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Mr Speaker, 

 

I rise to present to this Honourable House a Statement on the state of the economy 

and the Government’s budget position. 

 

Traditionally, the Treasurer provides Members with a mid-year update on the state of 

the economy and the Government’s budget position and the Supplementary Budget 

for 2006. 

 

Mr Speaker, this tradition is internationally recognised as good practice. Reflecting 

this Government’s continued commitment to transparency and fiscal discipline, this 

will be included as a requirement in the Fiscal Responsibility Bill I will be tabling 

shortly. 

 

 
1. State of the Economy 
 
Economic Indicators 
 

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

sound and consistent macroeconomic policy framework, particularly adherence to the 

Medium Term Fiscal Strategy. 

 

Economic growth is now expected to reach 3.7 per cent in 2006, up slightly from the 

3.5 per cent growth projected in the 2006 Budget. 

 

Mr Speaker, our economy is currently benefiting from higher international prices of 

major mineral commodities. There are three ways in which higher commodity prices 

have had an impact on the level of real economic activity in Papua New Guinea. 
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i. They provide a direct boost to private sector income and public sector tax 

revenues, providing a stimulus for domestic demand. 

 

ii. They increase the viability of resource sector investment, resulting in higher 

exploration activity and the development of new minerals projects. 

 

iii. Subject to technical limitations (such as mine design), existing minerals 

projects will also seek to expand both the level of their production and the life 

of the project. 

 

The outlook for 2007 is for continued improvement in economic conditions, with 

economic growth increasing to 4.0 per cent. 

 

Mr Speaker, this will be the fifth successive year of economic growth equal to or 

above population growth of 2.7 per cent. This is an indication that GDP per capita is 

slowly improving, which is a significantly better result than achieved in the first part of 

the decade. 

 

Formal employment in the total private non-mining sector increased by 8.1 per cent 

in through-the-year terms in the March quarter 2006, bringing the total increase in 

employment since the March quarter 2002 to 15.9 per cent. However, we still have a 

relatively low proportion of the population in formal employment. 

 

Prices continue to remain low, with an annual inflation outcome in 2005 of 1.7 per 

cent in year-average terms, the lowest annual outcome since Independence. With 

inflation remaining low, interest rates have remained around historically low levels. 

 

Mr Speaker, this significant improvement on the very high rates of inflation and 

interest rates of previous years, is clearly attributable to prudent fiscal and monetary 

management and a stable exchange rate. 

 

The Kina has remained stable against the US dollar and Australian dollar in the first 

half of 2006. In the first half of 2006, the Kina has appreciated from 32.2 US cents to 

32.6 US cents, an increase of 1.1 per cent and from 42.29 cents to 43.86 cents 

against the Australian dollar, an increase of 3.7 per cent. 
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The stability of the currency reflects the Government’s sound economic management 

and continued high international prices of major commodity exports. Foreign 

exchange reserves have increased further to be over $US1 billion at 30 June 2006, 

sufficient to comfortably perform their role of appropriately managing short term 

exchange rate volatility. 

 

At its peak at the end of 2002, public debt was K8.36 billion or 72 per cent of GDP, 

with K5.77 billion (or 69 per cent) external debt and K2.58 billion (or 31 per cent) 

domestic debt. As at the end of the March quarter 2006, our debt position had 

improved such that public debt was K7.55 billion or 50 per cent of GDP, with 

K3.82 billion (or 51 per cent) external debt and K3.73 billion (or 49 per cent) domestic 

debt). Nevertheless, public debt is still at a high level. 

 

2. Policies for Stronger Economic and Social Outcomes 
 

Mr Speaker, these economic indicators are a performance of which this Government 

can and should be proud. 

 

Importance of Political Stability 

 

Mr Speaker, an important contributor to PNG’s recent economic progress has been 

the political stability of the current Government. 

 

Fundamentally, political stability is important to economic activity because it provides 

for more policy stability. Policy stability provides a much more predictable 

environment for private sector investors. 

 

Political stability has allowed the Government’s Budgets to be set in a medium-term 

policy framework, guided by the Medium Term Fiscal Strategy and the Medium Term 

Development Strategy. 

 

We have achieved our Medium Term Fiscal Strategy targets, and have allocated 

more funding to Medium Term Development Strategy priorities. 

 

Despite these undoubted achievements, we could, and should, have done even 

better. 
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Implementation of the Medium Term Development Strategy 

 

The Government’s track record in the implementation of Medium Term Development 

Strategy projects is, frankly, poor. As a result, the clear improvement in economic 

indicators has yet to be reflected in improvements in key social indicators, where our 

performance remains among the lowest in the region. 

 

There are several reasons for this, including lack of capacity in the public service 

(particularly in project management), inadequate oversight (including project 

monitoring and evaluation), inefficient procedures and uncertainty on responsibilities 

between different layers of Government. 

 

Mr Speaker, the challenge for the Government remains how to translate the 

turnaround in the economy into improved social well-being, as measured by key 

social indicators, without compromising the macroeconomic stability on which it is 

built. 

 

Clearly this is not just about spending more money in these key areas – it is also 

about how well we manage the money available to us. That is, how we ensure that 

spending programs are carried out effectively, as planned. 

 

Structural Economic Reform 

 

Mr Speaker, the international evidence clearly shows that the key to achieving 

sustained real growth in economic activity is to improve productivity through 

structural economic reforms. 

 

This can be difficult, as the political costs of such policies are usually borne up front, 

while the benefits can take some time, often 3 to 5 years, to be realized. 

 

This means that the improved economic performance since 2002 in part reflects 

structural economic policy initiatives put in place under the previous Government. 

 

Mr Speaker, this Government has also made solid progress on structural reform. In 

particular, the National Working Group on Impediments to Business and Investment, 

chaired by the Chief Secretary, has made steady progress in identifying and 

addressing impediments to business investment. This committee is also an important 

forum to raise issues of concern as they emerge. 
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The Government has also completed the implementation of the scheduled tariff 

reductions under the Tariff Reform Program and removed some redundant tariffs that 

are seen as impediments to investments. A wider review of tariff policy will 

commence later this year. The ICCC has also commenced a series of reviews in 

2006 including coastal shipping, airline, mobile phone and tourism with a view to 

strengthening regulatory control in a number of these areas. 

 

The Government has also made good progress in making PNG’s taxation system 

more internationally competitive. 

 

• Our top personal income tax rate was reduced from 47 per cent to 45 per cent 

this year, and falls to 42 per cent next year. 

 

• We have also introduced a range of measures to attract new investment in 

the agriculture and tourism sectors. 

 

However, Mr Speaker, it is clear that there is much more work to be done in the area 

of structural economic reform if we are to reach our economic potential. 

 

Mr Speaker, in summary, there are three things we must do if we are to achieve 

sustained economic growth in Papua New Guinea. 

 

1. We must stick to the Medium Term Fiscal Strategy. 

 

2. We need to improve the implementation of the Medium Term Development 

Strategy with an improved focus on project management and co-ordination. 

 

3. We need to show strong economic leadership on structural economic policy. 

 

3. 2005 Budget Outcome 

 
Mr Speaker, the 2005 Budget targeted a Budget deficit of K137.7 million or 1.0 per 

cent of GDP. 

 

The total revenue outcome for 2005 was significantly higher than originally expected 

in 2005 Budget, primarily reflecting higher mining and petroleum taxes, company tax, 

dividend income and dividend withholding tax. In addition, as explained in the 2006 
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Budget papers, significant expenditure savings were identified progressively through 

the year on interest outlays, salary and wages provision and draw downs on project 

loans. 

 

The Government took action progressively through the course of 2005 to re-allocate 

these funds, including K400 million as a partial contribution to the Government’s 

equity share of the Gas Project, K193.1 million to cover outstanding Special Support 

Grants (SSGs) and K50 million for the first stage of the rehabilitation of the Highlands 

Highway. 

 

As a result, the final budget outcome in 2005 was a small surplus of around 

K7.6 million or 0.1 per cent of GDP. 

 

4. Revised 2006 Budget Estimate 
 

Mr Speaker, the 2006 Budget target was for a deficit of K90 million or 0.6 per cent of 

GDP. 

 

The Budget revenue and expenditure estimates have been reviewed to reflect: 

 

• Updated economic parameters (particularly commodity prices). 

 

• Revenue collections to the end of June 2006. 

 

• Updated dividend information. 

 

Commodity Prices Higher 

 

Mr Speaker, the prices of two of our main mineral commodities (copper and gold) 

increased sharply in the first five months of 2006. While the prices of these 

commodities have subsequently fallen sharply (and may continue to fall), their 

average prices for 2006 are still likely to be significantly above the levels estimated in 

the 2006 Budget. 

 

Mr Speaker, the oil price has remained strong, averaging around US$65 per barrel in 

the first half of the year. With the conservative assumption that the price will average 

US$60 per barrel for the remainder of the year, the oil price would average US$62.5 

per barrel in 2006. 
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As part of the 2007 Budget process, Treasury will be producing updated revenue 

estimates for 2007 by the end of August 2006. However, as estimates for the copper 

and gold price in 2007 have changed little since the Budget Strategy Paper, it is 

unlikely that the tax revenue estimates for 2007 will increase to the same degree as 

those in 2006. 

 

Mr Speaker, this highlights the risk of building windfall revenue gains in 2006 into 

ongoing expenditure. 

 

Commodity 2006
Budget

2006 
Mid-Year 

Oil (US$ per barrel) 58.0 62.5 
Copper (US$ per pound) 1.36 2.00 
Gold (US$ per ounce) 410 560 
  

 

Revenue Estimates 

Kina 
Million 

2006
Budget

2006 
Mid-Year 

Tax on Income and Profits 2468.3 3062.6 
Dom. Taxes on Goods & Services 700.4 720.1 
Taxes on International Trade 278.9 302.1 
Tax Revenue 3447.6 4084.8 
  
Property Income 145.0 276.0 
Other Non-tax revenue 77.8 82.0 
Interest and fees from lending 3.8 3.8 
Non-tax revenue 226.6 361.8 
  
TOTAL REVENUE (GoPNG) 3674.2 4446.6 

 

Mr Speaker, tax revenue in 2006 is now estimated to be K4,084.8 million, 

K637.2 million higher than expected at the time of the 2006 Budget. 

 

By far the major contributor to this increase has been the mining and petroleum 

sector, particularly stronger commodity prices: 

 

Mr Speaker, this improved revenue performance also reflects a general improvement 

in economic conditions and the continued good performance of the Internal Revenue 

Commission in ensuring the proper compliance with the tax law. 
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Non-tax revenue in 2006 is now expected to be K361.8 million, K135.2 million higher 

than expected at the time of the 2006 Budget. 

 

This increase reflects updated information on likely dividend flows to the State in 

2006, particularly a very strong return from the State’s interest in the Ok Tedi mine. 

 

Expenditure estimates 

 

Mr Speaker, on current estimates there are no net savings remaining from the 

original 2006 Budget appropriation. 

 

While the 2006 Budget contained K20 million in the Treasury Secretary’s Advance for 

unexpected and unavoidable expenditure pressures, this funding has now been fully 

committed to cover previous NEC decisions and other unbudgeted expenditure 

items. 

 

Updated Budget Balance 

 

Kina 
Million 

2006
Budget

2006 
Mid-Year 

TOTAL REVENUE (GoPNG) 3674.2 4446.6 
TOTAL EXPENDITURE (GoPNG) 3764.2 3764.2 
BUDGET BALANCE -90.0 +682.5 
% GDP -0.6 +4.1 

 

Mr Speaker, overall, the windfall gains from the recent spike in commodity prices 

means that we now expect a Budget surplus of K682.5 million in 2006. 
 

5. Fiscally Responsible Options for Windfall Revenue 
 

Mr Speaker, this Government has a very good track record of fiscal responsibility. 

 

Mr Speaker, there are two options for using the windfall revenue from higher 

commodity prices in a fiscally responsible manner. 

 

With public debt still very high, one fiscally responsible option would be to apply the 

extra revenue identified to paying off foreign debt. Indeed, this is the prudent 

approach recommended by the Governor of the Bank of Papua New Guinea. 
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The other option is to spend windfall revenue through a supplementary budget 

appropriation equal to the amount of the estimated surplus. This would also be 

consistent with sound principles of fiscal responsibility provided three important 

conditions are met: 

 

i. The additional appropriations should as far as possible be in the nature of 

investments which will develop the productive capacity of PNG’s economy, 

rather than consumption spending. 

 

ii. The Government should be confident that any new spending plans can be 

effectively implemented in the remaining part of this year, in addition to 

implementing the existing appropriations. 

 

iii. The implications of the additional spending for recurrent spending in future 

years should be identified and kept within modest bounds, so that future 

budgets can be expected to be consistent with the Medium Term Fiscal 

Strategy.  

 

Given the circumstances of the nation, with the many pressing development needs 

we face, the Government’s preferred option for using windfall revenue in 2006 is to 

prepare a Supplementary Budget. 

 

5. 2006 Supplementary Budget: Repairing the Neglect of the Past 
 

Mr Speaker, I am pleased to inform the House that National Executive Council has 

endorsed my request to seek a Supplementary Budget appropriation of 

K682.5 million. 

 

Mr Speaker, this Supplementary Budget is designed to have a significant impact on 

service delivery for our people by repairing the neglect of the past. 

 

Mr Speaker, the Supplementary Budget puts the Medium Term Development 

Strategy into action, with K544.6 million or 80 per cent of spending in MTDS priority 

areas. In particular, it is focused on those areas where many years of neglect have 

seen some of our essential economic and social infrastructure become run down and 

no longer operate. 

 



 - 10 -

Mr Speaker, it also reflects the Government’s commitment to provide funding directly 

to the district level, to ensure that service delivery reaches the majority of our people 

who live in rural areas. 

 

MTDS Priorities Kina 
Million 

% 

Rehabilitation and Maintenance of Transport Infrastructure 235.5 35% 
Primary and Preventative Health 95.9 14% 
Law and Justice 76.0 11% 
Promotion of Income Earning Opportunities 49.5 7% 
Basic Education 48.9 7% 
Other 38.8 6% 
TOTAL MTDS SPENDING 544.6 80% 

 

Mr Speaker, in keeping with our commitment to fiscal responsibility principles, the 

Government has also taken care not to spend temporary windfall revenues on items 

that would place unsustainable pressure on future budgets. 

 

Mr Speaker, I have no doubt that if I had asked all Government Departments whether 

they needed additional funding they would have said yes, even those who are not 

spending their existing funds well. However, we took a deliberate decision not to 

adopt that approach in preparing the Supplementary Budget. Existing policy 

frameworks (specifically, the Medium Term Development Strategy) and processes 

already identified priority needs and spending pressures. 

 

Mr Speaker, this reflects the Government’s focus on improving service delivery to the 

people, not increasing funding for Waigani bureaucracy. 

 

Mr Speaker, the items in the supplementary budget fall into three broad categories: 

 

i. MTDS Priority Projects 

 

ii. Meeting Outstanding Obligations 

 

iii. Non-MTDS Spending 

 

MTDS Priority Projects (K445.8 million) 

Mr Speaker, the K445.8 million of priority MTDS spending is proposed in the 

Supplementary Budget Appropriation Bill. 
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Mr Speaker, this represents a significant investment in rehabilitating some of our 

essential economic and social infrastructure that has deteriorated over the past 

30 years. 

 

MTDS Priority Projects Kina Million 
Health Sector Rehabilitation Plan 70 
Highlands Highway Rehabilitation 70 
District Transport Infrastructure Program 44.5 
Police & Nursing Housing Rehabilitation 40 
Urgent Airport Repairs & Upgrade 32 
Road & Bridge Maintenance 22 
Commodity Roads Improvement Program 20 
Additional Counterpart Funding 17 
Gas Project (Business Development Grants) 15 
Gobe-Semberigi Road 10 
Buka Ring Road 10 
Cocoa Pod Borer Containment 10 
Court House Upgrades 9 
District Education Improvement Program 8.9 
District Health Improvement Program 8.9 
Economic Projects Power Upgrade 8 
Police Pay Rise 8 
Southern Highlands Security Requirements 8 
Provincial Economic Improvement Program 7 
Napa Napa Link Road 5 
District Vessels Program 5 
Rural Electrification 4 
Economic Projects Water Upgrade 3 
Improved Conditions for Solicitor General’s staff 3 
Land Tribunal Hearings for Resource projects 2.5 
Juvenile Detention Facilities Programme 2 
Avian Flu Preparation 2 
Border Facilities Upgrade 1 
Total 445.8 

 

Mr Speaker, I will now explain each of these spending measures in more detail. 

 

Health Sector Rehabilitation Plan (K70 million) 

 

Our public hospitals and health centres are, regrettably, in poor condition. In too 

many cases they can no longer support the safe clinical management of the simplest 

and most common causes of hospitalisation. 

 

This is a major contributing factor in our health indicators being below those of other 

countries in the region. 
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This is the result of the collective failure of Governments to effectively maintain 

existing health assets over the past thirty years. I would like to stress that this is not 

just about the amount of money allocated to the health sector, but also about 

priorities in its use. Across the board, Departments have not given maintenance of 

essential infrastructure high enough priority. 

 

Mr Speaker, I would like to pay tribute to the Minister for Health & Bougainville Affairs 

for his initiative and drive in addressing this issue. 

 

The Minister for Health & Bougainville Affairs, with the support of his Department, 

following a rapid assessment of public hospitals, has identified an immediate urgent 

need of K10 million to support safe clinical practice, including: 

 

• K6.65 million for ANGAU Memorial General Hospital, comprising: 

o K5 million for the repair of wards; 

o K1.5 million for the purchase of a Cobalt machine; 

o K0.15 million for the purchase of 2 ultrasound machines. 

 

• K2.3 million for Popondetta General Hospital, comprising: 

o K2 million for the renovation of the main theatre; 

o K0.3 million for the renovation of Out Patient facilities. 

 

The Minister is also putting together a redevelopment plan for public hospitals and 

health centres in Papua New Guinea. 

 

The Supplementary Budget provides K70 million towards this plan. As this plan will 

take several years to implement, the balance of funding will be set aside in a new 

trust account. 

 

Mr Speaker, while this is a large amount of money, I recognise that, given the neglect 

over many years, it is likely that the total cost of this plan will require more. Additional 

funding for this plan will be a priority for the 2007 Budget. 

 

Highlands Highway Rehabilitation (K70 million) 

 

Mr Speaker, the Supplementary Budget provides an additional K70 million for the 

rehabilitation of the Highlands Highway. 
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The Highlands Highway is a vital transport link for many of our people. The MTDS 

noted that rehabilitating and maintaining the Highlands Highway would provide the 

highest immediate economic and social returns. 

 

Last year the Government endorsed a K225 million plan to rehabilitate the Highlands 

Highway over four years, funded entirely through the Budget. 

 

The additional revenue identified in 2006 provides the Government with the 

opportunity to bring forward the implementation of this important project. Releasing 

funding now would enable the tender process for the next phase of the rehabilitation 

to start now, which should enable work to begin in early 2007. 

 

District Transport Infrastructure Program (K44.5 million) 

 

Mr Speaker, the Government’s Medium Term Development Strategy stresses the 

importance of maintaining and rehabilitating the nation’s transport infrastructure to 

our economic and social development. 

 

Mr Speaker, in keeping with the Government’s commitment to improving service 

delivery to the people, the Supplementary Budget provides an additional K500,000 
to each district for transport infrastructure initiatives bringing the total allocation 

to K900,000 for each district in 2006. 

 

Mr Speaker, I understand that my colleague, the Minister for Finance and Planning, 

will shortly be informing the House the detail of his initiatives to ensure this and other 

district initiatives are implemented as intended by the Government. 

 

Police & Nursing Housing Rehabilitation (K40 million) 

 

Mr Speaker, the Supplementary Budget provides K40 million for the implementation 

of multi-year plans currently being developed to rehabilitate police (K25 million) and 

nurse (K15 million) housing.  

 

The Police report also noted that housing rehabilitation was an important part of 

achieving an improved performance from police. Similar observations were made in 

recent discussions with nurses. 
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As these plans will take several years to implement, this funding will be set aside in a 

new trust account. 

 

Mr Speaker, as with health sector rehabilitation, I recognise that, given the neglect 

over many years, it is likely that the total cost of these plans will require more. 

Additional funding for this plan will be a priority for the 2007 Budget. 

 

Urgent Airport Repairs & Upgrade (K32 million) 

 

Mr Speaker, earlier this year the National Executive Council endorsed a request of 

the Minister for Transport and Civil Aviation for the Government to allocate 

K30 million in specific funding to the Civil Aviation Authority so it can meet its 

international and national safety and security obligations in relation to the restoration 

and maintenance of critical facilities required for safe air navigation and grounds 

facilities at airports. As this item was not included in the 2006 Development Budget, 

K30 million is provided in the Supplementary Budget. 

 

Mr Speaker, as noted in the MTDS the potential for tourism in PNG is considerable. 

The 2006 Development Budget provided K3 million for the upgrading of Tokua 

airport. At its meeting in Alotau earlier this year the National Executive Council 

endorsed a request from the Minister for Transport and Civil Aviation for K3 million as 

the first stage in upgrading Gurney Airport in Alotau to take in international charter 

operations. This project was not included in the 2006 Development Budget. As 

K1 million has been allocated from savings in the 2006 Development Budget, the 

Supplementary Budget provides the remaining K2 million to fund this priority project. 

 

Road & Bridge Maintenance (K22 million) 

 

Mr Speaker, the Supplementary Budget provides K22 million for maintenance of the 

nation’s roads and bridges. 

 

Mr Speaker, the Government’s Medium Term Development Strategy stresses the 

importance of maintaining and rehabilitating the nation’s roads and bridges. 

 

Heavier than normal rainfall in the first half of the year caused significant damage to 

roads and bridges throughout the nation. 
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Earlier this year a total of K20 million was re-allocated from the recurrent and 

development budgets to the Department of Works to cover emergency maintenance 

requirements. 

 

The Minister for Works advises that additional funding is required to complete the 

task, particularly in repairing and replacing bridges. 

 

Commodity Roads Improvement Program (K20 million) 

 

Mr Speaker, the Government’s plan for export-led growth places considerable 

emphasis on creating the enabling environment for our people to reach their 

economic potential. In the case of agriculture, our people are skilled farmers. 

However, the main problem they have is in getting their produce to markets. 

 

Mr Speaker, in the Supplementary Budget the Government has taken positive action 

to assist the development of our agriculture sector by providing an additional 

K20 million to the Commodity Roads Improvement Program. 

 

Mr Speaker, the most successful cash crop over the past decade has been oil palm. 

In large part, this reflects the success of the nucleus model, where a company mill 

and plantation is integrated with surrounding small scale producers to maximize both 

overall return and equitable distribution of benefits. 

 

Regrettably, poorly maintained roads have resulted in many small scale producers of 

oil palm being denied access to their local mill. 

 

Accordingly, K10 million of the additional funding for CRIP has been set aside for the 

maintenance and rehabilitation of roads connecting small scale oil palm producers 

with their local mills. 

 

Mr Speaker, my colleague, the Minister for Finance and Planning will be allocating 

the remaining K10 million of additional funding for CRIP to roads assisting producers 

of other commodities. 
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Additional Counterpart Funding for Priority Projects (K17 million) 

 

Mr Speaker, donor support for priority projects is often conditional on the 

Government showing a level of commitment to the project in the form of counterpart 

funding. 

 

Two priority projects (the ADB Navigational Aids Project and the Gazelle Restoration 

Project) were not allocated sufficient funds in the 2006 Development Budget in order 

to be implemented as planned. 

 

The Supplementary Budget provides an additional K17 million in counterpart funding 

to enable these important projects to be implemented as planned. 

 

Gas Project Requirements (Business Development Grants) (K15 million) 

 

Mr Speaker, the PNG to Australia Gas project is very important to the future 

economic prospects of the economy and the future funding of the MTDS spending 

priorities of Government Budget. 

 

Negotiations with landowner groups, the Minister for Petroleum and Energy has 

reached agreement with landowner groups to enter into negotiations with the State 

on the distribution of benefits from the Gas Project subject to the State providing 

K15 million in business development grants to be paid to the various landowner 

groupings within the Gas Project area as “seed capital” for the establishment of 

enterprises able to provide construction and other services to the Gas Project. 

 

As these grants were not included in the 2006 Budget, the Supplementary Budget 

provides an additional K15 million for these grants, to be paid on project sanction. 

 

Gobe-Semberigi Road (K10 million) 

 

Mr Speaker, the Supplementary Budget provides an additional K10 million of funding 

to allow continued construction of the Gobe to Samberigi road through to end 2006, 

consistent with the Government’s commitment under the 2003 Memorandum of 

Agreement with Gobe landowners. A further K10 million will be provided in the 2007 

Budget. 
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Buka Ring Road (K10 million) 

 

Mr Speaker, the House will be aware that Bougainville changed its status in the 

middle of last year from being a Province to an Autonomous Region. 

 

Mr Speaker, the Autonomous Bougainville Government has assumed some National 

Government functions and will be assuming more function over time. 

 

However, Mr Speaker, the fact remains that Bougainville is still part of Papua New 

Guinea. 

 

The people of Bougainville will continue to benefit from National Government 

initiatives and programs, including programs targeted directly at the district level. 

 

As further evidence of this commitment to the people of Bougainville, in the 

Supplementary Budget the National Government provides K10 million to fund the 

maintenance and rehabilitation of the Buka ring road. 

 

Cocoa Pod Borer Containment (K10 million) 

 

Mr Speaker, earlier this year the Government took swift, decisive action to address 

an outbreak of cocoa pod borer in East New Britain, with K3 million allocated from 

the Treasury Secretary’s Advance. 

 

Mr Speaker, unfortunately there has been an additional outbreak of cocoa pod borer 

in the Sepik, particularly Aitape. Mr Speaker, this again highlights the importance of 

improving our border facilities and controls. 

 

With the higher transport costs in this area it is likely that significantly more funding 

will be required to contain this outbreak. 

 

Court Houses Upgrade (K9 million) 

 

Mr Speaker, the Supplementary Budget provides K9 million for the upgrading of five 

Court Houses around the nation, to ensure that our people continue to have access 

to justice. 
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My colleague, the Minister for Finance and Planning will advise the house of the 

Court Houses to be upgraded with this funding. 

 

District Education Improvement Program (K8.9 million) 

District Health Improvement Program (K8.9 million) 

 

Mr Speaker, in keeping with the Government’s commitment to improving service 

delivery to the people, the Supplementary Budget provides an additional K100,000 
to each district for both the District Education Improvement Program and the District 

Health Improvement Program. 

 

Mr Speaker, I am aware that some Members are concerned about the 

implementation of these programs. I share those concerns. As noted earlier, my 

colleague the Minister for Finance and Planning will shortly be informing the House 

the detail of his initiatives to ensure these initiatives result in improve service delivery 

to our people, as intended. 

 

Police Pay Rise (K8 million) 

 

Mr Speaker, the Police report identified a number of areas requiring improvement in 

order to improve the effectiveness of our policing service. One area for improvement 

was the structure and level of terms and conditions of police. 

 

The Government has been in constructive negotiations with representatives of the 

Police, and expects to shortly conclude an agreement that would both improve the 

level of police remuneration and improve the way it is structured. 

 

The Supplementary Budget provides an additional K8 million to fund the expected 

additional cost of this agreement in 2006. 

 

Southern Highlands Security Requirements (K8 million) 

 

Mr Speaker, the supplementary budget appropriation bill seeks an additional 

K8 million to support security requirements in the Southern Highlands Province. 
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Economic Projects Power Upgrade (K8 million) 

Economic Projects Water Upgrade (K3 million) 

 

Mr Speaker, the Supplementary Budget provides support for the establishment of 

utilities infrastructure (K8 million for power; K3 million for water) in support of 

significant private sector investments in new projects. 

 

My colleague, the Minister for Finance and Planning will advise the House of the 

projects to be supported with this funding. 

 

Provincial Economic Impact Program (K7 million) 

 

Mr Speaker, the 2006 Development Budget allocated K14.5 million to the Provincial 

Economic Impact Program. As this funding has already been fully committed, an 

additional K7 million is provided in the Supplementary Budget. 

 

My colleague, the Minister for Finance and Planning will advise the House of the 

projects to be supported with this funding. 

 

Napa Napa Link Road (K5 million) 

 

Mr Speaker, as part of the Memorandum of Agreement with Interoil for the 

construction of an Oil Refinery at Napa Napa, the National Government committed to 

the rehabilitation of the Napa Napa link road. 

 

The Department of Works and Planning have advised that the amount appropriated 

for this project is below the value of the contract awarded. The Supplementary 

Budget provides an additional K5 million to enable this important project to be 

completed. 

 

District Vessels Program (K5 million) 

 

Mr Speaker, while much of the focus of the Supplementary Budget is on road 

rehabilitation and maintenance, the Government is also aware of the importance of 

improved shipping arrangements to enable the many people in coastal areas to 

access basic services and markets for their produce. Indeed, the scope of the District 

Transport Infrastructure Program reflects this. 
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Mr Speaker, the Supplementary Budget provides K5 million for a District Vessels 

program to support the delivery of social services and economic development. 

 

My colleague, the Minister for Finance and Planning will advise the House of the 

districts to be supported with this funding. 

 

Improved Conditions for Solicitor-General’s staff (K3 million) 

 

Mr Speaker, the Budget continues to face significant pressure from the awarding of 

significant damages against the State. One of the contributing factors to this situation 

is the difficulty the Solicitor General’s office has had in recruiting and retaining staff to 

competently defend actions against the State. 

 

The Supplementary Budget provides an additional K3 million to provide improved 

conditions for the Solicitor-General’s staff. 

 

Land Tribunal Hearings for Resource Projects (2.5 million) 

 

Mr Speaker, land tribunal hearings are a necessary part of the development and 

continued operation of resource projects in Papua New Guinea. An additional 

K2.5 million is needed to conduct land tribunal hearings in respect of the Kainantu, 

Ramu Nickel and Gobe resource projects. The Supplementary Budget provides an 

additional K2.5 million to enable these tribunal hearings to be completed. 

 

Avian Flu Preparation (K2 million) 

 

Mr Speaker, in late 2005 the Government identified the need for K5 million in funding 

to ensure the nation was adequately prepared to respond quickly in the event of the 

outbreak of bird flu within our borders. 

 

The Department of Treasury has already allocated K3 million from the Secretary’s 

Advance provision for this purpose. However, with that provision now fully allocated, 

an additional K2 million is required to ensure that preparations are complete. 

 

Accordingly, the Supplementary Budget provides an additional K2 million for bird flu 

preparations. 
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Juvenile Detention Facilities Program (K2 million) 

 

Mr Speaker, in many cases lack of separate detention facilities for juveniles results in 

juvenile detainees being placed in detention facilities with hardened adult criminals, 

placing their security at risk. 

 

The Supplementary Budget provides a K2 million for a juvenile detention facilities 

program to address this problem. 

 

Border Facilities Upgrade (K1 million) 

 

Mr Speaker, properly functioning border facilities perform several roles. They protect 

Papua New Guinea from the importation of illegal products (pornography, counterfeit 

goods), the spread of pests and diseases that would damage our agriculture sector 

(such as cocoa pod borer) and preserve the integrity of our immigration and taxation 

laws. 

 

Mr Speaker, for too long our border facilities have been neglected and ceased to 

function effectively. The Government has identified an immediate need for K1 million 

for urgent rehabilitation of border facilities. 

 

Given the neglect over many years, it is likely that additional funding will be required 

in the 2007 Budget to bring our border facilities up to an acceptable level to perform 

their important function. 

 

Meeting Outstanding Obligations (K172.8 million) 

 

Meeting Outstanding Obligations Kina Million 
Outstanding MOA projects (Gas project area) 36 
PBSS payments (Teachers; identified) 20 
PBSS payments (Teachers; likely) 20 
PBSS payments (Police; likely) 20 
Secretary’s Advance 20 
Additional Ongoing SSGs 19 
Outstanding DDP 13.9 
Outstanding BRF payments 10 
Outstanding Court Orders 5 
Outstanding SDDG 4.9 
Outstanding DSG 4 
Total 172.8 
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Mr Speaker, this Government has a very good record of meeting its commitments. In 

keeping with that record, the Supplementary Budget provides K172.8 million to meet 

various outstanding obligations. 

 

Outstanding MOA Commitments (Gas Project Area) (K46 million) 

 

Mr Speaker, in discussions on the PNG to Australia Gas Project, landowner groups 

have pointed to various outstanding MoA commitments in their area. Fulfilment of at 

least part of these outstanding commitments is important to both the success of 

negotiations with landowner groups on the PNG to Australia Gas project and 

avoiding supply disruptions. 

 

The Supplementary Budget provides an additional K36 million to meet unfulfilled 

commitments by the State under existing MOAs in the Gas project area. 

 

Outstanding PBSS payments (K20 million Teachers identified cases) 

Outstanding PBSS payments (K20 million Teachers likely cases) 

Outstanding PBSS payments (K20 million Police likely cases) 

 

Mr Speaker, in discussions with representatives of Teachers and Police it has 

become evident that over several years the National Government has not been 

meeting its obligations under the Performance Bonus System (PBSS). 

 

In the case of Teachers, K20 million is required to meet the known underpayment. 

While the remaining obligation will not be known until all the relevant records are 

checked, it is likely that at least an additional K20 million will be required in 2006. In 

the case of Police, the outstanding amount is expected to be up to K20 million. 

 

The Supplementary Budget provides an additional K60 million to meet these 

outstanding obligations to the providers of these essential services. 

 

Secretary’s Advance (K20 million) 

 

Mr Speaker, the Treasury Secretary’s Advance of K20 million provided in the 2006 

Budget has been fully utilised. 
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Allocation of funds from the Secretary’s Advance in 2006 
SECRETARY’S ADVANCE  
Original Balance (2006 Budget)  20.0
  
Additional Expenditure 20.6 
    District Treasury Roll-out Program 5.0 
    Avian Flu Preparation 3.1 
    Assistance to Solomon Islands Government 3.0 
    Cocoa Pod Borer Infestation 3.0 
    Funding for ICCC inquiries 1.5 
    Information & Communication Technology 1.5 
    Outstanding Rental (Sirinumu Landowners) 1.2 
    Maintenance of Governor-General’s House 0.8 
    Porgera Investigation 0.6 
    Tariff Reform Programme 0.2 
    PNG Medical Symposium (PM’s commitment) 0.2 
    Vehicle for Public Service Commissioner 0.2 
    Police Operation in Daru 0.1 
    Kainantu Land Title Hearing 0.1 
    Emerging Pacific Leaders Dialogue 0.1 
  
Closing Balance (29 June 2006)  -0.6
 

Mr Speaker, the practice of approving additional spending outside the Budget 

process is putting great pressure on Budget implementation. Where possible, we 

should defer any further spending proposals for 2006 for consideration in the 

forthcoming 2007 Budget context, where all competing claims for scarce resources 

can be considered at the same time. 

 

That said, it is likely that pressure for additional spending will continue at least the 

same rate in the second half of 2006. Accordingly, the Supplementary Budget 

provides K20 million to the Secretary’s Advance. 

 

Ongoing Special Support Grants (SSGs) (K19 million) 

 

The State’s liability to ongoing SSG payments is linked to revenue from resource 

projects. As commodity prices have risen since the 2006 Budget so has the 

estimated SSG for 2006. 

 

The Supplementary Budget provides an additional K19 million to fund these 

additional obligations. 
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Outstanding DDP (K13.9 million) 

Outstanding SDDG (K4.9 million) 

Outstanding DSG (K4.0 million) 

 

Mr Speaker, the Supplementary Budget provides funding to meet outstanding District 

Development Program (K13.9 million) and Special District Development Grant 

(K4.9 million) and District Support Grant (K4.0 million) accumulated in previous 

years. 

 

Outstanding payments to BRF (K10 million) 

 

Mr Speaker, in December 2005 National Executive Council endorsed a proposal to 

provide K10 million to enable to State to meet its obligations in full to former 

members of the Bougainville Resistance Force. 

 

As this item was not included in the 2006 Budget, the Supplementary Budget 

provides an additional K10 million to meet these outstanding obligations. 

 

Outstanding Court Orders (K5 million) 

 

The State’s liability to meet outstanding court orders continues to rise, with 

K52 million provided in the 2006 Budget unlikely to be sufficient to meet claims, with 

the risk of Departmental heads being held in contempt of court. 

 

Accordingly, the Supplementary Budget provides an additional K5 million for 

outstanding court orders. 

 

Non-MTDS Spending (K63.9 million) 
 
Mr Speaker, the Supplementary Budget also provides some funding for items that 

are not within the seven MTDS priority areas, but are nevertheless regarded by the 

Government as priority items. 

 

Mr Speaker I note that this non-MTDS spending comprises less than 10 per cent of 

the Supplementary Budget. 
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Non-MTDS Spending Kina Million
District Treasury Roll-out 22
Emergency Secondary & Provincial High School Maintenance 10
SRC Determination (Allowances) 6
Manam Humanitarian & Resettlement Requirements 4
Members of Parliament Retirement Benefits 3.7
Commission of Inquiry into Department of Finance 3.7
Additional Leadership Tribunals 2.8
Pacific Balanced Fund Investigation 2.5
National Urbanisation Policy 2.45
Kubalia High School 2
Intra Government Information System 1.5
Disabled Rehabilitation Support 1.1
PNG Events Council Budget overrun 0.69
Lift Modernisation (Morauta Haus) 0.64
Moitaka Wildlife Feasibility Study 0.5
Additional Funding for PAC 0.3
Total 63.9

 

District Treasury Roll-out (K22 million) 

 

Mr Speaker, the Government’s District Treasury roll-out program has reached 42 

districts. With the pace of the initial roll-out program, there is a need to consolidate 

our progress to date, to ensure these offices remain functional. Experience has also 

demonstrated that initial estimates significantly underestimated the full cost of this 

program. 

 

Mr Speaker, I would like to clarify that responsibility for District Treasuries actually 

rests with my colleague the Minister for Finance and Planning – they are, in fact, 

District Finance offices. 

 

The Supplementary Budget provides K22 million to allow district treasuries already 

opened as part of the roll-out program to become fully functional. 

 

Emergency Secondary School and Provincial High School Maintenance (10 million) 

Kubalia High School (K2 million) 

 

Mr Speaker, over a period of time, some Provincial Governments have neglected 

their responsibility to maintain their high schools properly, to the point that several 

face imminent threat of closure on public health grounds. Several secondary schools 

under the National Government’s responsibility are in a similar position. 
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Mr Speaker, the Government believes that the best solution to this problem is for the 

Provincial Government to fulfil their responsibility to maintain Provincial high schools. 

 

Further, the MTDS prioritises basic (elementary and primary) education, not 

secondary education. 

 

That said, Mr Speaker, given the nature of the threat, the Supplementary Budget 

provides K10 million for emergency secondary school and provincial high school 

maintenance, including K3 million specifically for Bana Provincial High School in 

South Bougainville. In addition, K2 million is provided for Kubalia High School. 

 

My colleague, the Minister for Finance and Planning will advise the House of the 

schools to be supported with this funding. 

 

SRC Determination (Allowances) (K6 million) 

 

After the 2006 Budget the SRC made a determination to increase various allowances 

for Members. As this item was not included in the 2006 Budget, and sufficient 

savings have not been identified in the National Parliament’s Budget, a 

supplementary appropriation is needed in 2006. Accordingly, the Supplementary 

Budget provides K6 million for this purpose. 

 

Manam Humanitarian and Resettlement Requirements (K4 million) 

 

Mr Speaker, additional funds are required for those affected by the Manam disaster, 

both for humanitarian and resettlement needs. The Supplementary Budget provides 

K4 million for this purpose. 

 

Members of Parliament Retirement Benefits (K3.7 million) 

 

Mr Speaker, the National Parliament has requested an additional K3.7 million to 

replenish the Members Retirement Benefits fund. An explanation is needed on what 

happened to the funding provided for this purpose. The Supplementary Budget 

provides K3.7 million for this purpose. 
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Commission of Inquiry into the Department of Finance (K3.7 million) 

Additional Leadership Tribunals (K2.8 million) 

Pacific Balanced Fund Investigation (K2.5 million) 

 

Mr Speaker, this Government is committed to achieving good governance and 

tackling corruption. An important element of good governance is to have 

investigations of wrong doing – particularly those relating to misuse of the public 

purse – thoroughly and impartially investigated, with the findings of the investigations 

made public. 

 

Mr Speaker, the Supplementary Budget provides funding for a Commission of Inquiry 

into the Department of Finance (K3.7 million); Additional Leadership Tribunals 

(K2.8 million); and an investigation into the Pacific Balanced Fund (K2.5 million). 

 

National Urbanisation Policy (K2.45 million) 

 

Mr Speaker, funding for the development of National Urbanisation Policy was 

overlooked in the 2006 Development Budget. The Supplementary Budget provides 

K2.45 million for this item. 

 

Integrated Government Information System (K1.5 million) 

Disabled Rehabilitation Support (K1.1 million) 

PNG Events Council Budget overrun (K0.69 million) 

Lift Modernisation (Morauta Haus) (K0.64 million) 

Moitaka Wildlife (K0.5 million) 

Additional Funding for Public Accounts Committee (K0.3 million) 

 

Mr Speaker, the Supplementary Budget also provides K1.5 million for the 

development of an Integrated Government Information System (IGIS), K1.1 million 

for Disabled Rehabilitation Support, K0.69 million for the PNG Events Council Budget 

overrun, K0.64 million to complete the lift modernisation at Morauta Haus, 

K0.5 million for a feasibility study for the Moitaka Wildlife centre and K0.3 million to 

enable the Public Accounts Committee to complete its 2006 work program. 

 



 - 28 -

7. Conclusion 
 
Mr Speaker, 

 

The state of the economy is testimony to the direction of the Government’s economy 

policy. 

 

Sound fiscal policy, assisted by temporarily high commodity prices, has delivered 

macroeconomic stability which has resulted in improved investor and consumer 

confidence and provided increased funding for Medium Term Development Strategy 

priorities. 

 

Mr Speaker, our challenge now is implementation. If we are able to implement the 

programs in the Supplementary Budget as I have outlined, we can have a significant 

and sustained impact on the lives of our people. 

 

I thank you, Mr Speaker. 


