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Honorable Alexander Downer, Australian Minister for Foreign Affairs,  

Honorable Paul Tiensten, Papua New Guinean Minister for Foreign Affairs, 

Mr. Kevin Byrne, Mayor of Cairns,  

Mr. Alan Walter, President of the Australia Papua New Guinea Business Council,  

Members of both councils,  

Distinguished Guests, Ladies and Gentlemen. 

 

It is a pleasure to be here today to speak to you about the economy and business 

environment of Papua New Guinea.  I am particularly happy to be speaking on this 

topic today, as it is appropriate that we reflect on the economic achievements of the 

Somare Government over its five year term, as there is much we can be proud of. 

 

From the improvement in macroeconomic stability to the introduction of 

competition in key sectors like telecommunications, the Government has made real 

progress in creating an environment attractive to private sector investment.  
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Attracting greater private sector investment is essential to see more income-earning 

opportunities for the rural poor; increased tax revenue to fund priority public 

expenditures like roads; and to be able to afford better social services like 

education and health for our people.   

 

So when we talk about the role the Government has played in PNG’s economy and 

business environment, we are really asking how the State is contributing to the 

creation of an environment attractive to private sector investment.  

 

The State should focus on creating a conducive business environment, where 

certainty of economic, fiscal, and competition policy facilitates business certainty; 

where the State doesn’t ‘pick winners’, but rather lets market forces determine the 

successful players; where the certainty of the business environment encourages 

investment; and, as a result, all Papua New Guineans share in the economic 

benefits.  

 

Today I want to offer an insight into the ongoing efforts of the Papua New Guinean 

Government to put in place a business environment that attracts and rewards 

investors. 

 

But let me first note that the continuing business and investment links between our 

two countries have survived political and personality changes in the leadership of 

both our countries.  The business links remain a vital cog in the bi-lateral 

relationship, and we are strongly committed to this relationship. 
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Fiscal and Economic Update 

This Somare Government has from the very beginning recognized that it needs to 

adopt sound economic policies to allow the private sector to perform to its 

potential. 

 

Papua New Guinea offers a much more stable macroeconomic environment, 

compared to the start of this Government’s term and the medium term outlook also 

looks favourable.  It is because we have worked hard to turn things around and 

have embedded good practice into our approach to economic management.    

 

The economy has returned to positive growth, with 2007 expected to mark the 

fourth consecutive year of economic growth outpacing population growth.   

 

Real GDP growth is projected to be 4.5 percent in 2007. We are particularly 

focused on those sectors that provide employment and incomes to large numbers of 

Papua New Guineans, such as the agriculture, forestry and fisheries industries. 

Over the medium term, substantial investment in the rehabilitation of transport and 

airport infrastructure, and construction activity for major resource projects, 

including the Ramu Nickel mine and potential LNG projects, are expected to 

further contribute to growth.  

 

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

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

 
Interest rates have more than halved in the same period – and are now broadly 

comparable with rates in Australia.  
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The Kina has recovered from being worth less than 20 US cents in 2002 to around 

32 US cents now.  

 

Government debt has fallen from 72 per cent of GDP at the end of 2002 to 42 per 

cent of GDP at the end of 2006. Rather than funding our achievements by 

mortgaging the country’s future, we have actually increased the resources available 

to future generations by significantly reducing their debt burden.  

 

The Government has successfully turned around the budget position from a deficit 

of K450 million (3.9 per cent of GDP) in 2002. The higher than expected mineral 

tax receipts in 2006 enabled the Government to introduce two supplementary 

budgets totalling K1.3 billion. Importantly, the vast majority of these windfall 

revenues were directed towards development expenditure, and have not 

contributed to increases in unproductive recurrent costs or pressures on inflation or 

interest rates. 

 

Moreover, since the launch of the Medium Term Development Strategy for the 

period 2005 to 2010, appropriated Government expenditure in MTDS priority 

areas has increased from 78% in 2005 to 88% of our development budget in 2007. 

This means that Government expenditure is increasingly directed towards areas 

where it will have the largest impact on Papua New Guinea’s poor. 

 

Our foreign exchange reserves are at record levels, currently standing at around 1.5 

billion US dollars. This provides considerable comfort regarding our external 

position. 
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Whilst the recent commodity boom has contributed significantly to these 

improvements in PNG’s macroeconomic performance, we should not 

underestimate the role the Government has played in preserving the benefits of the 

commodity boom and adopting policies that will ensure this performance is 

sustained, such as through the creation of opportunities for the private sector.  

 

Preserving the benefits of a commodity boom 

The Government is committed to embedding and maintaining the recent 

macroeconomic improvements and to the development of a healthy and vibrant 

private sector.   

 

This commitment is being delivered in part through the allocation of the windfall 

revenues to priority expenditures, including: 

• the rehabilitation of essential public infrastructure; 

• direct investment in key economic projects; and  

• the repayment of debt and other one-off obligations.  

 

These priority expenditures were identified on the grounds that they would 

preserve macroeconomic stability by avoiding further growth in recurrent 

expenditures, whilst freeing-up future resources through reduced interest 

payments.  The majority of the priority expenditure is therefore being invested in 

improved public infrastructure, which is so essential to stimulating business and 

addressing our development objectives.  This funding will see improvements to 

transport and road infrastructure, which will  

• allow individuals to engage in more trade and income-earning opportunities;  

• help the Government to deliver essential services; and  
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• allow the private sector to take advantage of new opportunities.   

 

Today I can report that the implementation plans for this priority expenditure is 

proceeding well. Whilst much remains to be done, I can assure you that the 

Government is committed to these priorities, which will ensure the recent 

economic gains are preserved for the future of our nation.  This is no small feat, 

and one that the Government should be commended for. 

 

Developments in competition policy 

In recent years we have seen considerable improvements in the services offered by 

State-owned utilities. Electricity outages are much less frequent, postal services are 

more reliable, and progress is being made towards better telecommunications links. 

Both domestic and international experience has shown that to maintain and build 

upon these improvements it is necessary to introduce competition. The 

Government has therefore taken significant steps towards the introduction of 

competition in key economic sectors.  The international aviation sector now has 

two players and some international fares have fallen substantially.  The tourism 

sector has begun to grow and, if sustained, this will mean additional income-

earning opportunities for people in rural areas.   

 

In late 2005 the Independent Consumer and Competition Commission was given 

the task of selecting two new licensees to provide mobile phone services and the 

successful bidders have been announced. We expect these licensee-designates to be 

operational by mid-October this year. 

 

The introduction of mobile competition in 2007, thereby ending Telikom’s 50 year 

monopoly, is a significant milestone which will have far-reaching economic 
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consequences because it is an input into other businesses and performs an 

‘enabling’ function throughout the economy.   

 

The introduction of competition in key sectors of the economy will create the 

impetus for wider competition in the national economy, and consequently, private 

sector development. This work gives me great hope that the benefits of competition 

will increasingly flow to the people of PNG. 

 

Sectoral Reviews 

The Government, through the ICCC, has also conducted a number of sectoral 

reviews in 2006 which aim to inform the Government’s policies in coastal 

shipping, stevedoring and aviation.  These reviews are helping to guide the 

development of stronger institutions, appropriate regulation and efficient provision 

of public services, all of which are required to support private sector development. 

 

I have recently commissioned reviews into the wholesale and retail trading sectors 

as well as the provision of fire and general insurance.  The review of wholesale and 

retail trading, in particular, fits closely with our development objectives. The 

immature nature of business activities in rural areas means that consumers are at 

times exposed to excessive wholesale and retail margins. Our objective is to 

achieve an appropriate balance of healthy returns to business and reasonable prices 

for consumers.  

 

Tariff Review 

The Government has initiated a review into current PNG’s tariff policies to inform 

our future policies. This review will involve an independent assessment of tariff 

policy. Businesses and other stakeholders will be consulted.   
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Removing impediments to business 

The Government is determined to allow the private sector to deliver economic 

growth by addressing regulatory impediments that currently constrain business 

activities. The Government set up the National Working Group on removing 

Impediments to Business and Investment several years ago to look at ways to 

lower the cost of doing business. This has had valuable results, such as efforts to 

reduce the number of days it takes to start a business.  Similarly, the Investment 

Promotion Authority’s foreign investment certification process, which deals with 

applications from foreign enterprises wishing to do business in PNG after being 

initiated in 2006, will be strengthened in 2007. 

 

Inefficient supply of services by utilities has been a longstanding concern of 

business.  A start is being made with telecommunications competition.  Other 

infrastructure industries still need to be addressed and this is still a ‘work-in-

progress’. 

 

A related impediment to business is corruption.  Recent events show that no 

country, whether a developing or economically advanced one, is immune from 

corruption, which can range from influence-peddling by lobbyists to systemic 

governance problems and petty corruption. 

 

I know the Australian business community remains concerned about corruption in 

PNG as we are.  It is an issue we will continue to resolutely address at all levels of 

the public sector and in the private sector as well. 
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The Fiscal Responsibility Act 

Many of my predecessors have stood on this stage and promised that things will be 

different in the future. Sadly, Papua New Guineans have been let down once too 

often by these hollow promises. Recognizing that reforms only deliver results for 

as long as the commitment remains, we have enshrined some of the key economic 

reforms in legislation. 

 

For example, we recently enacted the Fiscal Responsibility Act which requires the 

Government to limit its activities to core areas where there is a clear rationale for 

public intervention.  This is a significant acknowledgement by the Government of 

the essential role of the private sector and the role of Government in providing the 

environment needed for the private sector to flourish, rather than seeking to invest 

directly in economic projects, without proper justification.   

 

The priority expenditure that I mentioned a short while ago includes 270 million 

Kina for direct investments in infrastructure improvement projects. The common 

factor, however, is that this public investment has a clear and strong rationale. The 

extension of essential services such as telecommunications and electricity to rural 

districts and additional investment in the national airline, Air Niugini, for the 

expansion of its fleet is a key role for Government as we expect that it will further 

contribute to the environment for private sector investment. 

 

Gas and Petroleum sector 

Having discussed the Governments approach to investments in key economic 

projects, it is timely to provide you with a brief update on the gas and petroleum 

sector. 
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As you will be aware, the proposed Gas Pipeline Project to Australia was recently 

abandoned because of escalating costs, especially on the Australian section of the 

pipeline, which substantially eroded the expected rate of return to investors. At the 

same time, rapid changes in world energy markets provide significant new 

opportunities for gas commercialization, such as in liquefied natural gas and 

petrochemicals. These developments led to agreement by all participants in the Gas 

Pipeline Project to pursue more attractive alternatives.  

 

Let me stress that this does not mean that gas commercialization is being deferred. 

New proposals are being examined as I speak. Additional exploration licenses are 

to be granted in the Gulf of Papua. The Government remains committed to the 

commercial development of our country’s significant gas reserves, and we are 

convinced that world-scale projects can be delivered within reasonable 

time-frames.  

 

A pro-active approach by the Government is needed in this sector, but it should be 

one which ensures that commercial considerations shape the projects pursued in 

the gas and petroleum sector in the coming years. Therefore, the Government will 

continue to play a facilitating role, offering  private participants the opportunity to 

compete with each other to expedite the development of our gas sector.  

 
All of this means that there will be opportunities in this sector for investment.  

 
Given the obligations that exploration and development companies have under 

various laws, we will continue to monitor developments and ensure that private 

parties meet their commitments and, consequently, that the interests of the people 

of Papua New Guinea are well served.    
 



 

 11

While the deferral of the Gas Project is a disappointment, the development of our 

gas sector offers new and exciting opportunities for Australian business and 

industry.  I am sure the respective business councils will promote this important 

area of investment in the months ahead. 
 
Conclusion 

All of this work, - embedding macro-economic stability; the introduction of 

competition; effective regulation; the review of economically-important sectors; 

and anti-corruption measures - are part of the Government’s efforts to promote 

long-term private investment in PNG.  This work is beginning to bear fruit, and I 

expect to see even more evidence of the positive effects of structural reform, 

competition policy, and sound regulatory frameworks, in the near-future. 

 
This commitment to reform and improvements in the country’s governance and 

economic performance has not happened overnight and will require continued 

commitment and many more hard decisions.  However, the policy developments I 

have outlined today, and the macroeconomic improvements we have already 

witnessed, give me great confidence in the future of PNG’s private sector.  
 
As we all know, a national election is imminent.  In light of the clearly-visible 

benefits of our sound approach to economic management, I fully expect that the 

new Government will subscribe to these principles and will continue to implement 

them strenuously in the future. 
 
Thank you. 


