning and Monitoring 
(1) Excludes K70.0 million provided for emergency repairs to the Highlands Highway through the Infrastructure Tax 

Credit. 

In the 2012 Development Budget concessional loan funding is being sought from the Asian 
Development Bank (ADB) and the World Bank for all three modes of transport. Concessional 
loan funding projects include the Lae Port Development Program, the Civil Aviation 
Development and Improvement Programme and the Highlands Region Roads Maintenance 
and Improvement Program. A new concessional loan for the sector, signed in 2011, is the 
Bridge Rehabilitation program. This program will focus on the rehabilitation of critical bridges 
across the country, improving access to rural areas. A supplementary loan with the ADB for 
the Lae Port Development Program was also negotiated in 2011. 

The transport sector is also the largest recipient of grant financing (17.0  per cent). In  2012, 
AusAID will provide a projected figure of K187.6  million to the sector through the Transport 
Sector Support Program (TSSP). A fifteen year program, TSSP will move into its planned 
second phase in 2012 through to 2017. TSSP currently targets the maintenance and 
rehabilitation of the 16 national roads, safety and security measures at national airports and 
ports and assistance in airport certification. JICA and China will also continue their support 
to the sector through the Usino Junction-Yamagi Road project and the Bougainville Coastal 
Trunk Road and Bridges Program. 

Higher and Technical Education  

Higher and technical education is crucial for supplying the country’s manpower requirements 
in all sectors of the economy. A skilled workforce is necessary to drive the growth and 
development of the country.  

The National Education Plan 2005-2014 is the guiding policy framework for technical and 
vocational education. The higher education sector is guided by National Higher Education 
Plan III. This ten year sector plan was finalised in 2011 and sets out key strategic areas for 
the sector. These include: 

• Higher education reform, led by the Commission for Higher Education, including 
legislative, structural and institutional reforms; 

• The rehabilitation, or replacing of run-down assets; 



2012 Budget, Vo lume 1 

121 

• Restoration of quality before investment in expansion; 

• Repair and expansion of the national high schools to improve the quality of intake to 
universities; 

• Provision of ICT in universities; 

• Forging of strong partnerships with relevant stakeholders, including dialogue with 
PNG industry; and 

• Resource mobilisation with the aim to establish an effective revenue generating 
system or mechanism to fund new capital investment. This will start in 2012 with the 
establishment of the Higher Education Endowment Fund.  

The Garnaut-Namaliu report on the “Review of PNG Universities” revealed that Papua New 
Guinea’s universities made a significant contribution to the nation in the years prior to and 
after Independence. They can do so again but, right now, the quantity and quality of 
graduates is far short of what is needed due to inadequate resources, deteriorating 
infrastructure and a range of governance and general service quality issues. 

Nonetheless, the number of Grade 12s entering Institutes of Higher Education has increased 
at an annual growth rate of 30 per cent since 2000. On average, male students constitute 
57 per cent and females 43 per cent of the total enrolment. Between 2000 and 2009, the 
majority of enrolled students attended universities, followed by teachers colleges, technical 
colleges, business colleges and miscellaneous colleges. Nursing Colleges had the least 
number of enrolments. With a strong population growth, the Government recognises the 
need to address this issue and has set the target of 19,500 nurses by 2030 to address 
pressing health issues across the country. 

A comprehensive assessment of the labour market commenced in 2007 and concluded in 
2010. In comparison to the 1986 labour survey, it is evident that changes have taken place, 
driven by new workforce technologies, scientific landscape and aging staff. The 2010 data 
represents a 104 per cent increase in the workforce since 1986 including a national 
workforce of 496,923 (permanent and temporary staff employed in 17 job family groupings) 
and 500,000 professional positions (semi and non-semi-skilled). There are however 
persistent vacancies in certain skilled positions, including 28,844 vacancies in public sector 
organisations of which 24,000 are fully funded and industries such as electricity, gas and 
water supply. In addition, the survey highlighted that 3,614 skilled jobs are currently held by 
foreigners, in part due to a shortage of skills generated by the institutions of higher education 
in Papua New Guinea. 

Table 57 shows appropriations for Higher and Technical Education since 2006. Under 
MTDS 2005-2010 higher and technical education was not an expenditure priority area. 
However, the EPA “development orientated adult education” focused investment on informal 
adult education in partnership with formal education systems. The significant increase in 
funds allocated to the higher and technical education sector since 2011 reflects the change 
in Government priorities under the MTDP. In comparison to the 2011 Development Budget 
there is an increase of K59.1  million to the sector. 

The major programs in the 2012 Development Budget targeting this DSP and MTDP enabler 
are shown in Table 58. As can be seen from the table, the Government has recognised the 
importance of funding technical colleges and universities as well as scholarships to address 
the shortage of skills in the adult population. Scholarships include the New Zealand, ADS, 
National Scholarship  and assistance such as TESAS and technical and voca tional trade 
skills scholarship programs. Infrastructure development will include the rehabilitation and 
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maintenance of existing facilities, coupled with the expansion and construction of new 
infrastructure. 

Table 57: Development Appropriations for Higher and Technical Education 2006-2012 
(Kina Million) 

Table 58: 2012 Development Expenditure on Higher and Technical Education 
(Kina Million) 

Primary and Secondary Education 

The primary and secondary education sector is guided by the National Education Plan 2005-
2014 and the Universal Basic Education Plan (UBE) 2010-2019. Key strategic priorities of 
these plans include: implementation of education reforms, strengthening and partnerships 
with stakeholders at all levels, enhancing universal access to basic education and ensuring 
effective distribution of education material and supplies. Under the UBE plan, the 
Government aims to provide the opportunity for all children to complete eight years of 
education. The Department of Education is mandated to oversee the implementation of both 
plans.  

In addition to implementation of the guiding education plans, in 2012, the Government will 
implement fee free education. The abolition of school fees from elementary to grade ten is 
designed to increase access to education. The Government will also subsidise 75 per cent 
of school fees for grades eleven and twelve. Over the medium term, the Government is 
committed to reach the target of a gross enrolment ratio of 74.3 per cent, a cohort retention 
ratio between grade one and six of 40 per cent and a youth literacy rate of 70 per cent. 

 Direct Financing Infrastructure 
Tax Credit

Loans Grants Total

2006 5.3 0.0 5.8 39.7 50.8
2007 11.2 0.0 5.1 51.5 67.8
2008 17.8 0.0 0.4 46.0 64.2
2009 43.6 0.0 0.0 50.0 93.6
2010 55.3 0.0 11.8 62.5 129.6
2011 93.0 0.0(1) 61.7 36.4 191.1
2012 152.1 0.0(1) 32.6 113.0 297.7

Source: Department of National Planning and Monitoring 
(1)  Tax credit scheme breakdown of K60 million is not yet available for 2011 and 2012, and is not accounted for in this 

table. 

 Government Loans Grants Total
UNITECH infrastructure development (HR) 3.0 0.0 0.0 3.0
UNITECH petroleum & petrochemical 
engineering school 5.0 0.0 0.0 5.0
UPNG law school building 14.0 0.0 0.0 14.0
UPNG science building 20.0 0.0 0.0 20.0
University of Vudal library 10.0 0.0 0.0 10.0
University of Vudal staff housing 4.0 0.0 0.0 4.0
University of Goroka dormitory extension 11.8 30.2 0.0 42.0
Trade Skills Scholarship 20.0 0.0 0.0 20.0
TVET sector projects 11.7 0.0 0.0 11.7
Support to the TVET and Higher Education 
sector (AusAID) 0.0 0.0 64.1 64.1
Rehabilitation and recapitalisation of 
infrastructure 12.0 0.0 0.0 12.0
Other 40.6 2.4 48.9 91.9
Total 152.1 32.6 113.0 297.7
Source: Department of National Planning and Monitoring 
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These are nationally tailored Millennium Development Goal (MDG) targets, and represent 
the Government’s commitment to achieve MDG Goal 2: Achieve Universal Primary 
Education. Much work needs to be done to meet these targets. Currently, the completion 
rate to grade eight is 45.4 per cent and over 46 per cent of young people aged 15 to 25 are 
illiterate.  

The quality of education is also an area of concern for the Government. Compounded by 
high population growth, class sizes have steadily increased over the last decade and the 
number of school inspections has decreased. To substantially improve the quality of 
education, performance monitoring must be strengthened, teachers must be trained to 
higher standards and infrastructure at all levels of education must be rehabilitated, expanded 
and adequately equipped with resources. The capital cost of expanding infrastructure to 
meet demand must be met with the recurrent costs of additional teachers and their 
associated training requirements.  

Table 59: Development Appropriations for Primary and Secondary Education 
2006-2012 (Kina Million) 
 

In responding to these challenges, the Government in 2012 will focus development 
expenditure on building capacity within the sector. This includes rehabilitating existing 
primary and secondary infrastructure, investing in teaching training and performance 
monitoring. As can be seen in Table 59, the Government has increased funding to primary 
and secondary education since 2006. There is a however a decrease of funding allocated to 
the sector in 2012 due to significant funding still to be utilised from existing trust accounts. 
This includes K70.0 million for infrastructure development and K40.0 million for the four 
national high schools, appropriated under the Development Budget in 2011. Excluding trust 
monies, donor grants account for 73 per cent of expenditure in 2012. Major projects funded 
in 2012 are listed in Table 60.  

Table 60: 2012 Development Expenditure on Primary and Secondary Education 
(Kina Million) 
 Government Loans Grants Total
Qualification Upgrading Skills Development  10.0 0.0 0.0 10.0
Inspectors Housing and Transportation 8.0 0.0 0.0 8.0
Establishing library in every school project 8.0 0.0 0.0 8.0
Community Colleges (China) 0.0 7.9 0.0 7.9
System Wide Vocational Reform 3.0 0.0 0.0 3.0
PNG education programme (AusAID) 0.0 0.0 198.8 198.8
Education Infrastructure Development 47.0 0.0 0.0 47.0
Others 0.8 0.0 26.7 27.5

Total 76.8 7.9 225.5 310.2
Source: Department of National Planning and Monitoring 

 Direct Financing Infrastructure 
Tax Credit

Loans Grants Total

2006 14.4 0.0 0.0 151.5 165.9
2007 26.9 0.0 0.0 74.4 101.3
2008 10.5 0.0 0.0 163.1 173.6
2009 30.8 0.0 0.0 144.8 175.6
2010 82.1 0.0 0.0 197.3 279.4
2011 174.0 0.0(1) 46.9 208.3 429.2
2012 76.8 0.0(1) 7.9 225.5 310.2
Source: Department of National Planning and Monitoring 
(1) Tax credit scheme breakdown of K60 million is not yet available for 2011 and 2012, and is not accounted for in this 

table. 
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Utilities 

Public utilities are fundamental to the growth and development of all sectors of the economy. 
Priority utilities include: 

• Water and sanitation, 

• Energy development, and  

• Information and Communication Technology. 

Water and Sanitation 

Safe drinking water and basic sanitation are fundamental to health, growth and 
development. However, by international standards, PNG ranks low in terms of access to 
potable water and safe sanitation services. It appears unlikely that the country will achieve 
Millennium Development Goal (MDG) 7, which aims to halve the population of people 
without sustainable access to safe drinking water and basic sanitation by 2015, relative to 
1990 levels. To address this, the Government has set the following targets in the MTDP: 
increasing the total population’s access to improved water sources from 39  per cent to 
47 per cent and access to improved sanitation from 44 per cent to 51  per cent.  

A number of Government agencies are responsible for providing safe drinking water and 
sanitation to the citizens of PNG. These include the Department of Health, Eda Ranu, Water 
PNG and the Department of Environment and Conservation. The Department of 
Environment and Conservation is responsible for the management of water resources and 
issuance of water permits. PNG Water is responsible for the development of water and 
sewerage services in the country, providing services to 14 urban areas and three district 
centres, and the Department of Health is responsible for the promotion of a clean water 
supply and improved sanitation in the rural areas. 

To support the  sector, the Government wishes to formulate a comprehensive National Water 
Policy in line with the MTDP. An inter-departmental taskforce, chaired by the Department of 
National Planning and Monitoring, is in place and in 2012 the Government will finalise the 
draft National Water Policy. The National Water Policy will set out the framework for 
coordination, engagement and operation amongst all stakeholders in the sector. In the 
absence of an overarching policy, the sector is currently managed through the National 
Water Supply and Sanitation Committee (WASCOM), under the Department of Health. The 
committee consists of key Government agencies, private sector operators and NGOs/CBOs. 

The Government also recognises the important role that the private sector and civil society 
can play in the provision of safe water and sanitation. Implementation of the public-private 
partnership (PPP) policy, coupled with the development of the Community Service 
Obligation policy and legislation in 2012, are two mechanisms which the Government can 
draw upon to improve the delivery of services. Funding through the Social Development 
Programme towards the church-state and civil society-state partnerships also helps 
strengthen partnerships and collaboration among all major stakeholders, an underlying 
principle of the MTDP. Obstacles remain however, including the loss and poor distribution of 
water due to vandalism and illegal connections, lack of capacity in the management of water 
resources, and depletion and pollution of water resource s. 

Tables 61 and 62 indicate levels of funding towards water and sanitation and document the 
major programs in the focus area. Development partner support for the sector is through 
both concessional loan financing (JIBC - Port Moresby sewerage upgrade project) and grant 
funding (EU – rural water supply and sanitation programme). 
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Table 61: Development Appropriations for Water and Sanitation 2006-2012 
(Kina Million) 

In the 2012 Development Budget, the Government is funding a number of initiatives to 
improve people’s access to safe  drinking water and sanitation facilities. These are 
documented in Table 62 . In 2011, the Government, represented by the Department of 
National Planning and Monitoring, signed a MoU with Water PNG to deliver rural water 
services across PNG. Under the MoU, the Government will provide K50  million for the rural 
water supply and sanitation program over a five year period, commencing in 2012. 

Table 62: 2012 Development Expenditure on Water and Sanitation (Kina Million) 
 
 Government Loans Grants Total 
District Town Water Supply 15.0  0.0 0.0 15.0 
Rural water supply and sanitation (PNG Water) 15.0  0.0 0.0 15.0 
POM sewerage upgrade project (JIBC) 5.0 8.0 0.0 13.0 
Rural Water Supply and Sanitation programme (EU) 0.0 0.0 20.0 20.0 
Central Province water supply and sanitation project  3.0 0.0 0.0 3.0 
Kundiawa/Gembogl water supply project 2.0 0.0 0.0 2.0 
Vanimo town water supply project 2.0 0.0 0.0 2.0 
Lorengau town water and sanitation project 2.0 0.0 0.0 2.0 
Total 44.0  8.0 20.0 72.0 
Source: Department of National Planning and Monitoring 

Electricity 

Access to electricity is crucial for national development, poverty reduction and achieving the 
Millennium Development Goals. As such it is identified in the DSP and MTDP as an enabler 
for other sectors of the economy to thrive. The Government is committed to the achievement 
of the MTDP target of ensuring 27 per cent of household have access to electricity by 2015. 
Currently only 12.4  per cent of households have access to electricity and only 10 per cent of 
the population can access grid power (Rouna, Ramu and Gazelle). Furthermore, as the 
Pacific Islands region’s fastest growing economy, PNG’s energy needs are expected to 
increase five-fold by 2030. 

PNG has substantial deposits of hydrocarbons, mainly natural gas. The recoverable proved 
and probable natural gas resources are estimated at 428  billion cubic metres, equivalent to 
about 3 billion barrels of oil. The country is also rich in renewable energy resources suitable 
for power production, particularly hydropower which constitutes around 70  per cent of total 
power. PNG has more than 15,000 megawatts (MW) of hydropower potential. Coconut 
plantations are widely spread throughout PNG and may be a potential source of power as 
coconut-based bio -diesel becomes a viable option. Other potential energy sources are 
geothermal, wind, solar and marine.  

 Direct Financing Infrastructure 
Tax Credit 

Loans  Grants Total 

2006 16.5 0.0 27.8  14.1 58.4 
2007 11.3 0.0 5.0 2.2 18.5 
2008 11.6 0.0 13.8  33.2 58.6 
2009 8.5 0.0 30.1  18.9 57.5 
2010 42.7 0.0 35.0  31.6 109.3 
2011 45.0 0.0(1)  9.6 28.7 83.3 
2012 44.0 0.0(1)  8.0 20.0 72.0 
Source: Department of National Planning and Monitoring  
(1)  Tax credit scheme breakdown of K60 million is not yet available for 2011 and 2012, and is not accounted for in this 

table. 
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PNG Power Ltd is the authority responsible for generation, transmission, distribution and 
retailing of electricity throughout PNG. PNG Power Limited in line with the MTDP and DSP 
will continue to roll out power extension to rural areas in all four regions of the country 
through the Rural Electrification Program with current distribution power lines at 359 km and 
a target of 1,297 km by 2030. The sector is also supported by the Department of Petroleum 
and Energy and ICCC, which regulates the energy market in PNG. 

Under the National Electricity Industry Policy, free entry of private sector producers will be 
allowed to serve large customers with loads of 10 MW or more alongside third partner 
investment in generation, retailing and network activities in areas outside current PNG 
Power Limited exclusive areas, which include rural areas. The framework uses a standard 
pricing in the shape of a national single tariff and envisages an Electricity Trust Fund to 
finance subsidies for rural areas. Endorsement of the policy is pending. Private sector 
generators can also be encouraged through the inclusion of ‘feed-in-tariffs’ in the electricity 
generation market. These tariffs will mean a guaranteed revenue stream for any new 
participants in the electricity generation market and thereby provide further certainty for long 
term investments in electricity generation. Competition  will be introduced in identified 
segments of the electricity markets. Where there is no competition, Community Service 
Obligation (CSO) will be applied. 

Table 63 shows the appropriations towards energy development since 2006. Development 
partner assistance has increased in recent years in the form of concessional loans.  

Table 63: Development Appropriations for Energy Development 2006-2012 
(Kina Million) 
 
 Direct Financing  Infrastructure 

Tax Credit 
Loans Grants  Total 

2006 2.3 0.0 0.0 7.6  9.9 
2007 1.0 0.0 0.0 1.3  2.3 
2008 2.0 0.0 0.0 0.2  2.2 
2009 3.0 0.0 0.0 0.0  3.0 
2010 13.0  0.0 0.0 0.0  13.0 
2011 43.0  0.0(1)  5.0 0.0  48.0 
2012 23.0  0.0(1)  12.7 0.7  36.4 
Source: Department of National Planning and Monitoring 
(1)  Tax credit scheme breakdown of K60 million is not yet available for 2011 and 2012, and is not accounted for in this 

table.  

The major programs targeting this enabler are shown in Table 64. As can be seen below, 
the Government has recognised the importance of funding electrification in the rural areas 
as well as the urban environment. The Town Electrification Program, through concessional 
ADB loan financing will continue in 2012. 

Table 64: 2012 Development Expenditure on Energy Development (Kina Million) 
 
 Government Loans  Grants Total 
Rural Electrification 20.0 0.0 0.0 20.0 
PNG town Electricity Investment Project 3.0 12.7  0.0 15.7 
Upgrading the power distribution of Ramu Grid  0.0 0.0 0.7 0.7 
Total 23.0 12.7  0.7 36.4 
Source: Department of National Planning and Monitoring 
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Information and Communication Technology – ICT  

Information and communication technology has the ability to transform PNG, increasing 
access to goods and services and increasing knowledge and information across the country.  

Acknowledging the benefits of ICT for the PNG economy, it is current Government policy to 
roll out the benefits of competition throughout the telecommunications sector. This will 
enable the Government to achieve the MTDP targets for the ICT sector: to increase the 
number of mobile subscribers to over 700 per 1000 people by 2015 and internet access by 
20.0 per cent. The National ICT policy sets out the strategic directions for the sector 
including the introduction of staged open competition in the communications sector and 
transforming Telikom into a viable and efficient competitor in the market. The sector is 
guided by the Department for Information and Communication, ICCC as the competition 
regulator and PANGTEL as the technical regulator, effective under the National Information 
Communication Technical Authority (NICTA).  

In 2011, a National Broadband Plan was developed and a fibre -optic network is being 
considered as part of the LNG project. It is anticipated that these initiatives will increase the 
current percentage of population with access to the internet (2.3  per cent).  

Telecommunication services have benefitted from the introduction of private sector 
competition in the mobile phone industry. There are currently three operators in the mobile 
phone market, with the introduction of Citifone in 2011 adding to the existing providers of 
BeMobile and Digicel. Citifone is an initiative of Telikom PNG and is currently available in 
Port Moresby and Lae. Competition in the market has led to a substantial upgrade in the 
quality and reach of services and a significant decline in cost. In 2011, there are an 
estimated 277 mobile subscribers per 1000 people, with an increasing number of 
subscribers every year. The fixed telephony network is approximately 65,000, 65 per cent of 
which are business lines. It is expected that the fixed telephony network will benefit from the 
entry of Digicel into the market in 2011, following the granting of a license by NICTA.  

Significant reform and investment in the communications sector is required in order to 
extend the availability of information and communication technology across PNG. The costs 
in undertaking such initiatives are high due to PNG’s rugged and remote terrain. In 2012, the 
Government will support the sector through concessional loan financing of the Integrated 
Government Information System and the Rural Communication Programme through Telikom 
PNG. In 2011, the Government signed a MoU with Telikom to deliver rural communication 
services across PNG. Under the MoU, the Government will provide K50.0 million for the 
installation of VSAT communication facilities and wireless connections over a five year 
period, commencing in 2012. 
 
Table 65: Development Appropriations for ICT 2006-2012 (Kina Million) 
 
 Direct Financing  Infrastructure 

Tax Credit 
Loans Grants  Total 

2006 0.0 0.0 0.0 0.0  0.0 
2007 0.0 0.0 0.0 0.0  0.0 
2008 0.8 0.0 0.0 0.0  0.8 
2009 7.0 0.0 0.0 0.0  7.0 
2010 0.5 0.0 0.0 0.0  0.5 
2011 43.5  0.0(1)  45.4 3.9  92.8 
2012 26.0  0.0(1)  63.8 2.5  92.3 
Source: Department of National Planning and Monitoring 
(1) Tax credit scheme breakdown of K60 million is not yet available for 2011 and 2012, and is not accounted for in this 

table.  
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Table 65  indicates the level of funding towards ICT over the last six years. This area has 
seen increased funding since 2006, in line with Government’s policy to promote rural 
transformation and empowerment. The Chinese Exim Bank and the World Bank are 
providing concessional loan financing for the sector, whilst grant funding is from AusAID for 
the PNG Media Program. The major programs in the 2012 Development Budget targeting 
this enabler are shown below.  

Table 66: 2012 Development Expenditure on ICT (Kina Million) 
 
 Government Loans Grants Total 
Integrated Government Information System (China)  5.0  51.7 0.0 56.7 
Rural Communication Project (WB) 1.0  12.1 0.0 13.1 
Telikom: Rural Communication Programme  20.0  0.0 0.0 20.0 
PNG Media Programme (AusAID) 0.0  0.0 2.5 2.5 
Total 26.0  63.8 2.5 92.3 
Source: Department of National Planning and Monitoring 

Primary and Preventative Health 

The National Health Plan (NHP) 2011 -2020 presents the overall policy and planning 
directives for the health sector. Its goal is to strengthen primary health care for all, and 
improve service delivery for the rural majority and urban disadvantaged. Strategic priority 
areas for the first ten years of this plan include: improving service delivery, strengthening 
partnership and coordination with stakeholders, strengthening of the health systems, 
improving child survival, improving maternal health, reducing the burden of communicable 
diseases, improving health lifestyles, and improving preparedness for disease outbreaks and 
emerging population health threats. The health sector Medium Term Expenditure 
Framework (MTEF) guides this approach by signifying the overall resource envelope 
accessible to the sector to assist the allocation of resources to the priority areas. The current 
health sector MTEF 2011-2014 tries to re -profit the costing of the new NHP 2011-2020 into a 
three year time frame.  

The National Health Plan 2011-2020 was the first sector plan to be developed within the 
framework of the Government’s Vision 2050, the DSP and the MTDP. To further support the 
National Health Plan, the Department of Health has documented a “Health Sector MTDP: 
aligned projects and programs 2011-2015” as a key investment proposal for Public 
Investment Program (PIP) funding to meet the targets outlined in the MTDP. To support the 
National Health Plan, the Department of Health is also in process of formulating Community 
Health Post, Asset Management, Health Partnership, Human Resource Workforce and ICT 
policies.  

Achieving the eight Millennium Development Goals (MDGs) in the remaining four years of 
the first MDG cycle 1990-2015 continues to be the greatest challenge for the sector given 
the current situation in the level of infant, under-five and maternal mortality. In addressing 
MDG four (reduce child mortality) there have been some positive responses in supporting 
indicators in the last two years. For instance, according to the 2010 Annual Health Sector 
Review outreach services for every 1,000 children less than five years increased from 24 to 
37 in 2008 and 2009 respectively. However, related indicators for MDG five (improve 
maternal health), such as the proportion of supervised births and proportion of pregnant 
women receiving at least one antenatal visit showed no improvement. According to the 2010 
Annual Health Sector Report, the proportion of supervised births remains at 40 per cent and 
antenatal coverage declined from 64 per cent of women visiting antenatal clinic in 2008 to 
59 per cent in 2009. 
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Over the remainder of the first five years, the Government will work towards reducing infant 
mortality from the 57 per 1,000 live births to 43, under five mortality from 75 per 1,000 live 
births to 56 and maternal mortality from 733 per 100,000 live births to 500. These targets are 
detailed in the first MTDP. 

The global and national targets for MDG 6 (combat HIV/AIDS, malaria and other diseases) 
also appear to be a major challenge. According to the 2010 Annual Health Sector Review 
immunisation rates still remain relatively low with only 58 per cent of children under one year 
old immunised against measles per year and only 70  per cent with triple antigen (third dose) 
per year. Over the last two years, coverage of measles vaccine has declined from 
67 per cent to 58 per cent, whilst 3rd doses triple antigen coverage has increased from 
66 per  cent to 70 per cent. However, the incidence of malaria declined from 254 in 2008 to 
230 in 2009 for every 1,000 people, and the pneumonia case fatality rate of ch ildren under 
five years was 3.0 per cent (an increase of 0.1  per cent from 2008). 

The causes of ineffective health service delivery are systemic and complex. Health 
infrastructure continues to dete riorate, medical supplies are insufficient and fragmentation of 
the health systems’ structures has reduced service delivery at the provincial and district 
levels. Over the last two years as per the 2010 Health Sector Report, the proportion of open 
registered aid posts in the rural areas decreased from 71 per cent to 66 per cent, 
accompanied by no improvements in medical drug supplies. The Health Department has 
identified in the Health Sector MTDP key drivers to strengthen the systems at the community 
levels. Therefore, the Provincial Health Authorities (PHAs) in 2012 will be supported to 
overcome fragmentation in the delivery system by way of making sure whatever required 
funding is made available to stop further deterioration in health facilities.  

Poor performance in other sectors also contributes to inadequate health service delivery. For 
instance, poor transport infrastructure, law and order problems, low level of education and a 
lack of continuous water and electricity supply. To fully realise health service delivery 
through the implementation of the National Health Plan, the Government is committed to 
invest in supporting enablers. 

In 2012, expenditure in the health sector will continue to be focused on rehabilitation of 
existing infrastructure, trailing of community health posts in strategic locations and the 
procurement of vital medical equipment especially in the rural areas.  

The figures in Table 67 show the level of funding from Government and Development 
Partners since 2006. From 2011 to 2012 funds allocated to the health sector by Government 
in the Development Budget have decreased by 83.1  million, due to a high allocation of 
health funds in the 2011 Supplementary Budget (K109.5  million). 

Table 67: Development Appropriations for Primary and Preventative Health 2006-2012 
(Kina Million) 

Source: Department of National Planning and Monitoring 
(1)  Tax credit scheme breakdown of K60 million is not yet available for 2011 and 2012, and is not accounted for in this 

table.  

 Direct Financing Infrastructure 
Tax Credit 

Loans  Grants Total 

2006 3.0 0.0 0.0 40.6 43.6 
2007 12.5 0.0 0.0 78.3 90.8 
2008 17.0 0.0 0.0 84.3 101.3 
2009 39.6 0.0 0.0 109.8 149.4 
2010 73.8 0.0 0.0 200.4 274.2 
2011 186.3 0.0(1)  0.0 124.8 311.1 
2012 103.2 0.0(1)  4.7 175.6 283 .5 
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Development Partners continue to contribute significantly to the heath sector, including 
AusAID, NZAID and the UN. Table 68 shows the major programs and projects being funded 
in the 2012 Development Budget. 

Table 68: 2012 Development Expenditure on Primary and Preventative Health 
(Kina  Million) 

Source: Department of National Planning and Monitoring  

The Health Sector Improvement Program (HSIP) is a device that pools Government and 
donor funds together. However the effective operation of the sector wide approach is 
hampered by cumbersome procurement processes, insufficient manpower capacity to 
transfer funds to provinces and facilities, weak budget and planning processes to link the 
allocation and spending of HSIP, unclear demarcation of responsibilities, lack of 
transparency in financial reporting and development partners’ policies and legal frameworks. 
Some progress has been made to address the outstanding issues through setting up an 
audit committee, restructuring divisions to fast track the  procurement processes, introducing 
Annual Activity Plans in line with the NHP and  trying to establish a more effective and 
efficient financial accounting system to manage the HSIP, however further improvements 
are necessary. 

10.2 ECONOMIC SECTORS  

Agriculture 

The agriculture sector is the principal economic activity in PNG, sustaining the livelihoods of 
more than 85  per cent of the population residing in the rural areas. The agriculture sector 
contributed an average of 17 per cent of total exports over the past ten years and 
25 per cent of GDP in 2010 from its major commodities which include coffee, copra, oil palm, 
rubber and timber. Other emerging cash crops include spices, fruits, nuts and vanilla. In the 
first quarter of 2011, agricultural exports contributed 22 per cent of total exports.  

The Department of Agriculture and Livestock is the agency responsible for the overall 
development of the agriculture sector. Provincial Divisions of Primary Industry are 
responsible for developing medium term agriculture plan for Provinces and Districts, the 
National Agriculture Research Institute (NARI) is mandated to develop appropriate and 
improved agricultural techniques whilst the National Quarantine and Inspection Authority 
(NAQIA) facilitates and coordinates agricultural quarantine and inspection services. There 
are also a number of commodity boards in the sector responsible for executing the policies, 
legislation and development plans put forward by the Department of Agriculture and 
Livestock. 

 Government Loans Grants Total 
Community health posts  10.0 0.0 0.0 10.0 
Provincial transit medical stores  6.3 0.0 0.0 6.3 
Static plant equipment replacement 12.0 0.0 0.0 12.0 
District dispensary upgrade programme 2.0 0.0 0.0 2.0 
Rehabilitation of hospitals 40.7 0.0 0.0 40.7 
Institute of Medical Research infrastructure 
development 

11.0 0.0 0.0 11.0 

Training institutions rehabilitation and support  6.0 0.0 0.0 6.0 
Rehabilitation of area medical stores 2.2 0.0 0.0 2.2 
Medical equipment replacement: district and rural 
health centres 

10.0 0.0 0.0 10.0 

Rural primary health service delivery project (ADB) 2.0 4.7 0.0 6.7 
PNG Health Program (AusAID) 0.0 0.0 134.5 134.5 
Others 1.0 0.0 41.1 41.1 
Total 103.2 4.7 175.6 283.5 
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The National Agriculture Development Plan (NADP) 2007-2016 provides the overall policy 
and planning directives for the agriculture sector. The NADP aims to sustainably transform 
the country’s agriculture sector into a vibrant and productive economic sector that 
contributes to economic growth, social wellbeing, national food security and poverty 
alleviation. In 2011, the Department of Agriculture and Livestock, in consultation with 
stakeholders, developed a new sector strategy entitled: ‘Aligning the Agriculture Sector to 
Higher National Development Plans’. This strategy refocuses the NADP into the following 
priority areas, namely:  

• Enhanced productivity and scale of production; 

• Research and extension for development; 

• Food and nutrition security; 

• Human capacity development and entrepreneurship; 

• Agro-processing and marketing ; 

• Information management and communication; 

• Policy analysis, advocacy and enabling policies; 

• Institutional capacity strengthening; and 

• Resourcing management and coordination. 

Investment in the key priority areas will increase the volume of agriculture products both for 
export and domestic consumption, improve the quality of agriculture production, increase 
economies of scale and increase the transition from semi commercial to commercial 
farming.  

In 2008, the Government agreed to fund NADP at a cost of K100.0 million annually for ten 
years. Implementation commenced in 2009 and in 2012, the Government has committed 
K100.0 million to fund NADP. The K100.0 million will be allocated to the National 
Development Bank, providing credit support for private ventures in agriculture. Additional 
funding for the sector in the 2012 Development Budget includes K22.0 million for the 
commodity boards, support for NARI and NAQIA and K6 .0 million for the national livestock 
rehabilitation and development programme. To assist local farmers, K4.5 million has been 
allocated to CIC for the freight surety programme, airlifting fresh produce from the remote 
parts of PNG.  

Indirect support to the sector in 2012 will also come through significant investment in the 
rehabilitation of the deteriorating transport network, assisting producers to take their crops to 
the market, and support to the national land development programme. Improvements in land 
administration will increase opportunities for market based large scale and smallholder 
agriculture, employment and income generation in the rural areas. An estimated 30 per cent 
of land in PNG is suitable for agriculture, however only 4 per cent is currently being utilised 
for commercial agricultural production. 

Fisheries 

The fisheries sector is estimated to sustain the livelihoods of a quarter of the country’s 
population. The sector is characterised by inland river fisheries, aquaculture, coastal bêche-
de-mer, reef fisheries, prawn trawl and large-scale deep-water tuna fisheries. Stakeholders 
include artisanal communities to medium sized domestic prawn and tuna long-line operators 
to large international purse seine fleets in the deep -water tuna fishery. In 2010, PNG 
produced 696,028 tonnes of fishery products netting an estimated income of K1.5 billion. It is 
estimated that the fisheries sector contributes 5.5 per cent of annual gross domestic product 
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(GDP) however calculating the contribution of the fisheries sector to the economy is a 
difficult task due to high subsistence consumption, transactions in the local market and 
payment of crews in kind. 

There is significant potential within the fisheries sector as PNG has the largest fisheries zone 
in the Pacific, covering 3.1 million square kilometres. Recognising this potential, the 
Government endorsed the National Fisheries Development Plan Framework (NFDPF) 
2006-2016. Key priorities under the NFDPF include: increasing the volume and value of 
downstream processed products, promoting fish products of internationally recognised 
quality, encouraging sustainable fishing, improving fishing communities’ access to markets, 
and encouraging the vertical and horizontal linkages between supportive markets. The 
NFDPF will drive the Government’s commitment to increase processed fisheries’ exports 
from K189.0 million to K450.0 million, the quantity share of catch caught by PNG vessels 
from 1 per cent to 5 per cent and the license fees generated from tuna fisheries from 
K70.0 million to K100.0 million over the MTDP period (2011-2015). 

Greater value to the sector, employment and income earning opportunities for rural people, 
could be further enhanced by increasing the number of onshore downstream and product 
diversification processing facilities for fish and fisheries products. There are currently three 
tuna processing plants located along the north coast of mainland PNG, with a daily 
production capacity of 280  metric tonnes and providing over 10,000 jobs to the local 
economy. The construction of Majestic Seafood Corporation in Lae, Morobe Province will 
add to the existing 3 canneries. The Lae processing plant will eventually process 350  metric 
tonnes daily to the value of K375.0 million per annum and will provide 6,000 jobs directly.  

The Government aims to make fisheries an efficient commercial industry by promoting and 
creating fishery zones complete with the necessary infrastructure and Government services. 
With the establishment of Marine Industrial Zones, the Government hopes to increase 
Foreign Direct Investment (FDI) from 0.8 per cent to 5.0  per cent. The Pacific Marine 
Industrial Zone (PMIZ) in Madang is the first of such kind. The aim of PMIZ is to become the 
regional tuna trans-shipment and processing hub for the Weste rn and Central Pacific, 
through the establishment of six canneries processing 600 metric tonnes of tuna a day with 
the estimated value of K600.0  million annually. It is expected that the project will provide 
40,000 direct jobs with a multiplier effect of approximately five with the support industry and 
spin-off opportunities for the local surrounding communities. The project is fully funded 
through a concessional loan from the Chinese Government and the Government of PNG at 
a total cost of US$60.0 million. The project has three phases of which the first phase has 
been completed: project design and mobilisation including drafting of enabling legislation 
and policy framework. The second and third phases are due to commence in 2012. The 
PMIZ investment in tuna processing positions PNG well to meet its vision to become the 
world’s leading processor and exporter of processed tuna products.  

PNG has jurisdiction over one-fifth of the entire stock of tuna fish in the Pacific tuna industry, 
however it currently accounts for only 1 per cent of GDP. The majority of the tuna stock is 
caught by vessels of distant water fishing nations paying access fees in exchange for fishing 
rights. However, license fees are low creating an incentive to overfish. Currently 
K70.0 million is generated annually through license fees, however there is the potential to 
collect over K100.0 million annually through revamp ing of the licensing system and the 
introduction  of e-licensing. In addition to license fees, PNG earns around 
K30 million-K40 million annually from bilateral access agreements with Distant Water 
Fishing Nations.  

The Government has adopted a policy of domestication of its tuna fishery, which involves 
encouraging domestic long-line vessels and expanding the proportion of the purse seine 
catch taken by locally based vessels supplying domestic canneries. Further development of 
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the tuna industry will come through compliance of quality, standards, Sanitary and 
Phytosanitary (SPS) measures, and rules of origin which will increase access to international 
markets. In particular, PNG will be able to fully utilise the Interim Economic Partnership 
Agreement signed with the European Union in 2009. Further strengthened in January 2011, 
when the EU representative to PNG declared that all internal EU procedures were complete, 
PNG has been given legal certainty that fishery products from whatever origin and 
processed in PNG can now be exported to the lucrative European market duty and quota 
free.  

Through funding of the following programs in the 2012 Development Budget: National 
Fisheries College Infrastructure Development (K5.0 million), tuna tagging (K3.0  million) and 
PMIZ (K81.2 million) the Government will continue to support the sector. The Government 
has also allocated K5.0  million to the Na tional Development Bank, providing credit support 
for private ventures in the fisheries sector. 

Forestry 

PNG has a total land area of 46.0  million hectares, of which 25.8 million hectares is covered 
with forest. PNG is amongst the top 20 forest covered nations in the world and it estimated 
that 15.0  million hectares (58  per cent) is made up of timber species that are acceptable and 
accessible for development. The Government is committed to ensuring PNG’s forest 
resources are managed so as to derive maximum sustainable benefits while minimising any 
detrimental impact to the environment and society at large. As such, the Government has 
set the following targets for the forestry sector: increase the sh are of processed timber from 
20 per cent to 30  per cent by 2015, decrease the share of logs harvested from natural forest 
and increase the share of plantation forests by 18,000 over the five year MTDP period.  

The National Forest Policy 1991 and Forestry Act 1992 lay the foundation and framework for 
the forestry sector in PNG. The National Forestry Development Guidelines 2009 gives 
specific detail on how and what should be done to develop and protect the country’s forest 
resource s especially in the following areas: improved administration capacity, promotion of 
loca l and provincial interest in the industry, development of diversified markets, promotion of 
forest management through reforestation and afforestation , establishment of a State Market 
Agency (SMA), promotion of forest research and downstream processing to phase out log 
export. Work is underway to align the sector to the National Plans and to formulate 
supporting policies in the areas of downstream processing, reforestation and eco -forestry. In 
2012, the Government will also review the Logging Code of Practice (1996) to improve 
logging practices in PNG.  

The forestry sector is dominated by large scale logging activities in West New Britain, East 
New Britain, Western and Gulf Provinces. The major logging crops are taun, malas, kwila 
and calophyllum for export to China, Korea and India, the largest buyers of PNG timbe r. In 
2010, PNG exported 2.9 million m3 of raw logs, at a value of K705.8  million. The total export 
duty and export levy to Government was K91.1 million and K11.9  million respectively. From 
January-May 2011 the total volume of logs exported was 1.5  million m3, at a value of 
K324.9 million, a significant increase in comparison to 2010 levels.  

The Government is committed to achieving sustainable forest management and addressing 
climate change. Noting the role that forests play in reducing greenhouse gases, the 
Government through the Office of Climate Change and Development (OCCD), has drafted 
the Forestry and Climate Change Policy Framework for Action 2009-2015. The Framework 
outlines seven principles to manage the effects of climate change: ownership of carbon 
credits, implementing adaptation measures, contributing to mitigation of greenhouse gas 
emission, improving decision making and good governance, improving our understanding of 
forestry and climate change, education and awareness and partnership and cooperation. 
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The Framework for Action re-affirms the state’s commitment towards a number of 
international agreements including the MDGs, Copenhagen Accord, Johannesburg Plan of 
Implementation, UN Commission on Sustainable Development, UN Framework for Climate 
Change Convention, UN Convention on Biodiversity, UN Convention to Combat 
Desertification, Intergovernmental Panel on Climate Change and Reduced Emissions from 
Deforestation and Forest Degradation (REDD and REDD+). PNG has also become part of a 
“Coalition of Rainforest Nations”, to further give support to the REDD and REDD+ initiatives.  

The Forestry Sector is also guided by the PNG REDD+ Strategy and PNG REDD+ policy 
framework. Drafted in 2011 by the Forest Authority, Office of Climate Change and 
Development and the Department of Environment and Conservation, the strategy includes: 
reducing the impact of logging, secondary forest management, afforestation and 
reforestation, forest conservation, community REDD+ schemes, land use planning, 
agriculture extension programs, commercial plantations on non -forest land, agriculture lease 
reviews and defining and assessing National Monitoring, Reporting and Verification 
requirements. Japan has pledged support to fund the PNG Monitoring, Reporting and 
Verification system worth US$8.0 million to US$10.0 million dollars and UN-REDD support 
with US$6.0 million. Challenges remain however, including the current land tenure system in 
PNG, lack of a national land use plan and institutional capacity to implement.  

To oversee implementation of sustainable forest management principles the Government 
has developed a logging code of practice and PNG is a member country to the International 
Tropical Timber Organisation (ITTO). Under the ITTO PNG reports on its progress towards 
achieving sustainable forest management against a set of internationally agreed criteria and 
indicators for natural tropical forests. In 2012, PNG’s current logging code of practice will be 
reviewed to address sustainable forest management. Under the current arrangement, 
logging operators operate within the timber concession for 35 years. Within 35 years, 
residual or undersized trees left behind by the initial logging operation will have grown to an 
acceptable size and the renewable resource can be managed and developed in a 
sustainable manner until the next cutting cycle. Logging companies are further required to 
develop and follow annual forest working plans to ensure forests are sustainably managed .  

In 2012, the Government will support the forestry sector through expenditure on the 
following programs: national forest inventory, degradation and deforestation management 
(K3.0 million), rehabilitation of the forest research institute (K2.0 million), provincial forest 
management, rehabilitation and upgrading (K1.0 million) and counterpart (K0.5 million) to 
the JICA forest preservation program. 

Tourism  

The tourism industry is one of the fastest growing industries worldwide with over 940 million 
tourists travelling in 2010 and a global value in excess of US$919.0  billion. In the Pacific 
region, tourism accounted for almost US$40.0 billion of expenditure in 2010. However, 
PNG’s share of the Oceania market is very small at an estimated 5.0 per cent, excluding 
New Zealand and Australia. Nonetheless, there is significant potential for the tourism sector 
to grow in PNG over the medium term, with effective marketing of PNG’s natural beauty, 
cultural richness, world class diving, deep sea fishing, unique bird watching, trekking and 
surfing.  

The tourism industry is currently estimated to contribute 5 per cent of GDP (K1.4 billion), 
however it has the potential to boost employment opportunities, spin-off businesses and help 
preserve PNG’s unique environment and culture. The MTDP has set the target for the sector 
of increasing visitor numbers to 240,000 over the five year period, contributing K3.0 billion in 
total tourism receipt and generating an additional 11,500 jobs. This will set PNG on a road 
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towards reaching the DSP target of 1.5 million visitors and K13.0 billion in total tourism 
receipts in 2030. 

The Tourism Master Plan 2007-2017 (TMP), under the leadership of the Tourism Promotion 
Authority, provides the policy framework for growth of the tourism sector in PNG. The overall 
goal of the tourism master plan is to “increase the overall economic value of tourism to the 
nation by doubling the number of tourists on holiday in PNG every five years as well as to 
maximise sustainable tourism growth for the social and environmental benefits for all Papua 
New Guineans”. Key strategic priorities of the plan include: transport and infrastructure, 
human resource development, institutions and industry partnership, marketing the 
destination, and product development and investment.  

Total international arrivals to PNG were recorded at 146,350 visitors in 2010, an increase of 
more than 18 per cent or an additional 22 ,000 arrivals compared to 124,006 arrivals in 2009. 
Holiday arrivals contributed significantly to this increase with an increase of 7 per cent to 
21 per cent, employment with 25  per cent and business travel accounting for 45 per cent. 
Total visitor expenditure in 2010 is estimated to be K1.4 billion, an increase of 17 per cent 
compared to 2009 (K1.2 billion). K435.0 million is estimated to have been spent by genuine 
tourists, an increase of 75 per cent from 2009. The trend in the last six years has been 
gradual positive growth. It is likely that the underlying trend will continue, with some 
variations caused by natural and man -made disasters, instability of Government, law and 
order, and resource constraints. However, international visitor arrivals is expected to grow at 
an average rate of 7 per cent annually and by 2015 more than 250,000 visitors are expected 
to have visited PNG, spending an estimated revenue of K3 .0 billion into the economy. 

The low market share compared with neighbouring countries highlights the challenge the 
country faces to meet its goal to double the number of tourists on holiday in PNG every five 
years. Nevertheless, the Government is committed to support the sector through consistent 
funding to the enabling environment, promotion of taxation incentives for tour operators and 
hotelier sub-sectors marketing PNG overseas. In addition, efforts to stimulate competition in 
the tourism market, particularly in the accommodation and transport sub -sectors will enable 
PNG to more effectively compete with other Pacific countries for tourists. Marketing is also 
important, for example China has recently granted Approved Destination Status to Fiji and 
Vanuatu encouraging its citizens to travel to these destinations for holidays. PNG can also 
negotiate for such status.  

In 2012, the Government will support the tourism sector through the National Development 
Bank (K5 .0 million) and through on -going marketing of the destination under the Tourism 
Promotion Authority’s recurrent budget. A review of the current MoA between the Tourism 
Promotion Authority and the National Development Bank will be completed in 2012 to 
ensure local firms involved in the tourism sector can effectively access the necessary credit 
facilities.  

Oil and Gas 

Since the 1990s, the oil and gas sectors have been the second largest contributors to GDP, 
driving economic growth and deve lopment. Given the significance of this sector to the 
economy, it is the Government’s goal to build a world leading petroleum industry that 
maximises benefits to PNG and landowners, minimises impacts on the environment and 
social welfare, and provides PNG with energy security. It is the Government’s ambition to 
have at least three LNG projects by 2015 , producing and exporting 6.3  million tonnes of LNG 
and an increased number of petroleum licenses over the period from 75 to 80. 

The oil and gas sector is guided by the Oil and Gas Act 1998 and the Department of 
Petroleum and Energy. The objective of the act is to ensure that the sector is focused on 
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improving the management and development of oil and natural gas extraction in the country. 
Oil has been produced from the onshore Papuan Basin since the early 1990s; however the 
current oil fields are estimated to be depleted by 2026. Gas production is however expected 
to increase significantly over the next decade, driven by the Government’s commitment to 
the development of two Liquefied Natural Gas (LNG) projects. The sector is expected to shift 
from the extraction of crude oil to the export of condensate and wet gas and processed 
petroleum products.  

There are currently 50 Petroleum Prospecting Licenses (PPLs) covering almost the entire 
onshore and offshore Papuan Basin and most of the North New Guinea Basin. Most of the 
tenements outside the fold belt are held by junior explorers and a number of these are 
actively seeking joint venture partners to meet their drilling commitments, a challenge in the 
current economic climate. Some players have already achieved this objective: Papua 
Petroleum has joint ventured with Sasol Petroleum on its PPLs in the Western and Southern 
Highlands Provinces and Ho rizon Energy recently announced a deal with P3 Global Energy 
of Thailand on Petroleum Retention Licences 4 (Stanley Discovery) and 5 (Elevala and Ketu 
discoveries). A number of drillings have been carried out over the last two years. RiftOil 
made a gas discovery at Pukpuk 1 in PPL 235 in Western Province, close to the Douglas 
gas field, an earlier discovery by Rift. These two fields are the only discoveries made in the 
Papuan Basin for a considerable period of time. However, the current and proposed level of 
drilling is very low even though there is a record number of PPLs. 

The first LNG project is located in the Southern Highlands and an Agreement was signed 
between the Government of PNG and ExxonMobil on 22 May 2008, setting out the fiscal 
terms and legal framework under which the project will operate. The LNG project has an 
expected project life of 30 years with production scheduled to start in 2014. Construction of 
the processing facility (Juha), gas conditioning plant (Hides), LNG plant (Port Moresby) and 
liquid pipeline are under way at an estimated cost of approximately US$15.0  billion (real 
terms).The construction phase is expected to peak by mid-2013 prior to the first supply of 
LNG to the Asian market. The PNG LNG project total employment rose to more than 9,000 
in the second quarter of 2011 of which more than 6,600 jobs are held by Papua New 
Guineans. To date the PNG LNG project has delivered 1000 courses in construction skills 
such as cement work, carpentry, welding and painting and expended over K2.0 billion in 
PNG. 

A second LNG project has also been considered by the Government in Gulf Province, a 
US$6.0 billion venture with shareholdings from InterOil Corporation, Merrill Lynch 
Commodities, Pacific LNG Operations and Petromin (state nominee). An independent 
resource assessment certified a best case estimate of more than 8  trillion ft3 of natural gas 
and associated condensate for the project, with an underground gas pipeline from the two 
fields running down to the coast between Kerema and Ihu, before reaching land at the 
proposed processing plant near Napa Napa InterOil refinery. The project is expected to last 
for 25 years, following construction in 2012 for an estimated two years. 

In 2012, the Government will continue to regulate the development of the sector, mitigate 
landowner issues and to meet state commitments associated with the LNG project. This 
includes payment of the K120 .0 million Infrastructure Development Grant under the UBSA 
commitment and contributions towards the High Impact Infrastructure Projects in Southern 
Highlands Province (K50.0 million). The Umbrella Benefit Sharing Agreement (UBSA) and 
License Based Benefit Sharing Agreement (LBBSA) state the benefits that will accrue to the 
landowners in the affected areas. 
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Mining  

PNG experienced a proliferation in the number of mining projects during the 1970s and 
1980s and in 2012, the mining sector continues to be a major export earner for the country, 
boosted by high commodity prices. The mining sector is driven by the export of gold, copper, 
silver, nickel, cobalt, molybdenum, and rhenium. Under the DSP, the goal for the sector is to 
double mineral exports, whilst minimising the adverse impact on the environment. To 
achieve this goal, the Government hopes to increase the number of exploration licenses to 
250 and operational mine sites to 12 over the first MTDP period. 

The sector is guided by the Mineral Resources Authority, established in 2005, and the 
Department of Mineral Policy and Geohazards Management. The Mineral Resources 
Authority regulates and approves exploration licenses whilst the Department of Mineral 
Policy and Geohazards Management plays a key role in setting fiscal incentives, enabling 
policy and an effective regulatory environment. As of June 2011, there are 142 current 
exploration licenses, 157 license renewals and 282 applications. The number of applications 
has increased from the number recorded in 2010 (158).  

There are currently eight mines in operation, namely: Tolukuma, Ok Tedi, Porgera, Simberi, 
Ramu Nickel, Lihir, Sinivit and Hidden Valley. Total mineral production in 2010 was recorded 
to be 2,699,308 ounces of gold, 159,821 tonnes of copper and 2,150,921 ounces of silver. 
Production at Ramu Nickel in Madang  was scheduled to start in the fourth  quarter of 2010, 
however following a court injunction on the disposal of waste tailings, production has been 
delayed until 2012. It is hoped that the first exports will be delivered in the second quarter of 
2012 and over the twenty year lifespan the mine is projected to produce 31,500 tonnes of 
nickel and 3,300 tonnes of cobalt per annum. Production at Ok Tedi is also expected to 
decrease, with an estimate of one quarter of current production by 2013. 

The international financial crisis markedly curtailed mineral exploration, however drilling is 
still on-going at a number of advanced exploration sites around the country including 
Yandera, Frieda, Wafi-Golpu, Woodlark (pre-feasibility study completed), Kainantu, 
Normanby and Tabar (still in exploration stage). The US$1.6 billion Yandera copper 
molybdenum gold project in Madang is on target to complete its definitive feasibility study 
(DFS) including the waste management study by mid-2012, whilst Frieda mine is also at an 
advanced stage of exploration. These mines are projected to start production in 2013 and 
2016 respectively, with the Frieda mine expected to run for 27 years. The Wafi-Golpu project 
in Morobe, worth an estimated US$4.5  billion, is expected to be the fifth largest gold mine in 
the world. The pre-feasibility study is expected to be completed in 2013, with first production 
anticipated in 2017 and full production in 2025. The project life span is expected to be thirty 
years. 

In addition to traditional mine sites, the Government has issued the world’s first off-shore 
exploration license to Nautilus Minerals limited to mine Seafloor Massive Sulphide deposits 
and a high grade copper-gold resource. Under the Solwara 1 project, Nautilus Minerals in 
conjunction with Jan De Nul will commercially explore the Bismarck Sea west of central New 
Ireland at a depth of 1600m. Solwara 1 will be the world’s first deep-sea mining project, with 
production expected in early 2013. Over the project life, the value added to the PNG 
economy is estimated to be K164.0  million. Work is underway to ensure a deep sea mining 
policy is in place prior to production, under the leadership of the Department of Mineral 
Policy and Geohazards Management.  

In recent years the disposal of mine waste has been an issue for PNG, exemplified by 
Misima mine, the  court injunction at Ramu Nickel and accusations levelled against Tolukuma 
gold mine for disposing mine waste into the Angabanga River. It is the Government’s 
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responsibility to protect the environment, ensure landowners and all stakeholders benefit, 
and provide a regulatory and policy framework for the mining sector that is simple but 
effective to reduce industry compliance costs. The Mining Regulation Act 1992 (currently 
under review) clearly shows the regulatory framework that should be complied with by the 
mining companies in their investments. The Department of Environment and Conservation 
(DEC) further supports the mining sector through conducting Environmental Impact 
Assessments and invoking of the Environmental Planning Act 1982, the Environmental 
Containments Act 1978 and the Water Resources Act 1982.  

Effective mine closure is also an issue that the sector faces and the Department of Mineral 
Policy and Geohazards Management is in the process of developing a coherent mine 
closure plan so that project impacted communities do not lose out on long term benefits 
once the developer completes and leaves the project.  

The benefits accruing to the Landowners, Provincial Governments and Local Level 
Governments of the mine impacted areas has been an issue of contention for a number of 
years. Concern around the use of MoAs (project funds), Royalities and Special Support 
Grants (SSG) by Landowners Associations and Provincial Governments remains and the 
benefits of substantial revenue is not being realised on the ground in the form of improved 
health, education and transport infrastructure. In 2012, payments will be made to honour the 
commitments made through  budgeting of a projected K88.1 million in SSG payments and 
K18.0 million in MoA commitments. The sector will also be supported by institutional 
strengthening projects from EU grant funding and World Bank loan financing. 

Manufacturing 

The manufacturing sector in PNG is dominated by industries processing natural resources to 
finished products such as canned fish, furniture, biofuel, refined palm oil, canned meat, 
plywood and veneer. The sector currently contributes 0.5 per cent of real GDP, with 
70 per cent of the sector located in Port Moresby, Lae and Madang. In recent years the 
manufacturing sector has grown, with high demand for a range of manufactured industrial 
and building projects, including paint, cement and industrial chemicals. Other initiatives that 
will increase the revenue and growth of the sector are the petrochemical processing and 
exporting plants associated with the PNG LNG project. This includes the Juha production 
facility due to be established in 2020, the Hides Gas Conditioning Plant, Kutubu Central 
Processing Facility and Gobe Production Facility.  

The Department of Commerce and Industry, Chamber of Commerce and Industry, key 
state-owned enterprises and the Industrial Centres Development Corporation are mandated 
to develop the manufacturing sector in PNG. Under the leadership of these agencies, the 
Government aims to reduce impediments to business and investment and advance the 
sector from the downstream processing of primary commodities to the development of 
higher value production chains. Over the DSP period, the Government is committed to 
tripling the value of manufacturing production, the level of exports and current investment in 
the sector. To achieve these objectives, the Government will evaluate lowering of input 
tariffs, overburdening regulatory constraints and export duties, alongside the creation of an 
enabling environment through investment in addressing the law and order situation, 
deteriorating transport infrastructure, land reform and the provision of key utilities.  

The Department of Commerce and Industry, in consultation with key stakeholders, is in the 
process of formulating a manu facturing policy and strengthening initiatives to ensure 
effective communication and coordination within the sector. The manufacturing policy is 
likely to place significant emphasis on the development of Small and Medium Enterprises 
(SMEs) across the country. Through the Small Business Development Corporation, the 
Government will continue to improve SMEs development into the manufacturing sector. 
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In 2012, to support the manufacturing sector the Government through the Development 
Budget will be financing the  know about business programme (K0.3  million), leather 
manufacturing programme (K3.0 million), nationwide SME development programme 
(K1.0 million) and the SME access risk financing facility, a concessional loan financing 
project with the World Bank (K30.8  million projected drawdown). Financing of the leather 
manufacturing programme will ensure that the existing leather manufacturing plant is 
rehabilitated within the Small Industries Centre in Port Moresby. Recognising the difficulty 
that SMEs face in obtaining capital from banks for their businesses, the new SME access 
risk financing facility will provide partial guarantee cover for any loan defaults to financial 
institutions that provide loans to eligible SMEs up to K300.0 million. This incentive will 
encourage financial institutions to expand their SME loan portfolios. The Government will 
also support SMEs through credit support at the National Development Bank: K10.0 million 
for SME development programme and K10.0 million for the local business guarantee 
scheme. 

10.3 CROSS-CUTTING  

Environment 

PNG’s natural resources continue to play a significant role in providing a way of life for its 
inhabitants and as a source of revenue. The fourth goal of the National Constitution which 
states, “PNG’s natural resources and environment to be conserved and used for the 
collective benefit of all and are replenished for the benefit of future generations”, sets out 
PNG’s environmental commitment. However, balancing economic development with 
biodiversity conservation and environmental sustainability remains a challenge. 

The Department of Environment and Conservation (DEC) is the Government agency 
responsible for the development and implementation of the Government’s environmental 
sustainability policies and programs, biodiversity conservation and environmental regulation 
for all major industry sectors in PNG. Since its commencement in 1985, it has been vested 
with the powers to protect the environmental values of air, water, soil and biodiversity and 
the sustainable use of natural resources. It currently administers six different legislative 
schemes and fourteen International Conventions and Agreements with the Environment Act 
2000 and fourth goal of the National Constitution key components for the environment 
sector. 

The separation of the Department’s regulatory functions to a statutory authority to be known 
as the Environment Protection Authority (EPA) was agreed to by the National Executive 
Council in Decision No. 148/2008. The EPA was designed to strengthen environmental 
regulation in PNG whilst conservation policy and program functions were to be retained with 
the Department of Environment and Conservation. With further analysis, conservation 
functions of the Department have been determined to be administered through a statutory 
authority essential for the implementation of the Environmentally Sustainable Economic 
Growth (ESEG) initiative. Therefore the Department is in the process of being transformed 
into a statutory authority to be known as the Conservation and Environment Protection 
Authority (CEPA). CEPA will be responsible for environmental regulatory and compliance 
functions which support environmental protection and biodiversity conservation. 

The environment sector is also guided by the Office of Climate Change and Development 
(OCCD) which was created in March 2010 as the successor to the former Office of Climate 
Change and Environmental Sustainability (OCCES). Its core responsibilities include policy 
development, coordination between agencies and stakeholders to implement climate change 
programs/projects, securing international funding, compliance with international climate 
change regulations, national awareness on climate change issues and capacity building.  
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The guiding strategies to address climate change issues include the Climate Compatible 
Development Strategy (CCDS) which details the Government’s climate change mitigation 
strategies, including REDD+, adaptation efforts and interventions to ensure PNG continues 
on a path of low carbon growth and the Interim Action Plan for Climate Compatible 
Development. 

The Government is a signatory of the MDGs, of which MDG 7 aims to ensure environmental 
sustainability by integrating the principles of sustainable development into country policies 
and programs and to reverse the loss of environmental resources by 2015. Since 2000, little, 
if any, progress has been made towards achieving MDG 7. However, the lack of complete 
and reliable data makes it difficult to establish a reliable trend for any of the indicators with 
much confidence. A coordinated approach in the collection, analysis, storage and 
dissemination of environmental data to monitor progress and inform policy decisions is 
required. Nonetheless, the Governmen t will work towards ensuring 59 per cent of land 
continues to be covered by primary forests, the depletion rate of primary forest is reduced 
from 2.6 per cent to 2.4  per cent and land area protected to maintain and improve biological 
diversity is increased from 3.8 per cent to 4.0 per cent. 

In 2012, the Government will provide support to the environment sector in the Development 
Budget through financing of the REDD+ readiness pilot program (K0.5  million), marine 
program on coral reefs, fisheries and food security (K2 .0 million), waste management 
(K1.0 million) and drought mitigation in Manus (K1.0 million). Development partners are also 
investing in elements of environmental sustainability including JICA (waste management), 
AusAID (climate change adaptation initiative), EU (remote sensing of forest degradation) 
and the UN (environment, climate change and sustainable livelihoods).  

HIV/AIDS 

HIV/AIDS is a development issue which cuts across all sectors of the economy. Unless it is 
adequately addressed, HIV/AIDS has the potential to significantly undermine the social and 
economic progress in PNG. 

The current status of the HIV/AIDS epidemic in PNG is represented by a relatively high 
number of people living with HIV. According to the 2009 Estimation Report a total of 34,100 
(31,000 adults aged 15 or more and 3,100 children and adolescents) are currently living with 
HIV, which is equivalent to a national prevalence rate of 0.9 per cent in the 15 -49 age group. 
In 2009 it was estimated that approximately 3,200 people were infected with HIV while 
around 1,300 people were estimated to have died from AIDS. By the end of the same year, 
a cumulative total of 11,520 people were estimated to have died of HIV-related illnesses and 
5,610 children had become orphans as a result of the epidemic. The same source reports a 
rapid increase  in new HIV infections in the country between the years 1999 and 2005 and in 
2006 the national prevalence continued to be an upward trend at a less rapid rate. 

From 1987 until 2009, females accounted for 56 per cent compared to males with 
43 per cent of all reported cases of HIV infections in the country. This higher number of 
reports of HIV in females was partly because of the nature of surveillance systems that are 
heavily reliant on case reports from antenatal centres. The lack of reliable data makes it 
difficult to assess the situation accurately. It is possible that the number of infections is 
higher or increasing more rapidly than current estimates suggest as testing has become 
voluntary instead of compulsory, as in the recent past. 

Efforts to combat the HIV and AIDS epidemic will be led by the National Aids Council in 
collaboration with the Department of Health, whilst the National Expenditure and Fiscal 
Commission (NEFC) and Department of Provincial and Local Level Government Affairs will 
continue to integrate HIV/AIDS into sub-national service delivery.  
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The newly approved National HIV and AIDS Strategy (NHS) 2011-2015 is the overall policy 
guide to address HIV/AIDS in PNG. Its overarching goal is to reduce the transmission of HIV 
and other sexually transmitted infections (STI) and minimise their impact on individuals, 
families and communities. The three strategic priority areas are:  

• scaling up and improving the  quality of prevention programs; 

• scaling up and improving the quality of counselling, testing, treatment, care and 
support services; and  

• systems strengthening that caters for key cross-cutting issues including gender 
inequality, involvement of people living with HIV, reducing HIV-related stigma and 
discrimination, capacity building and mobilisation of people, communities and 
organisations, effective use of research, surveillance, and monitoring and evaluation 
data, sustained and visible leadership at all levels, and improved coordination at 
national and sub-national levels.  

To further reinforce the importance of the priorities, “top ten” interventions were identified. 
The NHS will be guided by the NHS Implementation Framework. The framework sets out the 
major activity areas that need to be implemented for a particular strategic objective to be 
achieved. In line with the NHS 2011-2015, the National AIDS Council is also in the process 
of implementing the National Prevention Strategy 2011-2015, the Information Education and 
Communication (IEC) Policy 2011-2015, the Leadership Strategic Framework and a 
supporting monitoring and evaluation framework. Each of these will help implement the three 
focus areas of the NHS. The National Research Agenda 2008-2013 is due for review in 
2012.  

These strategies will ensure the Government meets the HIV/AIDS targets set out in the 
MTDP. These include reducing the prevalence rate of HIV/AIDS to below 0.9  per cent by 
2015 and increasing the percentage of HIV-positive pregnant women receiving ART from 
3.5 per cent to 20.0 per cent. These targets will help ensure the Government meets its 
commitment to achieve MDG 6: combat HIV/AIDS, malaria and other diseases.  

The HIV epidemic varies by region in the country. According to the NHS, in 2009 the 
Southern Region recorded the highest adult prevalence of 1.2  per cent mostly from the 
National Capital District and Highlands Region with 1.0 per cent while Momase and New 
Guinea Islands recorded the lowest prevalence of 0.6  per cent and 0.6  per cent respectively. 
One reason for New Guinea Islands and Momase having the lowest prevalence is the limited 
availability of testing sites compared to the Highlands and Southern Regions. The number of 
testing sites continues to increase every year. For instance, in 2009, there were 250 HIV 
testing sites compared to 201 sites in 2008 and 60 sites in 2007 and it is believed that this 
will continue for the next five years. 

Although knowledge of the pattern of the HIV epidemic in PNG has improved, there is still 
lack of quality epidemiological and behavioural data to guide the planning of the national 
response, particularly prevention, programming and monitoring of the epidemic. The 
transmission of HIV continues to be fuelled by unsafe behaviours in the context of complex 
social, cultural, economic and political factors. The weak public health system and 
inadequate resources have also been the major constraints to scale-up the national 
response to combating the spread of HIV in the country. Proper coordination within and 
between all levels of Government and private sectors is also a major challenge for the sector 
in implementing the NHS.  

In 2012, the Government has appropriated K8.0 million in the Development Budget to 
ensure effective implementation of the NHS. The provision of Anti-Retroviral Therapy has 
been appropriated for in the Recurrent Budget and Development Partners continue to 
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support efforts to stem the epidemic, to the projected value of K101.0 million in 2012. Annual 
funding continues to support over sixty different stakeholders in the sector including: 
20 Provincial Aids Committee Secretariats (PACS), national and international NGOs, faith 
based organisations, People Living with HIV organisations, the business sector communities 
and Government departments and agencies.  
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CHAPTER 11. MEDIUM TERM FISCAL OUTLOOK 
11.1 OVERVIEW 

The medium term fiscal outlook is informed by the Government’s medium-term economic 
strategies: the Medium Term Fiscal Strategy (MTFS), Medium Term Development Plan 
(MTDP), the Medium Term Debt Strategy (MTDS) and the Fiscal Responsibility Act 2006 
(FRA). The MTFS will be reviewed in 2012 and updated to cover the period 2013 to 2017. 
This revised MTFS will be published in late 2012 and will be aligned with the Sovereign 
Wealth Fund framework for managing mineral and petroleum revenues including from the 
PNG LNG Project.  

The medium term outlook shows that the growth of Government revenue slows down, which 
will consequently lead to slower growth in expenditure over the next four years, if balanced 
budget are to be maintained. This temporary slowdown follows very high growth in revenue 
of 58.8 per cent over the past three years. The lower revenue growth reflects lower revenue 
from mining and petroleum projects due to the expected shut down of the Ok Tedi mine and 
maturing oil fields, partly offset by mineral re venues from the PNG LNG project in around 
2015. The next two Budgets in 2013 and 2014 will be particularly challenging with falls in 
real expenditure levels predicted. This will present medium term challenges in funding key 
Government development priorities and initiatives. To meet these challenges, the 
Government will need to focus on the efficient and effective delivery of outcomes rather than 
crude measures of increased funding for service delivery. 

As the size and sophistication of the PNG economy grows, the Government is committed to 
improving the way resources are used to improve the quality of life of all Papua New 
Guineans. A key element of this is improving the operation of our public finances. This 
budget incorporates several important initiatives in this regard – it sets out the detailed 
framework for a Sovereign Wealth Fund (Chapter 12), it increases the transparency of the 
operations of State Owned Enterprises (Chapter 7) and it sets out an extensive list of 
non-financial recommendations determined during the budget process (Chapter 4). In 
addition, this chapter provides a framework for moving towards more sustainable and 
effective medium-term budgeting. Medium-term budgeting (also known as forward 
estimates) provides the opportunity for departments to plan ahead with greater certainty and 
facilitate agencies entering into cost effective multi-year contracts where appropriate. The 
intention is to transition to forward estimates budgeting from 2013.  

11.2 REVENUE AND GRANTS 

Revenue 

Compared to the strong growth in 2009 to 2011, total revenue is expected to plateau in 2013 
and 2014 – in real terms, it is expected to be slightly negative. This is due to the slowdown in 
construction of the PNG LNG project (and consequent lower growth in the non-mineral 
economy) and the projected decline in production from the Ok Tedi mine and maturing oil 
fields. Non-mining GDP growth is expected to average 3.3 per cent per annum in these two 
years, which is anticipated to support limited growth in nominal revenue collections.  
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accounted for about K5.0  billion, or nearly two-thirds of the State’s portfolio. This included 
the State’s shares in Oil Search, Ok Tedi Mining Limited, MRDC, Petromin and others. 

The next key area is transport services and utilities. Telikom PNG, PNG Power, PNG Ports, 
PNG Water, Eda Ranu and Air Niugini had a combined value of K1.6  billion in 2010, or 
about 20  per cent of the portfolio.  

Financial services are another big part of the portfolio and this sector includes investments in 
Bank of South Pacific, Motor Vehicle Insurance Limited, and the National Development 
Bank. The State’s interests in these businesses had a combined value of just under 
K1.0 billion in 2010. 

The other businesses in the portfolio had a combined value of K280.0 million in 2010. 

There are three broad categories of public enterprises and investment, which reflect different 
asset classes and management arrangements. The first is the businesses and shares that 
are held directly by the Government. These include Ok Tedi Mining Limited, Petromin and 
the Mineral Resources Development Company (MRDC) and accounted for K1.2 billion of the 
assets in 2010. 

The second category is the unlisted businesses held in trust for the State in the General 
Business Trust (GBT) and managed by the Independent Public Business Corporation 
(IPBC). These accounted for about K2.1 billion of assets in 2010 and include all the big utility 
companies that are 100  per cent owned by the State. 

Table 37: Valuation of public enterprises and other investment, end 2010 
 
  % State owned Value (Kina, M) 
TOTAL ASSETS   7,813.2 
1) Directly managed investments   1,227.3 
        Bougainville Copper Limited 19.1 332.3 
        Coffee Industry Corporation Limited 25.0 4.4 
        Mineral Resources Development Company Limited 100.0 100.8 
        Ok Tedi Mining Limited  15.0 415.6 
        Pacific Forum Line Limited 28.9 14.4 
        Petromin PNG Holdings Limited 100.0 359.8 
 2) Unlisted investments in General Business Trust   2,119.2 
        Air Niugini Limited 100.0 225.8 
        Eda Ranu Limited 100.0 70.5 
        Motor Vehicle Insurance Limited  100.0 195.3 
        National Development Bank 100.0 110.6 
        PNG Ports Corporation Limited 100.0 286 
        PNG Power Limited 100.0 542.8 
        PNG Waterboard 100.0 -85.4 
        Post PNG Limited 100.0 98.5 
        Telikom PNG Limited 100.0 447.3 
        Other Unlisted Investments   227.8 
3) Listed investments in General Business Trust    4,466.7 
        Bank of South Pacific Limited 17.6 649.2 
        Highlands Pacific Limited 4.4 27.1 
        Oil Search Limited 15.0 3,756.5 
        New Britain Palm Oil Limited 0.9 33.9 

Source: Statement F in unaudited Public Accounts 2010 
Note: Bemobile is not included in the table because in 2010 the State’s 47.5  per cent shareholding was still held 
by Telikom PNG. IPBC purchased these shares from Telikom PNG in March 2011 for K123 million. 

The third type of investments are listed companies held in the GBT. These accounted for 
about K4.5  billion in 2010. The State typically has a minority shareholding and these 
investments include shares in Bank of South Pacific and Oil Search.  
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From 2015, a return to higher growth in total revenue and grants is expected. The major 
driver is stronger economic growth in the non-mineral economy, with non-mining GDP 
growth projected to average around 6.0 per cent per annum in 2015-2016. This, in turn, is 
expected to support growth in the non -mineral tax revenue. Mineral revenues from the PNG 
LNG project in 2015 (K1,819.2  million) and 2016 (K2,084.8 million), are expected to restore 
projected mineral revenues to around the nominal levels expected in 2011 (K2,143.0 million) 
and 2012 (K2,060.1 million) although this is still a fall in real terms (see Box 1 in Chapter 13 
for more information on the impact of PNG LNG revenues). At this expected level of mineral 
revenues in 2015 and 2016, all mineral revenues are expected to flow through the proposed 
Sovereign Wealth Fund and into the budget process for allocation. This is because the level 
of mineral revenues as a share of non-mining GDP is expected to be below the long-term 
average. The greatest use of the Stabilisation Fund is to deal with unexpected volatility in 
mineral revenues, and history indicates that mineral revenues will not follow the smooth path 
set out in these estimates. The Stabilisation Fund will help smooth any unexpected volatility 
and act as a fiscal stabiliser to the economy. 

Revenue from the PNG LNG project is expected to grow steadily in nominal terms over the 
first 10 years, as key tax concessions are utilised and gradually exhausted although 
generally LNG revenue will fall as a proportion of non -mining GDP.  

Figure 34 shows how mineral revenue growth is projected to be subdued over the medium 
term, and how projected increases in non-mineral revenue are projected to drive growth in 
total revenue. 
 

Figure 34: Total Revenue 2004-2016 (Kina Million) 

 
Source: Department of Treasury  

Grants  

Grants are provided at the discretion of donor countries and organisations in accordance 
with their internal budget policies and informed by the successful delivery of outcome from 
existing projects. In the outer years (2013 to 2016), grants have been held broadly in line 
with expected 2012 levels due to limited information available from donor agencies. The 
strong appreciation of the Kina against most currencies in 2011 has reduced the Kina value 
of most grants. 
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11.3 EXPENDITURE AND NET LENDING 

Total Expenditure and Net Lending 

Total Expenditure and Net Lending is projected to increase from K10,560.3 million in 2012 to 
K13,201.7 million in 2016. This reflects a substantially slower rate of growth in expenditure 
compared to recent years. Total Expenditure and Net Lending is assumed to equal Total 
Revenue and Grants, to be consistent with the medium term fiscal frameworks, including the 
MTFS and FRA.  

The final allocation of expenditure across the Recurrent and Development Budgets is 
currently an annual decision of Government based on an assessment on the needs and 
priorities at the time. This will vary from year to year reflecting a range of factors, including 
the outcome of wage negotiations, expenditure commitments (for example, Umbrella 
Benefits Sharing Agreement commitments related to the PNG LNG project), one-off 
expenditures (for example, to fund national elections and the census), and development 
priorities.  

Funding for the Development Budget is notionally for up to five years, however this does not 
guarantee the exact level of funding will be appropriated in each of those years. There is a 
need to facilitate processes where projects are assessed, budgeted and funded on a 
multi-year basis.  

As the nation develops, citizens’ expectations in relation to Government services grow; as 
do their costs, for example teachers and schools, medical staff and hospitals, transport 
corridors and courts, police and defence personnel. The maintenance of these services 
needs to be considered before expanding to new priorities and policies; alternatively 
decisions may be taken to cut services to make space to fund new activities and initiatives.  

In the absence of forward estimates based budgeting, there is limited benefit to be derived 
from the practice used in previous budgets of providing medium term estimates of the split 
between the Recurrent and Development Budgets and, especially, across particular line 
items. These annual allocations reflect the priorities and commitments of the Government of 
the day.  

In recognition of this, the medium term expenditure pro jections in Table 9 of Appendix 3 are 
generated by indexing all components of Government recurrent expenditure (except interest 
payments and related fees) at the assumed rate of 4.5  per cent. This is an indicative rate, 
representing slightly less than the expected inflation rate. The Development Budget (which is 
largely discretionary) is held constant. Any funding shortfalls or surpluses are then placed 
against the recurrent line of National Departments’ Goods and Services. These figures do 
not represent Government decisions or commitments. 

One measure of fiscal pressures in the outer years is the difference between projected 
revenue and current expenditures indexed at assumed rate of 4.5  per cent (except for 
interest repayments, but including the development budget). This provides an estimate of 
the savings required, or funds available for expenditure above the assumed amount of 
indexation, to achieve a balanced budget over the medium term. This is shown in Table 69 . 
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Table 69: Fiscal pressures 2012 -2016 (Kina Million) 

  
2012 2013 2014 2015 2016 

Total Revenue and Grants 10,560.3 10,373.7 10,967.7 12,186.7  13,213.7 
Total Expenditure and Net Lending 
unindexed(1)  10,560.3 10,479.6 10,447.8 10,420.3 10,404.6 

Indexation (@ 4.5% p.a.) of  
Total Expenditure and Net Lending 0.0 386.0  789.3 1,210.8 1,651.3 

Savings required/Unallocated 0.0 -491.9  -269.4 555.6  1,157.8 

Budget balance  0 0 0 0 0 
Source: Department of Treasury  
(1)  This is 2012 Total Expenditure and Net Lending with no indexation through time (i.e. projected at 2012 

nominal values), except for donor grants  and interest. 

For 2013 and 2014, indicative fiscal pressures using this methodology is that savings will be 
required of K491.9 million and K269.4 million respectively. These will be difficult budgets 
based on existing estimates. The situation is expected to improve from 2015 when revenues 
are expected to grow faster than the inflation rate.  

The Medium Term Fiscal Strategy, which will be revised in 2012, will need to consider 
policies to deal with these fiscal pressures. These may include the better use of 
expenditures through stopping corruption, wastage and removing duplication of functions 
and responsibilities by agencies.  

The 2012 Budget also provides increased funding to the Internal Revenue Commission 
(IRC) and PNG Customs to support increased revenue collections. The IRC is implementing 
a new information technology system at the beginning of 2012 which is expected to 
contribute to higher revenue. As well as improving the fiscal position, better collections of 
existing taxes and ensuring fairness in the tax system. Experience has demonstrated that 
PNG’s policy frameworks can deal with such fiscal pressures if there is good leadership and 
governance by the Government. 

In framing the 2013 Budget (in addition to the usual “ceilings” process), the intention is to 
move towards a forward estimates system of budgeting (three years beyond the budget 
year). This would be a significant development in managing public finances, particularly as it 
relates to the administrative costs of the public sector. Many countries already operate with 
the focus on the annual budget, but with greater certainty provided to Departments, 
Agencies and Provinces on future years’ funding levels. This increased certainty provided by 
a “forward estimates system” can assist planning and the more effective use of public 
finances. It would reduce the need for Trust Accounts.  
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Figure 35: Recurrent, Development(1) and Additional Priority Expenditure (APE)(2)  
2004-2016 (Kina Million)  

 
Source: Department of Treasury  
(1)  Projected recurrent and development expenditure from 2013 reflects the technical assumptions noted in 

the text above.  
(2)  From 2010, APE is included in Total Development Expenditure.   

A key expenditure commitment of the Government over the medium term is funding tuition 
fee free education up to year 10, and a 75.0 per cent education subsidy for years 11 and 12. 
The cost of implementing this policy is around K649 million for 2012 (including K300  million 
that has been pre-funded in the 2011 Supplementary Budget, but excluding the salary costs 
of the additional teachers required, which are budgeted for separately). Some growth in 
these base costs is expected in subsequent years and additional capital funding will be 
required from the Development Budget for the expansion and construction of new schools. 
In the absence of strong revenue growth, discretionary spending allocations (such as the 
Development Budget) and ongoing policies will need to be resourced from funds released 
from one -off programs, such as the K330.5 million funding for the National Election, or from 
savings generated by terminating or cutting back existing programs.  

Additional priority expenditure (APE) is shown in years when mineral revenue exceeds 
normal mineral revenue of 4.0 per cent of GDP, as defined in the MTFS. As a percentage of 
GDP, there is a declining trend observed over the outer years. With additiona l mineral 
revenue projected to decline significantly over the medium term, APE is also anticipated to 
follow the same trend. From 2010, APE is included as part of the Development Budget.   

11.4 FINANCING 

The forward years’ estimates are anticipating balanced budgets, in accordance with the key 
fiscal frameworks. Over the outer years, new borrowing of funds from external sources for 
concessional loans will offset the net repayment of domestic funds.  

The main focus of the debt management is now centred on maintaining debt at sustainable 
levels by keeping the level below 30.0 per cent of GDP. However, reductions in public debt 
have been offset by an increase in off-balance sheet foreign currency liabilities. That is, 
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borrowing by State owned agencies which are not included in the budget process or general 
Government debt. These liabilities currently total around 32 .0 per cent of GDP. In addition, 
the Government has around K2.1  billion in unfunded superannuation liabilities.  

Total public debt plus these other significant liabilities is currently around 63.4  per cent of 
GDP. Due to the high level of State liabilities, maintaining debt at prudent levels and 
managing financial risks remain important objectives of the Debt Strategy. The recent 
experience with high sovere ign debt in Europe, particularly in Greece and Italy, highlights 
the major macroeconomic and fiscal risks that can emerge from excessive Government 
debt.  

PNG experienced serious debt problems only one decade ago when it needed to go to the 
IMF and other donors for a bail-out. The fiscal austerity then experienced was one that PNG 
would not wish to repeat. The countries with the lowest levels of Government debt 
demonstrated the greatest capacity to deal with the Great Recession of 2008 -09 and the 
subsequent recovery. 

Risks which include, foreign currency risks, interest rates risks, refinancing risks and 
operational risks are expected to be managed in line with the Medium Term Debt Strategy. 
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CHAPTER 12. MEDIUM TERM DEBT STRATEGY 
12.1 OVERVIEW 

Objective and Context 

The objective of the Medium Term Debt Strategy 2012–2016 (the Debt Strategy) is to 
minimise the cost of debt consistent with the Government’s tolerance for financial risk. There 
are three major strategies: (i) maintain debt at sustainable levels; (ii) maintain financial risk 
at prudent levels; and (iii) develop the domestic debt market. The Debt Strategy is aligned to 
the Fiscal Strategy and Development Strategic Plan.  

The Debt Strategy covers debt issued by the State and secured by a claim against 
consolidated revenue (Central Government debt). It does not cover the management of the 
debt of State Owned Enterprises and other contingent exposures. However, these general 
State liabilities were considered in the formulation of this strategy.  

Over the last five years, the Government has made excellent progress in implementing the 
Debt Strategy by reducing Central Government debt, particularly foreign currency debt, to 
prudent levels. However, this has been offset by an increase in off-balance sheet foreign 
currency liabilities. That is, borrowing by State owned agencies which are not included in the 
budget process or general Government debt. Due to the high level of State liabilities, 
maintaining debt at prudent levels and managing financial risks remain important objectives 
of this Strategy. Furthermore, circumvention of budget and debt controls by proponents of 
public-sector capital expenditure funded by foreign currency debt remains a threat to this 
strategy. 

12.2 MAINTAINING DEBT AT SUSTAINABLE LEVELS 

PNG’s debt sustainability will be improved through four major means: (i) the growth in the 
economy; (ii) improvements in public-sector management and governance; (iii) prudent 
management of public debt, other liabilities and assets; and (iv) reducing reliance on 
high-risk, complex debt and increasing reliance on low-risk, simple debt securities. 

The most widely accepted and used measure of debt sustainability for a state is its 
sovereign credit rating. The State has a foreign-currency debt rating of B plus stable. This 
means that the rating agencies believe  PNG is vulnerable to adverse business, financial and 
economic conditions but currently has the capacity to meet its financial commitments. One of 
the factors that prevented an improvement in  PNG’s credit rating was an increased use of 
off-budget borrowing and expenditure. A high dependence the on resource sector is one of 
the weaknesses as it exposes PNG’s fiscal and external balances to commodity price 
shocks. 

All State liabilities will impact on the sustainability of the Government’s debt. Major State 
liabilities in addition to Central Government debt include the Independent Public Business 
Corporation’s borrowing to fund  18.2 per cent of the State’s share of the PNG LNG project of 
AUD$1.7  billion (K3.8  billion) and the State’s share of the PNG LNG project debt which is 
guaranteed by the State until the project construction reaches completion (K5.4 billion). 
Through these liabilities, the State’s finances are heavily exposed to the success of the PNG 
LNG project. In addition, the State has unfunded public service superannuation liabilities of 
K2.1 billion and the Government intends to guarantee debt of US$200.0  million 
(K435.0 million) in order to fund its equity interest in the Solwara project which is held by 
Petromin PNG Holdings Limited .  
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Furthermore, IPBC currently requires an additional US$258.0 million (K561.0 million) in 
order to fund its share of the PNG LNG Project cash calls. The Government has decided to 
fund this short-fall, plus up to an additional K339.0  million as a contingency for cost 
overruns, via the issuance of up to  K900.0 million of domestic debt securities. 

Treasury analysis indicates that due to the high level of State liabilities, further significant 
increases in debt would be imprudent. Therefore, the Government will aim to keep Central 
Government debt at or below 30.0 per cent of GDP. In the event that debt increases above 
this level the Government will use budget surpluses and windfall revenue to reduce its 
liabilities. 

12.3 REDUCING FINANCIAL RISKS 

Treasury aims to minimise the cost of debt and keep the risk of debt at tolerable levels 
through: 

• the competitive auction of simple financial securities denominated in Kina ; and  

• borrowing limited amounts of highly concessional debt from international financial 
institutions or other development partners.  

Treasury’s analysis indicates that complex financial instruments and opaque off-balance 
sheet structures are inappropriate for PNG due to lack of skills, technology and systems. 
The international financial crisis has also provided strong support for a “keep it simple 
strategy” with large international financial institutions failing to manage the risks of complex 
financial instruments and off-balance  sheet structures.  

Foreign Currency Risk 

The leve l of Central Government externa l debt has been reduced from 39.0  per cent of GDP 
in 2006 to around 24.0  per cent in 2011. However, this has been offset by an increase in 
foreign currency denominated off-balance sheet liabilities related to the LNG project. Central 
Government external debt plus IPBC’s borrowing for the State’s equity share in the LNG 
project and the State’s guarantee of the project debt total 64.0 per cent of GDP. Managing 
the level of foreign currency risk therefore remains an important objective of this strategy.  

The Government aims to maintain foreign currency debt at around 40.0 per cent of the total 
Central Government debt portfolio by restricting the amount of new foreign currency loans it 
enters into. In addition, where it is appropriate on a risk/return basis, the Government may 
borrow domestic funds to retire foreign -currency debt. 

New foreign currency loans will still be considered if:  

(i) The loan is highly concessional and in a low risk currency. The criteria for 
considering concessional financing shall be a grant element of 35.0  per cent or more1. This 
is in line with international debt management practice and as recommended by the IMF and 
the World Bank; 

(ii) A project is high priority under the Medium Term Development Plan and will not 
significantly increase the level of external debt above 40.0  per cent of the total debt portfolio 
or increase the level of Central Government debt above 30 .0 per cent of GDP;  

                                                 

1 The grant element is the difference between the face value and the market value of a loan expressed as a percentage of the 
face value of the loan. 
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(iii)  The lender’s policies do not preclude awarding of contracts to PNG firms and/or 
awarding of contracts via international competitive bidding; and 

(iv) There is a genuine advantage to funding the project from foreign currency loans such 
as the need to import foreign expertise and/or foreign materials. 

In 2012, it is expected that foreign currency debt (external debt) will increase above the 
target mix of 40.0 per cent of total debt to 41.1 per cent. This is mainly due to the 
commencement of capital works on several large-scale infrastructure projects funded by 
external borrowings.  

Interest Rate Risk 

The Debt Strategy aims to increase the net amount of fixed-rate Inscribed Stock by 
K0.6 billion over the next five years, and decrease Treasury Bills from about K1.4 billion as 
at the end of 2011 to about K0.7 billion in 2016.  

The current level of Treasury Bills is around 32.3 per cent of the domestic portfolio. The 
Government aims to keep Treasury Bills composition within the range of 15.0 per cent to 
30.0 per cent over the next two years. 

Table 70: Approximate Composition of Domestic Debt by Instrument 
 

 
 
 
 
 
 

Source: Department of Treasury 
 

Figure 36: Currency Composition of Government Debt 2006-2016 (Kina Million)  

 

Sources: Department of Treasury 
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Refinancing Risk 

The Debt Strategy will maintain the average maturity at about 5 years for the domestic debt 
portfolio, and an average maturity at about 12 years for foreign-currency debt. 

Treasury has reviewed its targets for the use of long-term fixed-rate debt relative to short-
term variable-rate debt, and plans to increase Inscribed Stock from K2.9 billion at the end of 
2011 to K3.5 billion in 2016, while maintaining the maximum maturity of Inscribed Stock at 
17 years, and limiting the amount of Inscribed Stock maturing in any one year to 
K500.0 million. 
 

Figure 37: Composition of Domestic Debt 2006-2016 (Kina Million) 

 

Source: Department of Treasury 
 
Operational Risk 

Operational risk is defined by the Bank of International Settlements as risk of losses 
resulting from inadequate or failed internal processes, people and systems or from external 
events. This definition includes legal risk, but excludes strategic and reputational risk.  

The operational risks facing Treasury include the difficulty in developing and retaining skilled 
staff, the lack of a business continuity plan, and a heavy dependence on few key personnel 
operating the Commonwealth Secretariat Debt Recording and Management System (CS-
DRMS). Treasury mitigates these operational risks through a capacity development plan, 
and by working in partnership with the Commonwealth Secretariat and other CS-DRMS 
users.  

12.4 DEVELOPING DOMESTIC DEBT MARKET  

Developing the domestic debt market is one of Government’s key medium to long-term 
objectives as PNG currently has a small domestic investor base and lack of foreign investors 
in Kina-denominated securities.  

In 2011, with the assistance of an Asian Development Bank Technical Assistance (ADB TA) 
on developing bond markets, Treasury was able to produce a road-map to develop the 
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domestic debt market from 2012 onward . The road-map basically focuses on ensuring that 
PNG’s domestic financial market adequately meets the Institutional, Regulatory, Taxation 
and Legal requirements to facilitate domestic debt market development within the medium 
term. Activities expected to start within the next 24 months include: 

• Setting up of Domestic Bond Market Development Committee; and 

• Working on the necessary requirements for the development of Government 
secondary market. 

Treasury intends to work on this in stages over the medium term and will outline the planned 
activities in each fiscal year.  

12.5 LONGER-TERM CHALLENGES  

Treasury will also continue with incremental improvements in monitoring, reviewing and 
updating the Debt Strategy annually to reflect international and domestic developments 
relevant to PNG. Significant challenges for improving debt sustainability and management of 
financial risks still remain. These include: 

• increases in contingent liabilities such as the IPBC’s borrowing to invest in the 
PNG LNG Joint Venture;  

• lack of coordinated management of the State’s financial assets and liabilities; and 

• the impact that the PNG LNG Project will have on the size of the economy, the 
exchange rate and domestic financial markets. 

Treasury has commenced reporting on significant contingent liabilities in the Debt Strategy. 
Furthermore, amendments to the Fiscal Responsibility Act 2006 made in 2010 require  that 
the Government to have regard to its other liabilities in considering a suitable level of debt. 
Treasury will continue to develop systems to monitor and report on other Government 
liabilities and assets. 

Over the next few years, this strategy will be reviewed in light of the impact of the PNG LNG 
project, the establishment of the Sovereign Wealth Fund and new Medium Term Fiscal 
Strategy.  
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CHAPTER 13.  THE ESTABLISHMENT OF A 
SOVEREIGN WEALTH FUND  

13.1 OVERVIEW 

On 2 November 2011 the proposed Organic Law for the establishment of the Papua New 
Guinea Sovereign Wealth Fund (PNG SWF) was published in the National Gazette 
consistent with the Constitutional requirements. The Organic Law is expected to be 
introduced later this year for passage in the first quarter of 2012. The overall objectives of 
the PNG SWF are to: 

• support macroeconomic stabilisation; 

• support the development objectives of the Government including long-term economic 
and social development; and 

• support asset management in relation to financial assets accrued from natural 
resource revenue. 

The key design elements of the PNG SWF include: 

• A single governance framework for the PNG SWF to manage a Stabilisation Fund 
and a Development Fund. 

• The PNG SWF being onshore managed, offshore invested and onshore spent.  

• Fully integrating the PNG SWF with the budget and fiscal framework.  

• Governance, transparency, disclosure, accountability and asset management rules 
based on international best practice and the SWF Generally Accepted Principles and 
Practices.  

• Deposit and withdrawal rules for the PNG SWF to be developed to ensure prudent 
macroeconomic management while directly supporting the Government’s 
development objectives. 

• The basis on which deposit and withdrawals are made from the Development Fund 
will be addressed through an Act of Parliament to compliment the Organic Law. 

• Oversight by an Independent Board which is located within PNG and which is 
established to act in the best interests of the PNG SWF, have a clear mandate, and 
adequate authority and competency to carry out its functions. The Independent 
Board should be supported by a secretariat drawing on the existing skills and 
experience of Bank of Papua New Guinea. 

• Investments should be guided by a set of policies and guidelines that achieve an 
acceptable risk return trade-off and are consistent with the objectives and Investment 
Mandate provided by the Government. 

• Investments should be undertaken by investment manager/s who should invest 
primarily in foreign assets and be restricted from purchasing PNG Government debt 
or investing or lending directly domestically. 

 
Background 

In 2010, the NEC agreed to a joint submission from the Treasury/BPNG Joint Working 
Group and the Department of Public Enterprises on the proposed establishment of 
Sovereign Wealth Fund (SWF) for the future management of revenues expected from the 
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LNG and other mineral and petroleum projects. The initial SWF structure agreed to by the 
then Government consisted of a consolidated pool of offshore funds with three coordinated 
and integrated funds: a stabilisation fund; a future (savings) fund; and an infrastructure fund. 
This was outlined in Chapter 12 of the 2011 Budget Volume 1 document. 

The Secretaries Committee on the SWF was established to oversee the establishment of the 
PNG SWF, with membership comprising the heads of relevant Departments: PM & NEC; 
Treasury; Public Enterprises; National Planning and Monitoring ; Justice and Attorney 
General; and the Governor of the Bank of PNG. The Secretaries Committee is chaired by 
the Secretary of Treasury and co-opts other relevant departments and agencies (such as 
Department of Finance, the Internal Revenue Commission and the Independent Public 
Business Corporation) as necessary. Similarly, the Interdepartmental SWF Working Group 
(ISWFWG) was also established with similar membership to support the Secretaries 
Committee to establish the PNG SWF, and chaired by the Department of Treasury. 

Since February 2011, the Secretaries Committee and the ISWFWG have been developing 
the policy for establishing the structure and institutional framework for the PNG SWF. 
However, with the change in Government in August 2011, the SWF structure also changed, 
although a number of fundamental elements remained.  

The new Government agreed for the Secretaries Committee to continue progressing 
development of the governance arrangements for the PNG SWF to manage future LNG and 
other mineral and petroleum State revenues. In October the NEC agreed on the proposed 
structure and institutional framework for the PNG SWF recommended by the Secretaries 
Committee. 

Authorities in countries already with a SWF like Chile, Timor Leste and Mongolia, shared 
and provided their expertise on this work. In addition, the Secretaries Committee and the 
ISWFWG acknowledge the technical assistance provided by our international partners to 
support the work on establishing the PNG SWF, namely the Australian Government, the 
World Bank, and the IMF. 

13.2 ONSHORE MANAGED, OFFSHORE INVESTED AND ONSHORE SPENT 

Onshore Management 

The PNG SWF should be onshore managed. The fund will be owned by the Government of 
PNG on behalf of its people. An SWF Appointments Committee comprised wholly of PNG 
citizens will determine membership of the Board. It is expected that, at least over the 
long-term, the majority of the Board will be PNG citizens, although this may not be the case 
at inception. Recognising the importance of drawing on existing expertise, it has been 
proposed that the Bank of PNG would provide the Board’s Administrative Secretariat, while 
the Department of Treasury would provide the Policy Secretariat to the Government. The 
details of this are still to be finalised  and will be reflected, where necessary, in further 
legislation. The Office of SWF under the Department of PM & NEC will play a high level 
oversight role on SWF matters. All direct expenditure of the PNG SWF Board and 
Administrative Secretariat will be through the Budget, and therefore decided upon by the 
PNG Parliament. The State will retain full ownership and control over its assets irrespective 
of whether the SWF investments occur onshore or offshore .  

Offshore Investment 

Having the SWF limited to predominantly offshore investments (rather than PNG 
investments) is based on two primary advantages. First, it better protects the PNG economy 
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from the volatility of revenue flows. Secondly, it provides the prospect of higher returns back 
to the people of PNG.  

 
Figure 38: Mineral Revenue (Kina Million)   

 

 
   Source: Department of Treasury 
 

Revenue flows from PNG’s minerals and petroleum sector are very volatile. Figure 38 sets 
out the ups and downs of these revenue flows over the last 12 years with projections to 
2016. The primary aim of the SWF is to manage this revenue volatility. The budget would 
continue to have the first call on mining and petroleum revenues, through the Stabilisation 
Fund. This would be based on a moving average of the past 15 years of revenues. As is the 
case now, this trend mining and petroleum revenues will be used for normal budget 
expenditures in areas such as health, education and infrastructure and other key priorities 
under the PNG Vision 2050, DSP and MTDP. This is the budget ‘expenditure’ component of 
the SWF. This is different from the ‘investment’ SWF component, which is limited to those 
revenues that are above trend or are excess to normal budgetary requirements.  

For example, if PNG had a SWF in the past, then in favourable years such as 2005 to 2008, 
money would be put into the SWF – and while the funds are in the SWF, they should be 
invested in a way that is safe and gets the highest rate of return. These investments would 
be drawn out again through the budget process for expenditure on roads and other 
Government priorities in years such as 2009 when the revenue declines. Funds would be 
put back into the SWF for investment in years such as 2010 to 2012 and then withdrawn 
again for budget expenditures for years such as the estimate for 2014. The Development 
Fund will have a slightly different structure – where the focus is less on stabilisation of 
revenues and more initially on ensuring funding is provided to key areas of infrastructure in a 
more organised and fiscally responsible manner. 

The volatility in Government mining and petroleum revenue can theoretically be managed by 
either an offshore or onshore investment fund. However, the macroeconomic impacts of this 
volatility can only be managed by having the bulk of the funds invested offshore. This is 
because investing a substantial portion of them onshore could mean a surge in PNG 
investments in boom years, and then a very rapid withdrawal of investments from PNG in 
the bust years. This would make the ups and downs for the overall PNG economy much 
worse, hurting PNG families and businesses. The rapid increases and then decreases in 
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liquidity in the economy would also be extremely difficult to manage for the Bank of PNG, 
and it could threaten the stability of PNG’s entire banking and financial system.  

The second reason for offshore investments is that they are likely to earn higher average 
rate of return earnings than PNG investments. Offshore investments also provide a wider 
exposure to a variety of long to short term investment options than an onshore invested 
SWF, allowing greater diversification of the portfolio improving the transformation of the 
mineral assets into financial assets. From PNG’s past experience, interest earned on the 
onshore Mineral Resources Stabilisation Fund (MRSF) was minimal. Over time, it was 
apparent that the MRSF would have earned a lot more if the MRSF was held in foreign 
currency and invested abroad. Moreover, interest earned domestically by the MRSF was not 
sufficient to prevent the MRSF revenues from being depleted with the shutdown of the 
Bougainville copper mine.  

The PNG economy is quite sensitive to movements in the prices of mineral and petroleum 
commodities. Investment offshore in assets, whose prices and returns do not follow prices of 
mineral and petroleum commodities, will allow a moderation of risk and better financial 
returns through a diversified portfolio of investment assets. 

Onshore Spent 

A primary aim of the PNG SWF is to address the risks of the volatility. When the moneys are 
in the PNG SWF, the PNG people deserve the highest possible rate of return on these 
investments within an acceptable risk profile – the PNG SWF would be expected to invest in 
assets that do not put the capital at high risk of loss. This allows the assets of the PNG 
people to grow safely to meet future spending needs. When needed (as set out by the 
withdrawal rules of the PNG SWF organic law) these funds will come back to the PNG 
economy to fund expenditures through the budget in line with development strategies. When 
the funds return to the budget, that is when the Government and the Parliament will apply 
the funds to the highest priorities at the time – for example, to  support initiatives like the 
Government’s tuition fee free education policies. It is important to remember the distinction 
between the PNG SWF investment, and the subsequent expenditure through the PNG 
budget. And of course, the expenditure funded by the budget is onshore.  

The onshore spending aspect of the PNG SWF is further demonstrated through the 
operation of the Development Fund. With a definite funding amount allocated to the 
Development Fund from the Budget, the Government will have the opportunity to call on 
these assets to deliver long -term development benefits, with an initial focus on the 
maintenance of key nation -building infrastructure and a re -capitalisation of the State Owned 
Enterprises (SOEs). 

13.3 THE PNG SWF MODEL, DESIGN AND FRAMEWORK 

The PNG SWF model, design and institutional framework were guided by international best 
practice, the SWF Generally Accepted Principles and Practices (Santiago Principles), and 
PNG’s domestic requirements. 

There will be a single governance framework for the PNG SWF which manages the two 
funds – Stabilisation Fund and Development Fund. This will help reduce costs. Under this 
single governance framework, it is recommended that the two Funds each have their own 
account to reflect the different objectives and operational rules for the two funds. 

The Purpose and Objectives of the PNG SWF 

The overall objectives of the PNG SWF are to : 
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• support macroeconomic stabilisation; 

• support the development objectives of the Government including long-term economic 
and social development; and 

• support asset management in relation to financial assets accrued from natural 
resource revenue. 

Within this, the specific purposes of the two funds to deliver the overall objectives are as 
follows: 

• Stabilisation Fund – to manage the impact of fluctuating mineral and petroleum 
revenues on the PNG Economy and on the Budget; and 

• Development Fund – to provide a definite and ongoing funding source for the 
provision of development in key economic and social priorities in accordance with the 
development plans as determined by the Government, from time to time. 

Within the Development Fund, specific accounts could be created. For example, initially 
there could be a special account established to manage the guaranteed allocations for 
infrastructure maintenance. There would also be a specific account created for recapitalising 
SOEs with this account likely to have a sunset clause reflecting the intended short-term 
nature of the this program. Interest earned on both of these accounts would be available for 
the same purposes as the account itself (i.e. earnings on the funds in the infrastructure 
maintenance account would also be available for infrastructure maintenance) 

International Best Practice: Key Design SWF Elements  

Drawing on international best practices, key design elements of a SWF that are important 
considerations in establishing the PNG SWF include: 

Fully integrating the PNG SWF with the budget and fiscal framework . Drawdown rules will be 
developed that directly support both the Government’s development and external investment 
objectives. Given the importance of ensuring that mining and petroleum corporate taxes 
(including dividends) are accounted for in a transparent and coordinated manner, the net 
revenues will be reported in the Budget, with the allocation of drawdowns from the PNG 
SWF being considered by Government in the annual Budget process.  

Governance, transparency, disclosure , accountability and asset management rules based 
on international best practice. The PNG SWF will be overseen by an Independent Board 
which is established within Papua New Guinea with the requirement to act in the best 
interests of the PNG SWF and the people of Papua New Guinea, have a clear mandate , and 
have adequate authority and competency to carry out its functions. The PNG SWF Board 
will be required to invest the funds primarily in foreign assets and be restricted from 
purchasing PNG Government debt or lending directly domestically. The assets (including 
future income streams) of the PNG SWF will not be pledged as collateral against any 
borrowings by the Government. 

Ensure proper surveillance by Parliament. Regular audits by reputable internationally 
recognised firms and an Independent Probity Auditor, and regular disclosure of the PNG 
SWF assets and liabilities, operating performance, risks, and investments, and any other 
relevant information will be disclosed publicly. 
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Box 2: Projected National Government revenue from the PNG LNG project 
 
This box updates the 2011 Budget Chapter 11 “Update to economic and fiscal impact of 
PNG LNG”. It is included in this section given the relevance of PNG LNG revenues to the 
SWF. The major benefit of the PNG LNG project to the National Government is in the form of 
distributions of mining and petroleum revenue and dividends on equity. These revenue 
streams could be measured in different ways – in nominal or real terms, or as a comparison 
with the broader (non-mineral) economy. How these streams are discussed can drastically 
change perceptions of their significance. 
 

Nominal mineral revenue 

• Projected National Government revenue from the PNG LNG project is projected to be 
around US$22.0 billion over the life of the project. This equates to around K49.5  billion. 

• Non-PNG LNG mineral revenue is projected to be around K43.5 billion over 2015-2037, 
the expected productive life of the PNG LNG project. 

• The thin dotted straight line shows the average of total mineral revenue  in recent history 
(1998-2012). As can be seen, mineral revenue in nominal terms over the life of the PNG 
LNG project will be far higher than it has been in recent history. 

Real mineral revenue 

• After correcting for projected inflation, the estimated National Government revenue  from 
the PNG LNG project presented in real terms falls to around K27.6 billion 
(US$12.3 billion). 

• Taking into account inflation reduces the significance of the future mineral revenue 
stream. 

o And inflation should be considered as it reduces how much a future Kina will buy 
– indeed, K1.00 now is worth the equivalent of K3.30 in 25 years time even with 
inflation at only 5.0 per cent. 

• The thin dotted straight line shows the average mineral revenue over 1998 to 2012 in real 
terms. Average real mineral revenue over the life of the PNG LNG project is greater than 
what has been recently enjoyed by PNG, but not excessively so. 

Mineral revenue compared to the non-mineral economy 

• The projected National Government mineral revenue from the PNG LNG project as a 
proportion of non-mining GDP is projected to commence at around 5.4  per cent in 2015, 
and then peak at around 6.0 per cent in 2025-2027 as deductions for capital expenditure 
expire. The proportion then falls rapidly. 

• The projected future mineral revenue stream loses significance compared to non -mining 
GDP as time passes, rapidly so after 2028. As shown by the thin dotted straight line (the 
average of mineral revenue as a percentage of non-mining GDP over 1998-2012), 
mineral revenues subsequent to the commencement of production at the PNG LNG 
project will be of relatively less importance to the PNG economy than in recent years. 

o This does not affect the importance of having a SWF as its key role is dealing  with 
the volatility in mineral revenue. Volatility has not been built into the smooth 
revenue profiles shown. 
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Technical notes: 

• PNG LNG revenue has been estimated on the assumption that landowners take up 
their full entitlement to purchase additional 4.2 per cent of project equity. 

• Other (i.e. non-PNG LNG) mineral revenue has been estimated on the assumption 
that it is held at a constant share of non-mining GDP projected at 2016. 

o Inflation is projected to be 4.5 per cent. 

Source: Department of Treasury 
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13.4 THE ORGANISATIONAL GOVERNANCE OF THE PNG SWF 

The PNG SWF organisational governance and design will comprise of the legal owner – the 
Independent State of Papua New Guinea, an Independent Board, an administrative 
Secretariat to the Board, a policy Secretariat to the Government, an Office of SWF, the 
Independent Probity Auditor as well as, the engagement of Third Parties.  

Separate to the PNG SWF governance will be a proposed Independent Infrastructure 
Authority which will receive draw downs from the Development Fund. The Government has 
directed the Secretaries Committee to work out the details of the establishment of the 
Independent Infrastructure Authority, including the legislation. 

In terms of funding, the operational costs including investment manager fees will be paid 
from the earnings in the PNG SWF. The Board and the Secretariat costs would be funded 
from the National Budget. 

The SWF Independent Board 

The PNG SWF Board will be located within PNG. The composition of the PNG SWF Board 
will consist of 7 members – a Chair (a PNG citizen from the private sector), 5 other ordinary 
members from the private sector and a single ex-officio (the Secretary of the Treasury). The 
criteria for appointment of the private sector Board members will be specified in the Organic 
Law including that they are a person of integrity, independence of mind and good reputation 
and have substantial experience or expertise and professional credibility and significant 
standing in at least one of the following fields: 

• investing in financial assets; 

• the management of investments in financial assets; and 

• corporate governance. 

The appointment of the PNG SWF Board members, as well as, the removal of Board 
members will be undertaken by a SWF Appointments Committee. The SWF Appointments 
Committee will comprise of the Prime Minister, Opposition Leader, BPNG Governor, the 
Auditor-General, and a representative from the Chamber of Commerce and Industry. Each 
PNG SWF Board member will have an office term of up to 5 years. 

The role of the PNG SWF Board is to manage the investment of assets of the fund on behalf 
of the Independent State of Papua New Guinea. The role of the Board will be clearly defined 
in the legislation. The Board is responsible to the Government in accordance with its roles 
and functions to be defined in the Organic Law. 

The PNG SWF Board will formally report on its operation and performance to the 
Government through the Treasurer, noting that given the oversight of the Office of SWF it 
may be appropriate and desirable to have the Prime Minister involved in the reporting 
process. In terms of the frequency of reporting, the proposed Organic Law will establish that 
the PNG SWF Board provides reports to the Government on an annual and quarterly basis 
and when requested by the Government. Given the importance of openness and 
transparency, it is proposed that all information on activities by the PNG SWF Board, 
including its investments, be freely available through its website. 
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The PNG SWF Secretariats  

In relation to the PNG SWF Secretariats, they will play two specific functions - administrative 
and policy. The main role of Administrative Secretariat is to provide executive, administrative 
and secretariat support to the PNG SWF Board, facilitate the decisions of the PNG SWF 
Board and such other functions as determined by the Board. This Secretariat would sensibly 
be located in Bank of Papua New Guinea drawing on its existing experience and expertise, 
although the details of this are yet to be finalised and will be determined through further 
legislation. 

The role of the Policy Secretariat is to provide advice through the Treasurer to the 
Government on the relationship between the operation of the PNG SWF and broader 
budgetary/policy considerations; how investments related to  broader Government policy 
(e.g. international obligations, social issues); management of revenue from future resource 
projects; management of revenue (above budgetary needs) from other sources that may 
occur from a growing economy; recommendations to the Appointments Committee, and 
accountability requirements to the Parliament. This will be located within the Department of 
Treasury. 

The Office of SWF 

The Office of SWF will be established under the Department of Prime Minister & NEC as per 
the Ministerial Determination No. G211 of 5th August 2011. This office will have a high level 
oversight role with  a focus on a whole of Government approach to provide strategic policy 
direction and oversight that would ensure that broad resource allocation targets under the 
PNG Vision 2050 are achieved; and that specific development initiatives under the pillars are 
realised by the implementing line agencies and provinces under the cascading logical 
framework. 

The Independent Probity Auditor 

As part of the overall governance framework of the PNG SWF it has been proposed that an 
independent entity be established to consider probity issues through undertaking reviews 
and analysis of the operation of the PNG SWF and report to Government, and assist in early 
identification of any inappropriate activities and facilitate timely remedial action.  

This independent probity auditor will be appointed by the PNG SWF Appointments 
Committee. 

The following are considered the appropriate areas for the independent probity auditor: 

• the investments of the Board, including engagement of investment managers; 

• the application of the deposit and withdrawal rules, both in terms of its calculation 
and transference of the appropriate revenue amounts; and 

• the operation of the Development Fund. 

To carry out its function, the independent probity auditor will need open access to all aspects 
of the operation of the PNG SWF and regularly report on each of the elements identified. In 
terms of the auditing and reporting process, there is scope to approach this in different ways, 
for example the independent probity auditor could focus on one of the above elements each 
quarter (such that it is an intensive annual review) or review all elements quarterly making 
each review less comprehensive but more current. The approach to this may depend on the 
approved resource allocation for this function and will be determined later. 
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The PNG SWF Third Parties 

The PNG SWF Board will appoint independent parties to carry out key responsibilities and 
functions. These include Investment Fund Manager(s), Custodians and Independent 
External Auditors and others, when required.  

Since the Office of Auditor General is a mandated Constitutional Office, the Auditor General 
has that audit power vested notwithstanding any other arrangements for auditing. It will be 
captured in the Organic Law just like any other legislation that provides for and makes 
reference to the Auditor General through the application of the relevant Act. 

13.5 INTEGRATION OF THE PNG SWF INTO THE BUDGET AND FISCAL 
FRAMEWORK 

To integrate  the PNG SWF into the Budget and Fiscal Framework, all mineral and petroleum 
revenues, including PNG LNG project dividends will be deposited into the Stabilisation Fund 
while a defined amount will be allocated through the Budget to the Development Fund. The 
Government will also have the option to make additional contributions if it so wishes. 
Earnings from the Funds will be reinvested in the PNG SWF.  

A guaranteed amount will be made available from the Budget on an annual basis to provide 
a funding source to achieve the objectives of the Development Fund. The guaranteed 
amount will be determined by an Act of Parliament. The initial funding allocation would focus 
on the infrastructure maintenance program and SOE re-capitalisation, with separate 
accounts for each. In relation to the allocation for the re-capitalisation program, this would be 
a declining amount over future years from diminishing capital injection requirements (with 
complete funding for SOE re -capitalisation to cease within 10 years). By providing flexibility 
on the usage of the Development Fund into the future consideration could be given to 
utilising the fund for other economic and social development purposes. 

All funds drawn down from the PNG SWF will flow into the National Budget. The withdrawal 
rules have been designed to be consistent with the Government’s Medium Term Fiscal 
Strategy. 

The primary withdrawal rule for the Stabilisation Fund is as follows. In any year, if funds are 
available in the SWF, the withdrawal to the budget will be determined by the 15 year long-
term moving average of mining  and petroleum revenues as a share of non-mineral revenue. 
These funds will be made available to the annual PNG budget process and allocated in 
accordance with the priorities of the Government and Parliament. Such a withdrawal rule will 
ensure that the first call on mining and petroleum revenue is the budget while also dealing 
with the volatility in mineral revenue. 

For the Development Fund, assets will be made available to deliver on the objectives of the 
Development Fund in accordance with the withdrawal approval process. The details and 
operation of the withdrawal process will be determined by an Act of Parliament, but will be 
based on notification from a Minister or an authorised officer that a particular infrastructure 
activity or the capitalisation of a particular SOE requires funding. The Acts of Parliament 
would state the required minimum level of annual funding for particular purposes. For the 
proposed Infrastructure Account and the SOE Capitalisation Account, the level of 
guaranteed minimum funding could be equivalent to the estimated flow of PNG LNG project 
dividends (about K560.0 million per annum in nominal terms).  

Decisions on the infrastructure projects, the annual expenditure envelope, and the level of 
re-capitalisation would be undertaken by NEC and referenced in the Budget. This would 
enable NEC to consider and recognise the economic impact of this activity and then allow 
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for it to better manage the economy, but it would not in fluence the funding stream available 
as it would not be subject to the usual revenue constraint of the Budget. For example, in 
some years there may be a decision to deposit K1,000.0 million  into the Infrastructure 
Account, even if K280.0 million is the minimum guarantee, while the SOE Capitalisation 
Account may receive a K280.0 million guaranteed deposit but with no expenditure planned 
for that year so the funds would be held in the Account for future years’ expenditure. 

The Independent Infrastructure Autho rity would have control over the project and contract 
management for all the maintenance work, and would be responsible for delivering on those 
projects, and it would have discretion over the timing of payments to project proponents. 
Similarly, IPBC would have responsibility of managing the re-capitalisation program and 
would generally manage the funding of this. However, there would be a “check and balance” 
on the process of funding being released from the Development Fund for both accounts.  

By establishing a process to manage how assets are provided (and enter the economy), this 
improves the overall governance by increasing the transparency and accountability and 
reducing the risk of inappropriate action. The strong governance framework of the SWF 
would also provide a better mechanism for managing these funds than the current trust fund 
arrangements which have been subject to abuse, a lack of transparency and low returns as 
the funds are held. 

13.6 PNG SWF LEGISLATION 

The PNG SWF will be established under an Organic Law. This recommendation aims to 
prevent the PNG SWF drawdown rules from being changed regularly to limit exposure of the 
PNG SWF to misuse and corruption. But this does not necessarily mean that all elements of 
the PNG SWF design and operation would be locked in under the Organic Law, there will be 
some flexibility given the expected longevity of the PNG SWF. Basically, the Organic Law 
will incorporate only the essential high level policy issues. Other aspects of the policy issues 
will be established through Acts of Parliament. 

The Organic Law will provide that the legal owner of the PNG SWF is the Independent State 
of Papua New Guinea for the benefit of the people of Papua New Guinea. The Organic Law 
will also provide that the PNG SWF has two funds with the specified purposes, and their 
operational rules and the governance arrangements. 
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Passage of the Constitutional Amendment and the Organic Law will require two-thirds 
absolute majority in Parliament. It will require one month for the law to be gazetted prior to 
introduction, a first vote by Parliament requiring a two-thirds absolute majority, and then a 
second vote at least two months later a lso requires a two-thirds absolute majority. 

SWF Public Awareness 

The PNG SWF is a new concept to the people of Papua New Guinea and therefore 
undertaking public awareness is important to educate our people on this issue of national 
importance. It is also crucial, to get the public’s views on the proposed PNG SWF 
arrangement.  

One of the priorities of the Secretaries Committee and ISWFWG is to conduct regional 
forums outside of Port Moresby to reach to the wider community in the four regions of the 
country. This is to ensure Papua New Guineans are kept informed of work being 
undertaken. The forums are scheduled in November and December 2011 in Kokopo, Alotau, 
Lae, and Mt Hagen. Where possible, relevant portfolio Ministers will attend these forums. 

Other planned public awareness activities will include Ministers and bureaucrats having 
ongoing roles in public awareness, live talkback on radio and Kundu TV and press release 
or media statements in the  daily newspapers. 
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APPENDIX 1: REVENUE TABLES 

Table 1.1: Summary of Infrastructure Tax Credit Scheme (Kina Million) 

Table 1.2: Incentives Under the Income Tax Act Resulting in Permanent Loss of Revenue 
(Kina) 

Table 1.3: Incentives Under the Income Tax Act Involving Deferral of Income Tax (Kina) 

Table 1.4: Exemptions Under the Stamp Duties Act (Kina) 
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2005 2006 2007 2008 2009 2010 Grand Total
Section Description Number Amount Number Amount Number Amount Number Amount Number Amount Number Amount Amount

25 Institutions and 4 348,014       2 148,414       1 4600 1 66076 567,104       

Hospitals

25A Charitable Institutions 6 8,164,869    2 3,901,519    2 65028 12,131,416  

27 Non-Profit Bodies 1 23,911         3 896,816       2 3,101,292  1 378576 4,400,595    

35(1) Exempt interest 17 1,403,878    7 502,516       2 27,534       1,933,928    

35A Fishing Operations -               

45B Export Sales 4 14,896,443  5 21,796,614  2 1750431 1 10552 38,454,040  

Exemptions

45I Rural Development 4 3,592,213    4 2,144,577    1 161,206     1 618105 6,516,101    

45N Bougainville Incentive -               

46AA Rabaul Incentive -               

69A Gifts to Sporting 1 158,397       2 3,700           3 11980 1 1182 175,259       

Bodies

69C Gifts to Law, Order 1 261              1 17600 17,861         

and Justice

69E Gifts to Charities 4 9,646           1 450              1 1,450         1 15965 1 20000 47,511         

69I Gifts to National 2 23,603         1 60,000       83,603         

Day Celebrations

69J Gifts to PNGSC 2000 -               

Olympics

70A Deduction for 22 404,107       26 426,101       3 5,759         1 6600 842,567       

Education Expenses

72A Double Deduction - 32 3,775,209    25 2,174,526    7 581,559     11 884918 6 1717893 3 1440382 10,574,487  

Training

72C Double Deduction - 4 119,357       6 144,895       2 1,101,546  1 83744 1 21831 1,471,373    

Export Market Development

95 Research and -               

Development - 150%

97A Primary Production 2 2,848,016    1 4,149,637    1 124207 7,121,860    

Development Expenditure

97B Agriculture Extension -               

Services - 150%

CH 119 Pioneer Industries -               

102     35,744,321  86       36,313,368  19 5,040,346  22 3,837,845  11 1,900,830 7 1,500,995  84,337,705  

Source: Internal Revenue Commission
Note: Number means the number of taxpayers claiming the concessions
          A dash (-) means one of the following: (1) no exemptions were granted, (2) no returns were lodged, (3) returns not yet assessed.

Table 1.2: Incentives Under the Income Tax Act Resulting in Permanent Loss of Revenue (Kina)
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2004 2005 2006 2007 2008 2009 2010 Grand Total
SectionDescription Number Amount Number Amount Number Amount Number Amount Number Amount Number Amount Number Amount Amount

68A Solar Heating -             -               1 5,796         -             -               -      1 11,712,956  5,796           

73(3) Depreciation 20% 2 19,978 2 3,071,724 6 340,776     1 33,930       -               -      1 3,345,605    3,466,408    

loading

73(6) Depreciation non-oil -             -               -             -             1 12,365,347  -      -               12,365,347  

fired plant

73(7) Depreciation - industrial 4 4,773,645  7 5,997,844 5 4,331,053  1 -             1 1,895,772    -      -               16,998,314  

plant

73(9) Depreciation - Primary 2 1,192,744  3 2,128,907 1 218,446     2 5,384,171  -               -      1 925,564       8,924,268    

Production

8 5,986,367  12 11,198,475  13 4,896,071  4 5418101 2 14,261,119  -      3 15,984,125  57,744,258  

Source: Internal Revenue Commission
Note: Number means the number of taxpayers claiming the concessions
         A dash (-) means one of the following: (1) no exemptions were granted, (2) no returns were lodged, (3) returns not yet assessed.

Table 1.3: Incentives Under the Income Tax Act Involving Deferral of Income Tax (Kina)
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Table 1.4: Exemptions under Stamp Duties Act

Descriptions of 2010 2011
Schedule 1 Exemptions Number Amount Number Amount

Item 5 First Time Home 635 1,389,746.06 254 818,185.26

Buyers Exemption
Item 5 Charities 5 110,030.00 3 1,222,510.00
Item 8 Wills 4 107,530.00 10 188,135

Item 16A Transfers of Marketable _ _ _ _
Securities

Section 6 Purchase of Property by 6 283,580.00 4 338,450.00
State & Instrumentalities
of state

650 1,783,356.06 271 2,567,280.26

Source: Internal Revenue Commission
Note: 2010 Figures are from January to December

2011 Figures are from January to September

A dash ( - ) means one of the following: (1) no exemptions were granted, (2) no 
returns were lodged, (3) returns not yet assessed.
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APPENDIX 3: ECONOMIC AND FISCAL DATA 
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Table 3.3 Prices of Main Export Commodities 

Table 3.4 Volume of Main Export Commodities 
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TABLE 1: GROSS DOMESTIC PRODUCT BY ECONOMIC ACTIVITY AT CURRENT AND CONSTANT PRICES (Kina Million)
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Actual Actual Actual Actual Est Proj Proj Proj Proj Proj

Agriculture, Forestry and Fishing
nominal 5901.7 6916.7 7207.9 8106.9 9102.3 9849.4 10714.9 11526.3 12333.1 13239.5
deflator 170.7 191.7 198.4 217.0 233.1 241.7 255.1 261.7 266.3 274.9
real 3458.3 3608.2 3632.4 3736.2 3904.1 4074.7 4200.7 4404.3 4630.8 4816.0
rate of real growth 4.2 4.3 0.7 2.9 4.5 4.4 3.1 4.8 5.1 4.0

Oil and Gas Extraction
nominal 2422.7 2758.8 1676.9 1979.0 1449.7 1173.3 997.2 2641.6 10934.4 10941.0
deflator 767.2 952.3 618.1 782.2 778.1 698.8 715.9 417.0 349.4 344.5
real 315.8 289.7 271.3 253.0 186.3 167.9 139.3 633.4 3129.3 3175.6
rate of real growth -5.1 -8.3 -6.3 -6.7 -26.4 -9.9 -17.0 354.8 394.0 1.5

Mining and Quarrying
nominal 3022.0 3136.1 3038.0 3937.8 3952.6 4955.7 4389.7 4168.8 2987.6 3055.2
deflator 423.4 432.5 418.3 543.2 584.3 609.4 485.5 448.6 392.0 375.6
real 713.8 725.2 726.2 725.0 676.5 813.2 904.1 929.3 762.1 813.4
rate of real growth 2.3 1.6 0.1 -0.2 -6.7 20.2 11.2 2.8 -18.0 6.7

Manufacturing
nominal 1064.2 1247.6 1328.8 1613.3 1980.8 2238.4 2508.5 2686.1 3045.3 3452.4
deflator 148.4 164.2 174.5 185.8 201.9 217.3 233.0 244.7 256.8 269.6
real 717.0 760.0 761.5 868.1 981.0 1030.0 1076.4 1097.9 1185.8 1280.6
rate of real growth 6.0 6.0 0.2 14.0 13.0 5.0 4.5 2.0 8.0 8.0

Electricity, gas and water
nominal 361.8 404.1 461.7 538.0 640.1 771.5 868.7 939.4 1153.7 1417.0
deflator 257.3 269.1 286.0 304.6 331.0 356.2 382.0 401.0 421.0 441.9
real 140.6 150.2 161.4 176.6 193.4 216.6 227.4 234.2 274.1 320.7
rate of real growth 4.0 6.8 7.5 9.4 9.5 12.0 5.0 3.0 17.0 17.0

Construction
nominal 1750.3 2226.2 2912.3 3632.0 4814.3 5647.8 6238.4 6614.7 7332.3 8127.9
deflator 146.8 162.3 177.3 188.8 205.1 220.8 236.8 248.6 260.9 273.9
real 1192.4 1371.2 1642.7 1923.6 2346.8 2558.0 2634.8 2661.1 2810.1 2967.5
rate of real growth 16.0 15.0 19.8 17.1 22.0 9.0 3.0 1.0 5.6 5.6

Wholesale and retail trade
nominal 1177.3 1393.3 1621.8 1944.8 2493.4 3193.4 3578.7 3869.7 4387.0 4973.5
deflator 171.5 189.7 201.6 214.7 233.3 251.1 269.3 282.7 296.7 311.5
real 686.5 734.6 804.3 905.7 1068.7 1271.8 1329.0 1368.9 1478.4 1596.7
rate of real growth 10.0 7.0 9.5 12.6 18.0 19.0 4.5 3.0 8.0 8.0

Transport, storage and communication
nominal 364.2 440.3 603.7 772.2 973.2 1141.7 1273.4 1376.9 1561.0 1769.7
deflator 110.7 95.7 101.7 108.4 117.7 126.7 135.9 142.6 149.7 157.2
real 328.9 460.0 593.4 712.7 826.7 901.1 937.1 965.3 1042.5 1125.9
rate of real growth 41.3 39.8 29.0 20.1 16.0 9.0 4.0 3.0 8.0 8.0

Finance, real estate and business services
nominal 638.6 760.0 933.1 1084.2 1314.6 1542.2 1777.9 1922.4 2229.9 2586.5
deflator 166.3 186.7 198.5 211.4 229.7 247.2 265.1 278.3 292.1 306.6
real 384.0 407.0 470.1 512.9 572.4 623.9 670.7 690.8 763.4 843.5
rate of real growth 5.0 6.0 15.5 9.1 11.6 9.0 7.5 3.0 10.5 10.5

Community, social and personal services
nominal 1635.0 1818.8 2010.1 2211.4 2522.8 2837.4 3149.3 3405.4 3717.7 4058.6
deflator 135.4 146.3 157.0 167.2 181.6 195.5 209.6 220.1 231.0 242.5
real 1207.1 1243.3 1280.6 1322.9 1389.0 1451.6 1502.4 1547.4 1609.3 1673.7
rate of real growth 4.0 3.0 3.0 3.3 5.0 4.5 3.5 3.0 4.0 4.0

TOTAL GDP*
nominal 18802.2 21601.3 22331.0 26395.3 29841.5 33990.5 36136.4 39791.0 50321.8 54261.0
rate of nominal growth 11.3 14.9 3.4 18.2 13.1 13.9 6.3 10.1 26.5 7.8
deflator 198.9 214.3 208.7 229.4 238.2 251.6 257.7 266.4 278.2 285.3
real 9453.9 10079.1 10697.6 11507.3 12530.4 13512.2 14025.4 14936.1 18089.2 19017.0
rate of real growth 7.2 6.6 6.1 7.6 8.9 7.8 3.8 6.5 21.1 5.1

Total non-mining GDP
nominal 13357.5 15706.4 17616.1 20478.4 24439.2 27861.6 30749.5 32980.6 36399.8 40264.8
rate of nominal growth 13.2 17.6 12.2 16.2 19.3 14.0 10.4 7.3 10.4 10.6
deflator 158.6 173.3 181.6 194.5 209.5 222.3 236.9 246.6 256.4 267.9
real 8424.3 9064.2 9700.1 10529.3 11667.6 12531.1 12982.0 13373.4 14197.8 15028.0
rate of real growth 8.1 7.6 7.0 8.5 10.8 7.4 3.6 3.0 6.2 5.8

*Sum of industries less imputed bank service charge, plus import duties, less subsidies.
Source :  Actual data for 2007 to 2010: National Statistical Office.  Estimates and projections: Dept. of Treasury
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TABLE 2: CONTRIBUTIONS TO GROWTH IN REAL GROSS DOMESTIC PRODUCT
(Percentage points)

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Actual Actual Actual Actual Est Proj Proj Proj Proj Proj

Agriculture, Forestry and Fishing 1.6 1.6 0.2 1.0 1.5 1.4 0.9 1.5 1.5 1.0
Oil and Gas Extraction -0.2 -0.3 -0.2 -0.2 -0.6 -0.1 -0.2 3.5 16.7 0.3
Mining and Quarrying 0.2 0.1 0.0 0.0 -0.4 1.1 0.7 0.2 -1.1 0.3
Manufacturing 0.5 0.5 0.0 1.0 1.0 0.4 0.3 0.2 0.6 0.5
Electricity, gas and water 0.1 0.1 0.1 0.1 0.1 0.2 0.1 0.0 0.3 0.3
Construction 1.9 1.9 2.7 2.6 3.7 1.7 0.6 0.2 1.0 0.9
Wholesale and retail trade 0.7 0.5 0.7 0.9 1.4 1.6 0.4 0.3 0.7 0.7
Transport, storage and communication 1.1 1.4 1.3 1.1 1.0 0.6 0.3 0.2 0.5 0.5
Finance, real estate and business services 0.2 0.2 0.6 0.4 0.5 0.4 0.3 0.1 0.5 0.4
Community, social and personal services 0.5 0.4 0.4 0.4 0.6 0.5 0.4 0.3 0.4 0.4

TOTAL GDP* 7.2 6.6 6.1 7.6 8.9 7.8 3.8 6.5 21.1 5.1
Total Non-mining GDP 8.1 7.6 7.0 8.5 10.8 7.4 3.6 3.0 6.2 5.8

*Sum of industries less imputed bank service charge, plus import duties, less subsidies.
Source:  Actual data for 2007 to 2010: National Statistical Office.  Estimates and projections: Dept. of Treasury
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TABLE 3: PRICES OF MAIN EXPORT COMMODITIES
(Kina per tonne fob, unless otherwise specified)

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Actual Actual Actual Actual Est Proj Proj Proj Proj Proj

AGRICULTURE
Copra 875 1372 823 872 762 769 807 817 817 817
Cocoa 5573 6480 6977 7464 6440 5962 6048 5674 5290 5103
Coffee 7493 7772 7407 10059 12126 10520 10477 8981 6415 5559
Palm Oil 1826 2306 1667 2202 2432 2087 2074 1968 1824 1661
Rubber 5552 6632 4718 8874 11441 10774 9956 9735 8850 7965
Tea 3134 3062 3259 3253 3161 2911 2461 2334 2206 2122
Copra Oil 2368 3272 1958 2075 1813 1829 1921 1944 1944 1944
Logs (K/m³) 203 185 186 179 205 183 175 170 167 167

MINERALS 
Gold (US$/oz) 697 872 973 1225 1566 1884 1489 1438 1348 1257
Copper (US$/ton) 7132 6963 5100 7538 8800 8819 7992 7342 7104 6765
Oil (Kutubu Crude: US$/barrel) 71 97 62 79 90 85 88 92 95 96

Source: Actuals from BPNG. Projections from Consensus forecast and Dept. of Treasury.
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TABLE 4: VOLUME OF MAIN EXPORT COMMODITIES
('000 tonnes, unless otherwise specified)

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Actual Actual Actual Actual Est Proj Proj Proj Proj Proj

AGRICULTURE
Copra 12.6 32.6 15.2 18.6 44.2 25.7 25.6 28.5 31.0 27.7
Cocoa 47.8 53.3 48.2 41.3 42.5 44.2 48.7 58.4 81.8 106.3
Coffee 54.6 67.0 62.2 55.9 67.1 64.6 73.8 86.5 101.0 93.7
Palm Oil 368.3 446.0 428.4 485.6 569.9 618.3 600.3 611.3 606.1 622.4
Rubber 4.1 4.9 5.4 4.6 4.8 5.0 5.2 5.4 5.8 6.1
Tea 6.4 6.1 5.6 4.6 3.9 4.2 4.4 4.5 4.6 4.6
Copra Oil 51.3 62.0 44.8 46.0 53.8 50.8 46.8 49.4 50.2 49.3
Logs 2816.0 2512.0 2067.0 2999.0 2079.1 2079.1 2079.1 2079.1 2079.1 2079.1

MINERAL
Gold (tonnes) 57.5 63.3 64.0 61.5 62.8 68.7 73.3 77.3 65.7 69.4
Copper (tonnes) 199.4 185.7 153.7 154.7 141.1 140.7 138.5 96.8 0.0 0.0
Oil (million barrels) 13.8 12.2 10.1 10.4 7.2 6.3 4.8 3.6 2.3 2.3

Source: Actuals from BPNG. Projections from Dept. of Treasury.
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TABLE 5: VALUE OF MAIN EXPORT COMMODITIES
(Kina Million)

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Actual Actual Actual Actual Est Proj Proj Proj Proj Proj

AGRICULTURE, FORESTRY, FISHERIES
Copra 10.3 45.1 12.4 21.9 33.7 19.8 20.7 23.3 25.3 22.7
Copra Oil 121.9 202.7 87.9 130.2 97.5 92.9 90.0 95.9 97.6 95.8
Cocoa 276.5 345.6 337.3 347.6 274.0 263.8 294.3 331.4 432.5 542.3
Coffee 408.4 520.2 460.3 521.0 813.8 679.2 773.1 777.1 647.6 521.2
Palm Oil 672.2 1011.9 714.3 1024.7 1385.9 1290.2 1244.7 1202.9 1105.5 1033.8
Rubber 22.9 32.6 26.0 32.4 54.7 53.6 51.5 52.9 51.0 48.6
Tea 20.0 18.9 18.4 18.4 12.4 12.3 10.8 10.5 10.0 9.8
Other Agriculture (a) 259.7 281.3 190.6 248.1 640.1 637.2 650.0 667.1 552.1 550.8
Forest Products 631.2 537.9 409.9 743.7 517.7 463.2 437.5 419.2 408.1 403.8
Marine Products 221.6 293.2 207.3 91.7 152.2 170.3 188.2 203.5 220.0 237.8
Total Agricultural, Forestry, Fishing Exports 2644.7 3289.4 2464.4 3179.7 3981.9 3682.5 3760.9 3783.8 3549.7 3466.6

MINERAL
Gold 3674.4 4669.3 5366.7 6380.3 7123.0 8879.8 7481.4 7624.3 6071.8 5978.2
Copper 4172.7 3616.7 2025.9 3089.3 2864.1 2709.2 2416.3 1550.7 0.0 0.0
Silver 55.2 44.0 45.9 49.5 32.9 28.0 22.7 17.2 1.8 1.8
Oil 2983.6 3506.1 1610.4 2224.8 1627.8 1272.8 1001.4 788.1 518.5 525.7
Refined Petroleum Products 503.5 510.7 378.5 617.0 313.3 287.0 299.9 793.2 2263.6 2273.7
Other 55.2 44.0 45.9 49.5 32.9 252.8 472.3 2086.0 9751.6 9751.5
Total Mineral Exports 11389.4 12346.8 9427.4 12360.9 11961.1 13401.6 11671.3 12842.3 18605.5 18529.1

TOTAL EXPORT VALUE 14034.1 15636.2 11891.8 15540.6 15943.1 17084.1 15432.2 16626.1 22155.1 21995.7

Source: Actuals from BPNG. Projections from Dept. of Treasury.
(a) Includes Oil Palm by-products, canned tuna and vanilla.
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TABLE 6: SUMMARY OF THE BALANCE OF PAYMENTS
(Kina Million)

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Actual Actual Actual Actual Est Proj Proj Proj Proj Proj

CURRENT ACCOUNT BALANCE 550.2 2144.0 -1611.0 -1745.0 -11105.5 -11434.8 -11268.6 -9722.8 -7490.5 -9705.5

Balance of Trade in Goods and Services 1942.4 3448.0 -367.0 -651.0 -6278.2 -6643.1 -7411.4 -6147.5 193.2 -1178.7

Goods Balance 6282.3 7195.6 4192.0 6002.0 1772.9 2800.5 1478.7 2585.7 7834.0 6873.5
Credit (Exports) 14079.0 15675.0 12101.0 15599.0 15943.1 17084.1 15432.2 16626.1 22155.1 21995.7
 Debit (Imports) -7796.7 -8479.4 -7909.0 -9597.0 -14170.2 -14283.6 -13953.5 -14040.3 -14321.1 -15122.2

Services Balance -4339.9 -3747.6 -4559.0 -6653.0 -8051.0 -9443.6 -8890.1 -8733.3 -7640.9 -8052.2
Services Credit 1069.4 980.0 511.0 844.0 992.6 1140.4 1237.5 1316.7 1421.5 1567.6
Services Debit -5409.3 -4727.6 -5070.0 -7497.0 -9043.6 -10584.0 -10127.6 -10050.0 -9062.4 -9619.8

Income Balance -2133.9 -1740.0 -1721.0 -1610.0 -5181.7 -5045.1 -4090.1 -3756.2 -7770.6 -8524.5
Income Credit 309.4 230.0 128.0 114.0 72.2 74.8 77.4 85.9 124.7 127.0
Income Debit -2443.3 -1970.0 -1849.0 -1724.0 -5254.0 -5119.9 -4167.4 -3842.1 -7895.3 -8651.5

Transfers Balance 741.7 436.0 477.0 516.0 354.4 253.4 232.9 181.0 86.9 -2.2
Transfers Credit 1218.8 1060.0 1046.0 1192.0 1160.6 1172.5 1247.2 1268.9 1287.6 1326.0
Transfers Debit -477.1 -624.0 -569.0 -676.0 -806.2 -919.0 -1014.3 -1087.9 -1200.7 -1328.2

CAPITAL AND FINANCIAL ACCOUNT (a) 1001.0 -2796.0 1611.0 1745.0 11105.5 11434.8 11268.6 9722.8 7490.5 9705.5

NET ERRORS AND OMISSIONS -1551.2 652.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Current account balance as percentage 2.9 9.9 -7.2 -6.6 -37.2 -33.6 -31.2 -24.4 -14.9 -17.9
of Gross Domestic Product (GDP)

Source: Actuals from BPNG. Projections from Dept. of Treasury.
(a) Capital and Financial Account includes changes in reserves.
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TABLE 7: EMPLOYMENT CLASSIFIED BY INDUSTRY
(March 2002 = 100)

2007 2008 2009 2010 2011
Annual Annual Annual Annual Jun Qtr

Retail 115.1 123.6 125.7 129.5 130.9
Wholesale 158.0 160.8 167.2 172.6 192.1
Manufacturing 142.4 156.6 166.1 163.8 177.3
Building and Construction 135.4 163.2 173.7 187.5 165.3
Transportation 115.2 125.2 126.8 122.1 159.6
Agriculture, Forestry, Fisheries 139.1 147.3 153.4 156.5 173.4
Financial and Business 114.4 122.7 132.9 132.6 137.1

TOTAL NON-MINERAL 131.1 141.9 148.6 149.7 160.4

MINERAL 128.5 137.8 141.8 150.1 162.0

Source: BPNG.
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TABLE 8: CENTRAL GOVERNMENT REVENUE AND GRANTS
(Kina Million)

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Actual Actual Actual Actual Est Proj Proj Proj Proj Proj

TAX REVENUE 5854.0 5756.1 4974.5 6434.7 7896.8 8519.7 8702.5 9289.5 9901.0 11061.3
 

TAX ON INCOME AND PROFITS 4491.3 4352.6 3519.7 4668.1 6073.5 6543.0 6346.8 6698.1 6913.7 7799.8
Personal Income Tax 1006.9 1108.8 1241.8 1494.0 2194.5 2417.4 2674.1 2916.4 3150.2 3385.7
Company tax 723.7 888.1 1121.4 1192.1 1411.3 1692.1 1755.9 1883.3 2078.5 2299.2
DWT 199.3 189.9 244.4 278.8 267.1 282.1 292.1 293.5 285.7 316.0
Mining and Petroleum Taxes 2333.9 1961.8 693.1 1476.3 1950.8 1872.1 1321.6 1281.5 1051.2 1424.2
Interest withholding tax 19.3 22.7 32.0 42.3 44.7 45.5 45.5 45.5 45.5 45.5
Other Direct 111.2 99.0 83.1 91.7 98.0 111.7 123.3 132.2 146.0 161.5
Gaming Tax 97.0 82.3 103.9 92.9 107.1 122.1 134.3 145.8 156.7 167.7

DOM. TAXES ON GOODS AND SERVICES 958.5 992.7 1063.2 1193.1 1151.2 1256.4 1621.6 1819.3 2153.7 2353.6
Excise 342.0 365.5 354.7 399.2 526.2 704.3 728.3 781.1 862.1 953.7
GST 557.5 610.9 703.0 778.1 619.0 545.3 885.8 1030.1 1282.8 1390.1
Mining Levy 56.6 11.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Indirect 2.4 4.9 5.5 15.8 6.0 6.8 7.5 8.0 8.9 9.8

TAXES ON INTERNATIONAL TRADE 404.2 410.8 391.6 573.5 672.2 720.3 734.1 772.0 833.6 907.9
Import Duty 135.9 158.0 143.7 188.6 218.5 223.3 241.7 259.3 285.2 315.5
Export Duty 155.2 126.8 108.7 173.6 219.5 215.6 197.6 196.6 199.5 206.5
Excise Duty on Imports 113.1 126.0 139.2 211.3 234.3 281.4 294.8 316.1 348.9 386.0

NON TAX REVENUE 411.0 282.6 765.8 435.1 357.2 520.1 252.7 288.3 929.8 822.3

PROPERTY INCOME 290.7 188.0 138.0 339.2 241.2 258.0 110.1 136.5 768.1 660.6
Dividends 65.0 25.5 0.0 40.3 49.0 70.0 0.0 0.0 0.0 0.0
Mining and Petroleum Dividends 225.7 162.5 138.0 298.9 192.2 188.0 110.1 136.5 768.1 660.6

INTEREST AND FEES FROM LENDING 0.5 1.2 6.9 1.3 4.0 4.0 4.0 4.0 4.0 4.0

OTHER NON TAX REVENUE 119.8 93.4 99.9 94.6 102.0 130.1 138.6 147.8 157.8 157.8

INJECTIONS FROM TRUST ACCOUNTS 521.0 10.0 128.0 36 36 36 0.0

ASSET SALES 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL REVENUE 6265.0 6038.7 5740.3 6869.8 8254.1 9039.8 8955.2 9577.7 10830.9 11883.7
% of GDP 33.3% 28.0% 25.7% 26.0% 27.7% 26.6% 24.8% 24.1% 21.5% 23.6%

INFRASTRUCTURE TAX CREDITS 20.6 32.6 33.5 18.0 60.0 130.0 130.0 130.0 130.0 130.0

GRANTS 721.0 1002.0 877.5 1391.1 1526.1 1390.5 1276.5 1248.0 1213.9 1188.0
Budgetary Support 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Project Support Grants 721.0 1002.0 877.5 1391.1 1526.1 1390.5 1276.5 1248.0 1213.9 1188.0

TOTAL REVENUE AND GRANTS 7006.6 7073.3 6651.3 8278.9 9840.2 10560.3 10361.7 10955.7 12174.7 13201.7
% of GDP 37.3% 32.7% 29.8% 31.4% 33.0% 31.1% 28.7% 27.5% 24.2% 26.2%

PRINCIPAL RECEIPTS FROM LENDING 4.1 4.9 4.5 1.2 4.0 4.0 4.0 4.0 4.0 4.0

GROSS BORROWING 4798.4 2768.7 2315.0 2013.3 2533.7 2360.3 1606.2 1369.6 1165.2 1586.1

ASSET SALES 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL RECEIPTS 11809.1 9846.9 8970.8 10293.4 12377.9 12924.6 11971.8 12329.3 13343.9 14791.8
% of GDP 62.8% 45.6% 40.2% 39.0% 41.5% 38.0% 33.1% 31.0% 26.5% 29.4%

Source: Department of  Treasury.
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TABLE 9: CENTRAL GOVERNMENT EXPENDITURE 

(Kina Million)
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Actual Actual Actual Actual Est Proj Proj Proj Proj Proj

RECURRENT BUDGET

NATIONAL DEPARTMENTS 2098.4 2276.1 2403.4 2474.3 3488.1 3998.3 3832.3 4429.8 5694.5 6651.6
Personal Emoluments (a) 834.7 919.6 986.7 1070.2 1704.6 1463.4 1529.2 1598.1 1670.0 1745.1
Goods and Services 1263.7 1356.5 1416.7 1404.1 1783.5 2534.9 2303.0 2831.8 4024.6 4906.5

General Goods and Services 1050.8 1133.6 1213.4 1161.9 1458.8 2146.1 1896.8 2407.2 3581.0 4442.9
Education Subsidies 148.9 142.9 142.7 144.2 172.0 302.0 315.6 329.8 344.6 360.1
Pre-March 2003 Arrears Payments 1.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Structural Adjustment Payments 6.8 8.800 9.00 28.00 36.90 26.75 27.95 29.21 30.53 31.90
Court Orders 56.0 71.2 51.6 70.0 115.8 60.0 62.7 65.5 68.5 71.6

PROVINCIAL DEPARTMENTS 745.0 802.7 985.6 982.9 1043.1 1225.9 1281.1 1338.8 1399.0 1462.0
Personal Emoluments 621.6 668.4 791.4 781.6 789.5 914.3 955.5 998.5 1043.4 1090.4

Staffing Grants 183.6 204.8 247.4 255.1 261.7 307.9 321.7 336.2 351.3 367.1
Teachers' Salaries 438.0 463.6 544.0 526.5 527.8 606.5 633.8 662.3 692.1 723.2

Goods and Other Services 123.4 134.3 194.2 201.3 253.6 311.6 325.6 340.3 355.6 371.6
Administration Grants 16.1 21.2 38.2 23.9 26.3 33.9 35.4 37.0 38.7 40.4
Health Function Grant 13.4 14.5 28.4 39.2 51.9 64.4 67.3 70.3 73.5 76.8
Education Function Grant 21.6 21.7 31.6 40.2 46.6 59.5 62.2 65.0 67.9 71.0
Primary production Function Grant 14.3 14.0 14.1 14.1 16.9 20.6 21.5 22.5 23.5 24.6
Transport/Infrast/Maint Grant 15.4 16.7 34.1 44.0 61.7 79.4 83.0 86.7 90.6 94.7
Local & Village Services 37.4 40.9 33.7 34.2 44.3 37.0 38.7 40.4 42.2 44.1
Town and Urban Services Grant 3.0 3.0 11.9 3.5 3.5 13.2 13.8 14.4 15.1 15.7
Village Court Grant 2.2 2.2 2.2 2.2 2.3 3.6 3.8 3.9 4.1 4.3

AUTONOMOUS BOUGAINVILLE GOVERNMENT 50.0 52.3 60.6 63.2 61.2 78.4 81.9 85.6 89.5 93.5
Personal Emoluments 23.1 33.0 40.3 41.7 39.6 56.1 58.7 61.3 64.1 67.0

Staffing Grants 6.1 7.4 9.2 11.3 11.0 17.8 18.6 19.4 20.3 21.2
Teachers salaries 17.0 25.6 31.1 30.4 28.7 38.4 40.1 41.9 43.8 45.8

Good & Services 26.9 19.3 20.3 21.5 21.6 22.3 23.3 24.3 25.4 26.5
Police Goods & Services grants 2.1 2.2 2.3 2.4 2.6 2.8 2.9 3.1 3.2 3.3
Recurrent Goods & Services 24.6 16.8 17.7 18.8 18.7 19.1 20.0 20.9 21.9 22.8
National Function and Powers Grants 0.2 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.4

TRANSFERS TO STAT. INS. 238.6 256.7 270.5 288.1 319.2 360.7 376.9 393.9 411.6 430.1

INTEREST PAYMENTS AND FEES 370.1 381.1 449.2 353.1 430.4 459.9 499.9 496.7 503.2 513.4
Domestic 252.2 292.1 390.0 305.3 369.5 409.1 450.7 445.5 451.2 464.7
External 117.9 89.0 59.2 47.8 60.9 50.7 49.3 51.2 52.0 48.7

NET LENDING TO CSAs -4.1 -2.2 -3.3 -1.2 -4.0 0.0 -4.0 -4.0 -4.0 -4.0

TOTAL RECURRENT 3498.0 3766.7 4166.0 4160.4 5338.0 6123.2 6068.2 6740.7 8093.9 9146.7
% of GDP 18.6% 17.4% 18.7% 15.8% 17.9% 18.0% 16.8% 16.9% 16.1% 16.9%

DEVELOPMENT BUDGET
GoPNG FUNDED PROJECTS 606.6 628.1 1471.2 1887.8 2398.4 3046.6 3017.0 2967.0 2867.0 2867.0
DOMESTIC FUNDS (b) 483.2 511.2 1348.6 1769.7 1950.0 2437.2 2437.0 2437.0 2437.0 2437.0
INFRASTRUCTURE TAX CREDITS 20.6 32.6 33.5 18.0 60.0 130.0 130.0 130.0 130.0 130.0
CONCESSIONAL LOANS 101.8 84.3 89.1 100.1 388.4 479.4 450.0 400.0 300.0 300.0
COMMERCIAL LOANS 1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

DONOR FUNDED PROJECTS
PROJECT GRANTS 721.0 1002.0 877.5 1391.1 1526.1 1390.5 1276.5 1248.0 1213.9 1188.0

TOTAL DEVELOPMENT (PIP) 1327.6 1630.1 2348.7 3278.9 3924.5 4437.1 4293.5 4215.0 4080.9 4055.0
% of GDP 7.1% 7.5% 10.5% 12.4% 13.2% 13.1% 11.9% 10.6% 8.1% 7.5%

REAPPROPRIATION INTO TRUST ACCOUNT 172.5

ADDITIONAL INVESTMENT/PRIORITY EXPENDITURE(c) 1726.8 2155.0 653.3 665.8
% of GDP 9.2% 10.0% 0.0% 2.5% 2.2% 0.0% 0.0% 0.0% 0.0% 0.0%

TOTAL EXPENDITURE AND NET LENDING 6552.4 7551.8 6687.2 8092.6 9928.3 10560.3 10361.7 10955.7 12174.7 13201.7
% of GDP 34.8% 35.0% 29.9% 30.7% 33.3% 31.1% 28.7% 27.5% 24.2% 24.3%

AMORTISATION 5249.9 2290.2 2279.1 2108.9 2245.6 1660.3 1606.2 1369.6 1165.2 1586.1
Domestic 4748.9 1834.0 2107.9 1923.9 2058.6 1472.0 1412.1 1147.9 865.2 1286.2
External 501.0 456.2 171.2 185.0 187.0 188.3 194.1 221.7 300.0 299.9

LOAN REPAYMENTS 4.1 4.9 4.5 1.2 4.0 4.0 4.0 4.0 4.0 4.0

EQUITY PURCHASE 900.0

TOTAL PAYMENTS 11809.1 9846.9 8970.8 10202.7 12177.9 13124.6 11971.8 12329.3 13343.9 14791.8
% of GDP 62.8% 45.6% 40.2% 38.7% 40.8% 38.6% 33.1% 31.0% 26.5% 27.3%

Source: Department of  Treasury.

(a) National Departments salary and wages includes provisions for superannuation contributions, retirement payments and future pay rises 

for both national and provincial government employees, including school teachers.

(b) Includes Additional Priority Expenditure from 2010 onwards
(c) Includes Supplementary Budget Expenditure.
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TABLE 10: CENTRAL GOVERNMENT FINANCING

(Kina Million)

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Actual Actual Actual Actual Est Proj Proj Proj Proj Proj

TOTAL REVENUE AND GRANTS 7006.6 7073.3 6651.3 8278.9 9840.2 10560.3 10361.7 10955.7 12174.7 13201.7

TOTAL EXPENDITURE AND NET LENDING 6552.4 7551.8 6687.2 8092.6 9928.3 10560.3 10361.7 10955.7 12174.7 13201.7

DEFICIT (-) / SURPLUS (+) 454.2 -478.5 -35.9 186.3 -88.1 0.0 0.0 0.0 0.0 0.0
% of GDP 2.4% -2.2% -0.2% 0.7% -0.3% 0.0% 0.0% 0.0% 0.0% 0.0%

FISCAL FINANCING

NET EXTERNAL FINANCING -397.3 -371.9 -82.1 -84.9 201.3 291.2 255.9 178.3 0.0 0.1

CONCESSIONAL FINANCING -206.2 -323.2 -30.0 -27.7 264.8 351.1 316.2 240.2 45.3 35.6
New Borrowing 102.7 84.3 89.1 100.1 388.4 479.4 450.0 400.0 300.0 300.0
Less Amortisation -308.9 -407.5 -119.1 -127.8 -123.5 -128.3 -133.8 -159.8 -254.7 -264.4

COMMERCIAL FINANCING -14.7 -16.0 -18.3 -19.4 -18.4 -18.3 -18.3 -18.3 0.0 0.0
New Borrowing 1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Less Amortisation -15.6 -16.0 -18.3 -19.4 -18.4 -18.3 -18.3 -18.3 0.0 0.0

EXTERNAL EXTRAORDINARY FINANCING -176.4 -32.7 -33.8 -37.8 -45.1 -41.7 -42.0 -43.6 -45.4 -35.5
New Borrowing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Less Amortisation -176.4 -32.7 -33.8 -37.8 -45.1 -41.7 -42.0 -43.6 -45.4 -35.5

NET DOMESTIC FINANCING -54.2 850.4 118.0 -101.4 -113.2 -291.2 -255.9 -178.3 0.0 -0.1

DOMESTIC MARKET BORROWING 72.7 850.4 84.0 -10.7 -113.2 -291.2 -255.9 -178.3 0.0 -0.1
New Borrowing 4694.7 2684.4 2191.9 1913.2 1945.3 1180.8 1156.2 969.6 865.2 1286.1
Less Amortisation -4622.0 -1834.0 -2107.9 -1923.9 -2058.6 -1472.0 -1412.1 -1147.9 -865.2 -1286.2

MRSF NET DRAWDOWN

TEMPORARY ADVANCE 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
End period balance 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
less: Beginning period balance 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

ASSET SALES FINANCING 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

OTHER DOMESTIC FINANCING -126.9 0.0 34.0 -90.7 0.0 0.0 0.0 0.0 0.0 0.0
Change in cash balances 0.0 0.0 34.0 -90.7 0.0 0.0 0.0 0.0 0.0 0.0

NET  FISCAL FINANCING -451.5 478.5 35.9 -186.3 88.1 0.0 0.0 0.0 0.0 0.0

INVESTMENT FINANCING 0.0 0.0 0.0 0.0 0.0 900.0 0.0 0.0 0.0 0.0
DOMESTIC MARKET BORROWING 0.0 0.0 0.0 0.0 200.0 700.0 0.0 0.0 0.0 0.0
Change in cash balances 0.0 0.0 0.0 0.0 -200.0 200.0 0.0 0.0 0.0 0.0

TOTAL FINANCING REQUIREMENT -451.5 478.5 35.9 -186.3 88.1 900.0 0.0 0.0 0.0 0.0
% of GDP -2.4% 2.2% 0.2% -0.7% 0.3% 2.6% 0.0% 0.0% 0.0% 0.0%

GROSS BORROWING 4798.4 2768.7 2315.0 2013.3 2533.7 2360.3 1606.2 1369.6 1165.2 1586.1
Domestic 4694.7 2684.4 2225.9 1913.2 2145.3 1880.8 1156.2 969.6 865.2 1286.1
External 103.7 84.3 89.1 100.1 388.4 479.4 450.0 400.0 300.0 300.0
  Concessional 102.7 84.3 89.1 100.1 388.4 479.4 450.0 400.0 300.0 300.0
  Commercial 1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
  Extraordinary 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

GROSS AMORTIZATION 5249.9 2290.2 2279.1 2108.9 2245.6 1660.3 1606.2 1369.6 1165.2 1586.1
Domestic 4748.9 1834.0 2107.9 1923.9 2058.6 1472.0 1412.1 1147.9 865.2 1286.2
External 501.0 456.2 171.2 185.0 187.0 188.3 194.1 221.7 300.0 299.9

Concessional 308.9 407.5 119.1 127.8 123.5 128.3 133.8 159.8 254.7 264.4
Commercial 15.6 16.0 18.3 19.4 18.4 18.3 18.3 18.3 0.0 0.0
Extraordinary 176.4 32.7 33.8 37.8 45.1 41.7 42.0 43.6 45.4 35.5

Source: Department of  Treasury.
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TABLE 11: MONETARY AGGREGATES
(Kina Million, unless otherwise stated)

2007 2008 2009 2010 2011
Actual Actual Actual Actual June

Domestic Credit 4049.3 5220.2 6091.20 7184.7 7428.5
% Change 33.4 28.9 16.7 18.0 3.4

Net Credit to Central Government 171.1 -538.6 574.1 -202.3 147.5
% Change -82.2 -414.8 -206.6 -135.2 -172.9

Credit to Private Sector 3961.2 5068.8 5901.8 6960.2 7215.3
% Change 34.3 28.0 16.4 17.9 3.7

Money Supply 8994.9 9636.8 11822.6 13033.9 14175.7
% Change 27.8 7.1 22.7 10.2 8.8

Money Velocity (M3*) (average) 2.1 2.2 1.9 2.0 2.1

Source: BPNG
*through -the -year change
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TABLE 12: PUBLIC DEBT
(Kina Million, unless otherwise stated)

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Actual Actual Actual Actual Est Proj Proj Proj Proj Proj

Domestic 3173.3 4083.1 4155.9 4145.2 4232.0 4640.8 4384.9 4206.6 4206.7 4206.6
Treasury Bills*** 980.2 1734.3 1766.4 1558.2 1365.3 1273.8 917.9 739.6 739.7 739.6
Inscribed Stock 2174.8 2339.5 2384.8 2587.0 2866.6 3367.0 3467.0 3467.0 3467.0 3467.0
Other Domestic debt** 18.3 9.3 4.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Domestic debt as % GDP 16.9% 18.9% 18.6% 15.7% 14.2% 13.7% 12.1% 10.6% 8.4% 7.8%

External 3145.7 2854.9 2788.2 2751.5 2952.9 3244.1 3499.9 3678.3 3678.2 3678.3
International Agencies 3038.1 2746.1 2698.7 2672.2 2891.9 3201.4 3475.5 3672.1 3672.1 3672.2
Commercial Loans 107.6 108.8 89.5 79.3 61.0 42.7 24.4 6.1 6.1 6.1
Other Loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
External debt as % GDP 16.7% 13.2% 12.5% 10.4% 9.9% 9.5% 9.7% 9.2% 7.3% 6.8%

Total Public Debt Outstanding 6319.0 6938.0 6944.1 6896.8 7184.9 7884.9 7884.9 7884.9 7884.9 7884.9
As % GDP 33.6% 32.1% 31.1% 26.1% 24.1% 23.2% 21.8% 19.8% 15.7% 14.5%

Source: BPNG and Department of Treasury.
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TABLE 13: OTHER MAJOR ASSUMPTIONS UNDERLYING THE BUDGET
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Actual Actual Actual Actual Est Proj Proj Proj Proj Proj
Inflation
Average on Average (%) 0.9 10.8 7.0 6.0 8.7 7.6 7.2 5.0 5.0 5.0
Dec on Dec (%) 3.2 11.2 5.7 7.2 7.7 8.1 5.7 4.2 5.5 5.5

Exchange rate
Real Exchange Rate Index (2007 = 100) 100 119 122 127 154 171 179 183 188 192

Interest rate
Kina Rate Facility (KFR) 5.0 5.9 7.3 5.5 7.5 7.5 7.5 7.5 7.5 7.5
Inscribed Stock (3 year yield) 5.7 7.6 9.2 8.1 9.0 9.0 9.0 9.0 9.0 9.0

Mineral Prices
Gold (US$/oz) 697 872 973 1225 1566 1884 1489 1438 1348 1257
Copper (US$/ton) 7132 6963 5100 7538 8800 8819 7992 7342 7104 6765
Oil (Kutubu Crude: US$/barrel) 71 97 62 79 90 85 88 92 95 96

Source : Department of Treasury.




