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Rebalancing and
liberalising
Page 20

As Asia’s appetite for its resources grows, PNG

is gradually rebalancing its traditional depend-

ence on Australia for trade and investment. Its

stock of FDI tripled in 2004-12, and authori-

ties are pursuing a liberalisation strategy in

non-mineral sectors, as they seek to strike 

the right balance between attracting foreign

funds and supporting the local private sector.

Sustaining growth
Page 36
Economic expansion slowed from 9.1%

in 2012 to 5.2% in 2013, but the coun-

try stands on the cusp of rapid resource-

led growth. The economy achieved 5.8%

real annual growth in the last decade

and 12 years of uninterrupted expan-

sion. Its ample mineral resources are 

of particular interest for investors. 

With its young population of 7.8m and

the start of LNG exports in 2014, growth

is set to continue in 2015 and 2016.
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Building up steam
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The near future will see the investment and con-

struction phase of the $19bn PNG liquefied nat-

ural gas project winding down and the first

shipments of gas begin to flow. The focus is

already shifting onto the next generation of

projects and the development of other oil and

gas plays, and international petroleum firms

continue to vie for a slice of future resources.
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In gold we trust
Page 120

Strong global demand for raw materials con-

tinues to fuel investment in PNG’s mining sec-

tor despite logistical challenges. While devel-

opment has slowed in recent years, several

large new mines are nearing the production

phase, and exploration work is continuing

across the country. As of July 2014, there

were 345 active mining licences, most of the

largest ones focusing on copper and gold.

Sowing optimism
Page 190

Thanks to a favourable climate, high sea-

sonal rainfall, good quality soil and low-

intensity farming methods, agriculture has

traditionally been the most consistent

contributor to the country’s economy and

its largest employer. Ongoing land reform

efforts and programmes designed to

increase yields of existing smallholder

crops should also help to facilitate growth.

On the move
Page 142

The transport sector looks to be turning

a corner as a number of substantial infra-

structure upgrades are now in full swing.

Private sector companies and outside

players like the World Bank and Asian

Development Bank have stepped in to fill

some gaps, and the government is warm-

ing to public-private partnerships, which

should create opportunities in the future.

One of a kind
Page 203

The country has a diverse wealth of

cultures and natural attractions that

can draw in visitors from all over the

globe. The government is looking to

unlock potential by investing in trans-

port and security. There is a particular

focus on tapping into the regional 

market for cruises by expanding access. 

186

187

190

194

195

197

198

199

203

210

211

213

216

221

222

223

226

228

236

238

245

246

248

249

251

252

Interview: James Lau, Managing Director, 

Rimbuna Hijau (PNG) Group

Fenced in: Efforts to reform the country’s 

land title system

AGRICULTURE & FISHERIES
Sowing optimism: Key cash crops rebound 

following market fluctuations

Viewpoint: Tommy Tomscoll, Minister of 

Agriculture and Livestock

Fresh brewed: Support grows for new cash crop

Interview: Greg Worthington-Eyre, CEO, Trukai

Industries

Interview: John Kasu, Managing Director, National

Fisheries Authority

Baiting the hook: Facilitating the expansion of

the country’s tuna industry

TOURISM
One of a kind: Efforts are being made to increase

options for travellers

Interview: Tony Honey, Owner, Tufi Resort

Special attention: Improving competition

A review of incentives: The government aims to

use tourism projects to develop rural areas

HEALTH & EDUCATION
All hands on deck: Greater government focus

and financing is helping to reform the health

care sector 

Interview: Pascoe Kase, Secretary of Health

Interview: Grant Muddle, CEO, Port Moresby 

General Hospital

A good investment: The government is working

to regain lost ground and improve overall 

performance

Interview: Joe Williams Lalie, Executive Director,

International Education Agency

TAX
PwC

Duty to state: A run-down on taxation rules

Viewpoint: Jonathan Seeto, Territory Senior 

Partner, PwC

LEGAL FRAMEWORK
Leahy Lewin Nutley Sullivan Lawyers 

Principles of legislation: Laws on the books 

promote investment and ensure regulation

Regulating climate change: A new authority to

keep tabs on the energy sector

Viewpoint: Stephen Lewin, Partner, Leahy Lewin

Nutley Sullivan Lawyers

THE GUIDE
Coral conservation: Vital studies of reefs and

marine life have taken place in PNG’s waters

A good night’s rest: Popular accommodation

options for your stay

Local listings: Useful numbers

Facts for visitors: Helpful tips for travellers



SNAPSHOT6

www.oxfordbusinessgroup.com/country/Papua New Guinea

Papua New Guinea in figures

Construction

Financial

Manufacturing

Mining

Other

Transport

Wholesale
& retail

Real estate

24.58%

19.81%

18.11%

10.85%

9.37%

5.93%

5.72%

5.63%

Proposed investment by sector, 2013

SOURCE:  Investment Promotion Authority
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 2012 2013 Change

Kutubu 14,865 15,848 6%

Moran 10,290 11,295 9%

Gobe Main 1065 982 -8%

SE Gobe 2120 1412 -34%

SE Mananda 82 67 -18%

Total Oil 28,421 29,604 4%

Hides liquids 307 325 6%

Total oil & condensates 28,728 29,929 4%

Oil production, 2012-13 (bpd)

Resources 

Agriculture 

Forestry 

Other 

78.2%

15.6%

4.5%

1.7%

Share of exports by sector, 2012 

SOURCE: Bank of Papua New Guinea
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   Cocoa Coffee Tea Copra Copra oil    Palm oil   Rubber

2009         

Total   337.3 460.3 18.4 12.4 87.9    714.3 26.0

2010         

Total   347.6 521.0 18.4 21.9 130.2    1024.7 32.4

2011         

Total   320.3 927.4 14.2 70.8 173.9   1477.4 40.9

2012         

Total   182.6 478.5 11.7 33.1 56.1   1009.9 33.1

2013         

March   6.0 46.1 3.3 0.4 8.6    241.1 4.7

Agricultural exports, 2009-13 (PGK m,  f.o.b)

SOURCE: International Monetary Fund

Financial soundness indicators, 2010-13 (%)

 2010 2011 2012 Mar-13

Capital adequacy    

Capital to risk-weighted assets 28.3 26.9 28 29.7

Tier-1 capital to risk-weighted assets 21.1 19.6 20.1 23.6

Asset quality    

NPLs to total loans  1.7 2 2 1.5

Past due loans to total loans  2.2 5.1 2.8 2.8

Provision for losses to NPLs 173.6 158.2 170.9 232.1

Earnings & profitability    

Return on assets  2.5 2.8 2.6 2.4

Return on equity  29.8 32.5 30 26

Liquidity    

Liquid assets to total assets  56.6 58.5 56.6 55.9

Loan-to-deposit ratio  49.9 46.3 46.9 48.2

Other    

Capital to total assets  13.7 12.8 13.6 14.4

Risk-weighted assets to total assets 48.5 47.5 48.7 48.4

SOURCE: 2014 Budget

 2013 2014 2015 2016 2017

Department of Transport 23.2 30.1 29.3 30 30.7

Department of Works & Implementation 1177.5 1713.0 1654.9 1691.4 1728.2

National Airports Corporation 199.5 149.7 148.7 151.5 154.4

Papua New Guinea Air Services 14.3 16.3 16.2 16.5 16.8

Civil Aviation Safety Authority  11.1 11.1 11 11.2 11.5

Budgeted gov't spending on transport infrastructure, 2013-17 (PGK m)

SOURCE: Standard & Poor's

 2012 2013E 2014F  2015F 

Nominal GDP ($ bn)  15.4 16.2 18.7 24.7

GDP per capita ($)  2152 2214 2490 3213

Real GDP growth (%)  8.1 5.5 6.2 20.6

Real GDP per capita growth (%)  5.8 3.1 3.8 17.9

Change in general gov't debt/GDP (%)  2.2 6.5 5.9 2.5

General gov't balance/GDP (%)  -3.2 -6.5 -5.9 -2.5

General gov't debt/GDP (%)  35.9 39.8 40.1 33.9

Net general gov't debt/GDP (%)  20.4 25.4 27.8 24.2

General gov't interest expenditure/revenues (%)  4.6 5.4 6.1 5.8

CPI growth (%)  2.2 4 6 6

Current account balance/GDP (%)  -50 -26.8 -1.9 12.1

Net external liabilities/CARs (%)  368 444.2 374.6 208.4

 Select economic indicators, 2012-15
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Country Profile
Mountains and rain forests contain rich natural resources

A spirit of collaboration characterises political life

The legal system is based on English and customary law

Only 40 years since independence and changes ahead



COUNTRY PROFILE AT A GLANCE

PNG encompasses an archipelago of approximately 600 small islands

Comprising the eastern half of the largest tropical

island on Earth, as well as hundreds of smaller adja-

cent islands, Papua New Guinea is home to a huge

diversity of peoples, languages and cultures, and

important biodiversity. In less than 0.5% of the world’s

landmass, the island of New Guinea shelters 6-8%

of global species, hosts one-sixth of known lan-

guages, and rivals Borneo, the Amazon and the Con-

go in terms of biodiversity, according to the World-

wide Wildlife Foundation (WWF). 

In addition, the country is an important exporter

of valuable natural resources, including gold, cop-

per and oil. It is also a key producer of agricultural

products: the nation’s cash crops include coffee, oil

palm, cocoa, coconut and, to a lesser extent, tea and

rubber. The country is also expected to become a

major exporter of natural gas in coming years, which

will provide a significant hydrocarbons boost to the

size and strength of the economy. 

PNG’s authorities regard the country as a final

frontier of resource and cultural development. The

challenges ahead for PNG will be its ability to pro-

tect its cultural and environmental heritage while

emerging into the global economy. The first shipment

of natural gas from PNG’s liquefied natural gas (PNG

LNG) project began in May 2014, and the country is

poised to become a major global exporter, with pro-

duction that will exceed 9trn cu metres of gas over

the project’s 30-year lifespan. 

GEOGRAPHY: Located in the Asia-Pacific and sep-

arated from the Cape York Peninsula in Australia by

a 160-km-wide crossing of the Torres Strait, PNG

anchors between 5-10°C south of the equator. The

Solomon Sea borders the east and the Coral Sea

stretches to the south and south-east. The country

has a geographical surface of 462,840 sq km, a

coastline of 5152 sq km, sheltered by an approxi-

mate 40,000 sq km of coral reefs and an 820-km land

border with the Indonesian province of West Papua

– formerly Irian Jaya, an ex-Dutch Colony, that has

governed the western half of the island since 1962.

Whilst the eastern half of the island of New Guinea

is the country’s mainland, PNG also governs 600

smaller islets and archipelagos off its coast, as well

as the islands of New Britain, New Ireland and the

Autonomous Region of Bougainville (ARB). 

The country is quartered into four regions, the

Highlands, Momase, Southern and New Guinea

Islands. The national capital, Port Moresby, is locat-

ed on the south-eastern coast of the mainland and

was named after Admiral Sir Fairfax Moresby, by his

son Captain John Moresby in 1873. As of 2011, Port

Moresby was home to an estimated 318,000 persons

– although estimates reach as high as 600,000 if one

includes city settlements. The population is largely

rural, though other main towns include Lae, which

has a estimated population of around 200,000, and

Mount Hagen, with about 40,000 people. The high-

lands region is located in the north and is made up

of seven provinces, namely Enga, Hela, Jiwaka and

Simbu provinces, and the Southern, Western and

Eastern Highlands provinces. 

TOPOGRAPHY: The diverse interior of the country

consists of spectacular highland valleys, lowland to

mid-montane grasslands, vast expanses of rainfor-

est, as well as ancient swamps and mangroves. Pri-

mary rainforest covers approximately 75% of PNG’s

total land area. The mainland’s backbone consists of

undulating mountain ranges and grassy lowlands

that peak at Mount Wilhelm, the highest summit,

which rises 4509 metres above sea level. Crisscross-

ing the country’s surface, acting as a lifeline in sus-

tenance and access, are a collection of waterways,

the largest of which are the Sepik, Purari, Markham,

Morobe, Strickland, Kori and Fly Rivers. 

BIODIVERSITY: Traversing New Guinea’s tropical

topography is 4.5% of the world’s known land mam-

mals. New Guinea is also home to more than 800

species of birds, and 25,000-30,000 vascular plants.

Between 1998 and 2008 at least 1060 new species

.

10

Land of distinction 
Great diversity in a small landmass
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of animal were discovered in New Guinea (an aver-

age of two a week), including: 218 plants, 580 inver-

tebrates, 71 fishes, 132 amphibians, 43 reptiles, two

birds and 12 mammals, according to the WWF.

Marked for its diversity, PNG is associated with Birds

of Paradise, harbouring 38 out of the world’s 42

known species, earning its eminent position on the

nation’s flag. Found in coastal plains of Oro Province,

PNG is also home to the world’s largest species of

butterfly, the Queen Alexandra Birdwing at 30 cm in

diameter, first discovered in 1906. The largest tree

frog, lizard, pigeons and orchid plant also call PNG

home, as do the world’s only poisonous birds and 12

of the 14 known species of tree kangaroos. 

CLIMATE: Rainfall grades decline from the extreme

north to the country’s south, with the highest aver-

age rainfall over 7000 mm per annum recorded in

Tabubil, which borders Indonesia. In comparison, an

average of just 1179 mm falls in Port Moresby each

year. PNG’s temperature and rainfall levels are sub-

ject to the region’s doldrums, the intersection of

the Inter-Tropical Convergence Zone (ITCZ), the South

Pacific Convergence Zone and the West Pacific Mon-

soon. As a result of its proximity to the equator, the

annual temperatures in Port Moresby do not vary sub-

stantially. Daily lows average 23-24°C, while daily

average highs vary between 28°C in July and 32°C in

December and January. Despite a small respite in

July and August, the humidity levels in the capital tend

to be high for most of the year. 

PACIFIC RIM OF FIRE: The 12th most disaster prone

country in the world, according to the UN World

Resources Institute, PNG is located in the notorious

“Pacific rim of fire”. It is exposed to a variety of nat-

ural risks, including earthquakes, tsunamis, tropical

cyclones, volcanoes and systemic weather risks, such

as flooding, and is strongly influenced by the ENSO

El Nino cycle. PNG has 14 active and 22 dormant vol-

canoes. According to the Humanitarian Contingency

Plan (2012) all of the dormant and 10 of the active

volcanoes are located within the Bismarck Volcanic

Arc, in the south-west Pacific Ocean. Between 1901

and 2000, there were three droughts, 18 earth-

quakes, six floods, six landslides, 10 volcanic erup-

tions, two tsunamis (the 1998 earthquake and tsuna-

mi resulted in the loss of 2182 lives), one wildfire

and three windstorms, impacting 1,734,746 people,

according to the Asian Disaster Reduction Centre. 

POPULATION: The indigenous population is prima-

rily of Melanesian ancestry and places a strong

emphasis on kinship, extended family bonds, as well

as a strong attachment on communally held land.

According to the National Statistical Office’s 2011

census results, PNGs population reached 7.3m peo-

ple dwelling in 1,424,835 houses in 2011, the last

year for which reliable figures are available. 

The number of men in PNG outnumbered women

by a wide margin, with 3.7m to 3.4m, respectively.

There was an annual population growth rate of 2.8%

from 2000 to 2011, and women could expect to out-

live men between the years 2005 and 2010, when

the average life expectancies were 63.2 years and

58.5 years, respectively, according to the UN Popu-

lation Division. Overall, the populace is fairly young,

with a median age of just under 22 years and an esti-

mated 40% of the population under 15 years of age,

according to the World Bank. Nearly 43% of the pop-

ulation inhabits the Highlands region, with 25% of

the population in Mamose, 18% in the Southern

provinces and the remaining 14% on the islands.

Approximately 87.5% of the population lives in rural

areas and primarily practices subsistence agriculture.

Sweet potato, cassava, taro, bananas, pork, fowl and

turtle are the dietary staples. 

Seafood also represents a large part of the diet in

the country’s coastal regions. Much of the hinter-

land remains remote and the country’s topography

means pockets of the population live in complete iso-

lation, operating a non-monetised economy. 

According to the National Statistics Office, the

country’s population had increased to 7.3m in 2011

from 5.2m in 2000; however, the minister of nation-

al planning, Charles Abel, recently said that the fig-

ure could actually be as high as 7.8m.

LANGUAGE: PNG is home to over 850 distinct indige-

nous languages, each spoken by communities num-

bering just a few hundred people. However, the coun-

try has only three official languages. English is the

language of government and business, and is wide-

ly spoken in urban areas. Hiri Motu, a trade language

that was spread from Port Moresby by the local colo-

nial constabulary, is spoken in the Papua side; where-

as Melanesian Pidgin (Tok Pisin) borrows from a num-

ber of domestic vernaculars, including the German

spoken in the New Guinea region. Melanesian Pid-

gin is the lingua franca of PNG.

RELIGION: Christianity first arrived into PNG in the

late 19th century by missionaries, and a near 97%

of the population were nominally Christian in the

2000 consensus. The country is highly diverse in

terms of denominational adherence and many Papua
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New Guineans combine indigenous religions with

Christianity. Roman Catholicism, which 27% of the

population follows, is the largest denomination, fol-

lowed by Evangelical Lutheranism with 20%, the Unit-

ed Church (12%) and Seventh-day Adventism (10%).

The country also has a small number of followers of

the region’s indigenous belief systems, while Islam,

Baha’ism and other faiths make up the remaining 10%

of adherents. The constitution guarantees freedom

of religion, and there is no state religion.

FEDERAL GOVERNMENT: PNG is a constitutional

parliamentary democracy. A prime minister serves

as head of the government, elected by the country’s

109-member unicameral parliament, which is itself

elected by popular vote every five years. The British

monarch, reflecting the country’s colonial past,

remains the official head of state and is represent-

ed through a local governor elected by the parlia-

ment. The role is largely ceremonial. 

LOCAL GOVERNMENT: The country is divided into

22 provinces: the autonomous region of Bougainville

(made up of Bougainville Island and a number of oth-

er adjacent islands) and the National Capital District,

where Port Moresby is located.

Each province has a provincial assembly and local

government, headed by a provincial governor. In

addition, the country has around 160 elected coun-

cils at the local level of government.

COLONIAL TIES: Recent archaeological evidence

suggests the first hunter-gather ancestors of mod-

ern Papuans arrived some 40,000 years ago from

South-east Asia, with some of the earliest known agri-

cultural activities dating back at least 10,000 years.

New Guinea was one of the final areas of the globe

to be subjugated by European colonisation efforts,

and the Europeans managed small-scale agriculture

with colonial plantations, primarily in palm oil and

coffee. In 1660 the Dutch authorities in the East

Indies declared sovereignty, though it was not until

1828 that a settlement was made on the Vogelkop,

followed by a series of claims by the British. In 1884,

the north-east of the Island was annexed by Ger-

many and the British took possession of the south-

east side, leaving the Dutch with the western half of

Papua. In WWII, the territory faced Japanese invasion

and Australian and PNG troops engaged in a partic-

ularly gruelling campaign for the island from 1941

to 1945. Following the war, and under Australia

administration, its name was changed to Papua New

Guinea in 1972 in preparation for independence,

which it received in 1975.

NATURAL RESOURCES: Peter Botten, managing

director of Oil Search, observed in his presentation

in the December 2012 Sydney Mining & Petroleum

Conference that, since 1991, over $26bn had been

invested into the oil and gas industries in PNG, with

over $6bn being invested by the oil and gas sector

in 2012 alone. Total mineral exports in 2009, exclud-

ing crude oil, were worth approximately $2.8bn, or

62% of all exports. The country will soon host a

$19bn, 6.9m-tonnes-per-annum LNG facility, which

began producing at full capacity in July 2014. The

LNG plant will allow the country to begin exporting

natural gas at a rate that is expected to increase

national export revenues three-fold. 

While minerals and hydrocarbons dominate

exports, around 85% of the country’s population is

employed in the agricultural sector, which compris-

es approximately one-third of total GDP. The coun-

try’s primary agricultural exports are coffee, tea,

cocoa, coconuts and palm oil. The country was the

world’s seventh-largest producer and third-largest

exporter of palm oil in 2008 – accounting for 1.3%

of global exports. PNG ranked as the world’s 17th-

largest producer of coffee in 2010, accounting for

roughly 0.7% of global production. In addition, accord-

ing to the National Fisheries Authority, total annual

catches of tuna averaged 482,401m tonnes per year

between 2006 and 2010, representing 11% of the

global catch on an annual basis, and 99% of which

was attributed to the purse-seine fishing method.
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While 80% of the population lives in rural areas, urbanisation is rapid

While it is a country of great cultural and geograph-

ical diversity, Papua New Guinea (PNG) has also long

been a country facing great challenges. Covering

roughly half of the world’s largest island, PNG’s trop-

ical climate has ensured this mountainous territory

is known around the globe for its thick jungles and

often-inaccessible highland valleys. 

TIPPING POINT: The nation is poised for change, with

PNG’s mineral riches and recent international invest-

ments giving it a major opportunity to move forward

through the sustainable and equitable exploitation

of its many natural resources. 

Despite its ancient cultures, PNG is still a young state,

only gaining its independence from Australia as

recently as 1975. Thus, it is a place where nation

building still continues, alongside the structuring and

establishment of a modern economy. In parts of the

country, this is also happening within a social and cul-

tural context that has only recently seen the mon-

etisation of economic activity. A huge social trans-

formation is thus under way, as urbanisation and

economic development eat away at ancient tribal

loyalties and traditional practices. Rapid change has

also left many in a tough environment, with limited

choices and few established paths to follow. Thus, PNG

faces many of the challenges confronted by other

developing nations, such as tackling poverty, crime

and corruption with a paucity of political, social and

economic infrastructure beyond the urban centres.

Yet for all these challenges, the people of PNG are

highly resilient and resourceful, inhabitants of a coun-

try that presents enormous opportunities for growth.

PNG is a country of great contrasts and spectacular

environments, and is also strategically placed between

Australasia and the Pacific. It steadfastly seeks to

leverage the many advantages this brings.

LIVING HISTORY: Some 80% of PNG’s population live

in rural areas, with this including huge rain forests,

mountains and river valleys. Indeed, the ruggedness

of the terrain is a major reason why there are some

850 different native languages in the state, as clans

and tribes have inhabited territories that are often

close – but largely inaccessible – to each other. As

recently as 1954, previously unknown populations

were still being discovered; aerial surveys that year

revealed upwards of 100,000 people living in the Tari-

Koroba region, unknown to the authorities.

The earliest archaeological evidence suggests the

territory has been inhabited for at least 40,000 years,

though there is little written history until European

explorers and merchants arrived in the 16th centu-

ry. According to historian Robert Linke, the first Euro-

pean to sight New Guinea was likely the Portuguese

navigator Antonio d’Arbreu, in 1512, although

unrecorded Indonesian and Chinese seafarers cer-

tainly arrived there first. Jorge de Menese, also Por-

tuguese, landed on the Vogelkop Peninsula in 1526,

dubbing one of the islands “Ilhas dos Papuas”, from

the Malay “Orang papuwah”, which roughly translates

to “the land of the fuzzy people”. 

The Portuguese, Spanish, French and British all left

their mark – the island of Bougainville is named after

a French explorer and Port Moresby after an English-

man. In 1906, British New Guinea was renamed

“Papua” and its administration was handed to an

independent Australia. Britain declared war on Ger-

many at the start of the First World War, on August

4, 1914, and by September 17th that same year,

Eduard Haber, the governor of German New Guinea,

had agreed to terms of surrender to the Australian

forces. Having been divided between the British and

German interests, both cultures left a mark. Howev-

er, during the Second World War the Australians

occupied the German part, Papua. Both territories

remained administratively separate, however, with

Papua governed under a League of Nations mandate,

until the Japanese invaded in 1942. 

The region became the scene of some of the

fiercest fighting during the war. After the war, Aus-

tralia established a single administration over both

Nation building is still

occurring in PNG, where

the monetisation of

economic activity has only

recently been introduced in

some areas of the country

and huge social changes

are under way.
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territories, with the whole eventually renamed PNG

in 1971. By then, a 64-member House of Assembly

had been installed and elections held. Neighbouring

West Papua had also become an Indonesian province,

with efforts by parts of the ethnically similar popu-

lation there to secede – which have sometimes

descended into armed conflict – a continuous pres-

sure on PNG. Nonetheless, since a 1973 agreement

on borders, PNG has refused to allow itself to become

a base for separatists next door.

In 1975 PNG became independent from Australia,

with Sir Michael Somare the first prime minister. Sep-

aratism within PNG then became an issue, with the

island of Bougainville declaring independence. A pro-

longed armed struggle eventually began on the island,

plaguing the country until the Burnham Truce was

eventually signed in 1997. This was followed by a

peace agreement in 2001, with a great deal of auton-

omy granted the island and the promise of a refer-

endum on its future to be held 10-15 years later. In

2005 Bougainville elected its first government, head-

ed by former separatist leader Joseph Kabui.

In Port Moresby, meanwhile, independence had

been characterised by a succession of short-lived

governments. Since 1977, 12 governments have been

elected, with only one serving its entire term. Votes

of no-confidence were frequently resorted to, prompt-

ing the government of Sir Mekere Morauta to intro-

duce the Organic Law on Political Parties and Can-

didates, which limited these votes while also making

it more difficult for deputies to change parties (sud-

den mass-defections had been a major feature of

many no-confidence votes). Morauta’s government

also ended the previous first-past-the-post electoral

system in favour of a limited, preferential voting (LPV)

system, which has been in use since 2007.

Government is usually by coalition, with no party

able to form a majority alone. This is a reflection of

the huge diversity in the country and the historical

independence of tribal groupings. Tribal loyalties are

still strong in the Highlands, with candidates for par-

liament tending to be tribal leaders. In urban areas,

recent years have seen the emergence of organised

criminal gangs, know as raskols, which have strong

local followings, but no direct political authority. 

Religion is seldom a basis for political division, as

the country is predominantly Christian. While there

are 850 languages, only three have official status: Eng-

lish, Melanesian Pidgin, and Hiri Motu. Basic demo-

cratic freedoms, like assembly and free speech, are

widely exercised and media ownership diversified.

The country also has a range of local and interna-

tional non-governmental organisations.

HEAD OF STATE: The Head of State of PNG is Her

Majesty Queen Elizabeth II, with PNG a member of

the Commonwealth. The British monarch exercises

authority in PNG via the person of the Governor Gen-

eral (GG), currently Michael Ogio. The GG is nominat-

ed by the PNG parliament, and appointed by the

monarch following a simple majority vote for a first,

six-year term, and a two-thirds vote for the second,

with no more terms possible. The GG’s powers are

largely ceremonial, although while acting on behalf

of the monarch, the GG must also approve the

appointment of the prime minister. This became con-

troversial in the 2011-12 political crisis, when there

were two rival claimants to the position of premier.

GG Ogio first recognised the appointment of Peter

O’Neill as prime minister, then, when faced by a Con-

stitutional Court ruling that Sir Michael Somare should

still be premier, reversed this decision. Parliament,

which supported O’Neill, then responded by recog-

nising Parliamentary Speaker Jeffrey Nape as GG, a

move that was later also overturned, with Ogio then

re-recognised as the GG. The GG has the power to

appoint the Chief Justice of the Supreme Court, on

the advice of the prime minister, and other chief

judges, on the advice of a judicial commission.

EXECUTIVE POWER: The main executive authority

thus lies with the government, headed by the prime

minister, who is usually the leader of the largest

grouping in parliament. PNG uses a Westminster

model, yet with a significant difference – PNG has a

unicameral assembly. The prime minister appoints

the cabinet, with the prevalence of coalitions mean-

ing that ministerial posts are distributed across par-

ties. The cabinet has decision- and policy-making

responsibilities, with 33 members appointed after

the August 2012 general elections. The large size of

the cabinet may be in part explained by the coalition

nature of governments, with large numbers of par-

ties often brought into the government, with a cab-

inet position a reward. The current prime minister is

Peter O’Neill. The cabinet was most recently reshuf-

fled in March 2014, and the finance and industrial

relations ministers were replaced.

LEGISLATIVE BALANCE: The unicameral parliament,

known as the National Parliament of PNG, had 109

members, all elected for five-year terms, until recent-

ly. Some 89 of these were elected from single-mem-

ber constituencies and the remaining 20 from the
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Tribal leaders tend to have political authority in the highlands, while urban areas have political parties

PNG has been governed by

12 separate governments

since 1977, with changes so

frequent that only one

administration has served

for its full term.
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provinces. Two more deputies were added to the

total after the 2012 elections. Under the LPV system,

electors nominate the top three, with the vote trans-

ferred among them as candidates are eliminated.

The most recent general election was in 2012, with

O’Neill’s People’s National Congress Party (PNCP)

emerging the largest party, with 27 seats. Next largest

was the Triumph Heritage Empowerment Rural Par-

ty (THERP), which gained 12 seats, then the Papua

New Guinea Party (PNGP), with eight seats. Somare’s

National Alliance Party (NAP) won seven seats, clear-

ly badly affected by the defection of former NAP

members, led by Don Poyle, who formed the THERP.

Some 17 other parties also managed to gain at least

one seat in the new parliament, and 16 independ-

ents were also elected. The PNG Electoral Commis-

sion oversees elections and balloting is usually char-

acterised by challenges both before and after the

proceedings, with the EC thus taking on a crucial role

in determining the legitimacy of the electoral process.

Those elected at the provincial level have, since

1995, also automatically become provincial gover-

nors, unless they accept a cabinet appointment, in

which case one of the members of parliament or

constituency-based deputies from the province takes

the provincial governor position. The parliament

debates bills presented by the government, or by

members, with committees also having the power to

scrutinise proposed legislation. As there is no upper

chamber, the legislative process both begins and

ends in the National Parliament.

LOCAL LEVELS: PNG is divided administratively into

22 provinces, one autonomous region and the Nation-

al Capital District (NCD) of Port Moresby. In addition,

the country is also divided into four regions, with

these having no independent authority, but represent-

ing strong cultural and historical identities. 

The four regions are: the Highlands, which contains

seven provinces; the islands, which includes the

Autonomous Region of Bougainville (ARB) and four

other provinces; Momase region, which contains four

provinces; and Papua, in which the NCD is located,

along with five other provinces. Beneath the provin-

cial level are some 89 districts, with the number of

these varying according to the size and make up of

the province. Each district in turn subdivides into a

number of local level governments (LLGs), with a

total of 325 of these nationwide. The LLGs then break

down into wards and finally census units. 

There are elections every five years at the provin-

cial and LLG level, although the amount of political

authority granted to local government in PNG is, with

the exception of Bougainville, limited, particularly

since a major reform in 1995. The substitution of the

winner of the provincial seat in parliament for the

previously elected provincial governor was one out-

come of this reform. In 2006 another reform removed

LLG presidents from the provincial assemblies, where

they had previously held seats. A lack of capacity at

the local level, alongside conflicts between nation-

al and local representatives, were the main causes

of the reforms. Local government remains the sub-

ject of efforts by the government and international

non-governmental organisations to build capacity

and boost service delivery. Provinces can, however,

levy taxes, and have responsibility for education,

industrial promotion and business development. The

LLGs can also obtain grants from the national gov-

ernment to cover their costs. The LLGs have a role

in environmental protection, sewerage and roads.

JUDICIAL POWERS: The legal system in PNG is based

on English law, alongside customary law, with the

constitution the fundamental document. The Supreme

Court (SC) is the highest court, as well as the final

court of appeal and the constitutional court. The

chief justice of the SC is also the chief justice of the

National Court of Justice (NCJ), which is the highest

trial court and the court of appeal for the lower dis-

trict courts. The NCJ also has jurisdiction in appeals

arising from administrative decisions. The SC may

hear appeals on NCJ decisions, while also judging the

constitutionality of laws, bills and other instruments

being debated or passed by parliament. It has had a

crucial role in recent times too in the political arena,

most noticeably during the 2011-12 political crisis,

when its decisions were the source of much contro-

versy. Decisions of the SC, however, are legally final.

OUTLOOK: While PNG’s history since independence

has often seen divisions among rival parties, it has

also seen some remarkable collaboration. O’Neill and

Somare decided to join forces following balloting in

2012, voicing a commitment to stability and coop-

eration. Indeed, there is a strong culture of demo-

cratic governance and peaceful transfer of power, 

and a welcoming attitude to international invest-

ment and assistance. All parties want to see PNG’s

resources developed to achieve a new economic lev-

el. Many challenges remain, with poverty, corruption

and crime leading issues for the government to tack-

le. Yet, as PNG gears up for its 40th anniversary since

independence, the future now holds much promise.
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The nation’s 20 provinces share certain powers with the capital

There are four regions in

the country, identified as

such on the basis of

cultural and historic

identities: the Highlands,

the islands, Momase and

Papua. 

The legal system is based

on English law, with

customary law being

practised alongside. The

authority of the law is

derived from the nation’s

constitution.
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Prime Minister Peter O’Neill

How is the economy likely to respond to lique-

fied natural gas (LNG) coming on stream in Papua

New Guinea for the very first time?

O’NEILL: Abundant resources of hydrocarbons and

minerals gave PNG opportunities in the past. Unfor-

tunately, those huge surpluses were not fully used

for the benefit of our people, mainly due to bad

management and poor leadership. It is the third time

that history knocks at our door and this administra-

tion is fully aware that we cannot miss this oppor-

tunity once again. Without digging into the past

much longer, I can say that the country has matured

in many of its management aspects, not only on a

macroeconomic level, but also in public service deliv-

ery and political affairs. Of course much remains to

be done, but we all feel that things are coming

together in PNG and that, finally, we are working

together as a nation. 

All in all we are in a much better position now

than we were 15 or 20 years ago when we became

an oil-producing nation. Inflation and interest rates

are stable, but, moreover, we now enjoy a stable

government and parliament with a solid majority.

We are aware that time has arrived for us to take

some historical actions. 

How is the government planning to rebalance the

country’s distribution of wealth and bridge the

gap between the haves and have-nots? 

O’NEILL: One could argue that Papuan New Guineans

are wealthy in their own right since they have own-

ership of the land, but, clearly, that is not enough as

we are not in the business of chasing easy solutions.

The role of the government is to build bridges so to

speak, making sure that people receive the right

training and have access to capital and skills that can

create employment opportunities in the future. In

practice it means allocating funds where it matters

the most, which in PNG are the rural communities,

given that these areas account for 80% of the pop-

ulation. As much as 20% of our entire budget was

allocated to provinces, districts and rural communi-

ties in 2013 in order to reform the educational and

health systems and improve law and order. 

The same is true for 2014. These are basic issues

for any administration, but here in PNG, incredibly

enough, it has never been done systematically. 

For the first time in a number of years these poli-

cies are having a direct impact on the standard of

living of our people, which creates enthusiasm and

a sense of belonging that is fundamental for achiev-

ing our national goals. 

Does PNG need political or business leadership

in order to realise its full potential?

O’NEILL: A political leader should have a very clear

idea of where they are heading and the rest will just

follow if they feel that the direction is right. We as

an administration are trying to provide this leader-

ship, especially by making sure that the government

stays focused in the process. 

Too many times in the past we seemed to have set

our course as a nation, but then got lost along the

way. I suppose that coming from the private sector

has given me that discipline, as it allows one to get

used to the ups and downs that are inevitable along

the way. Any businessmen will relate to that, I am

sure. My goal as a prime minister is to bring these

best practices into the government as well. 

To what extent can the private sector contribute

to the achievement of government goals? 

O’NEILL: The private sector is quite resilient in this

country. This was proved during the difficult years

of the global financial crisis, or, more recently, fol-

lowing the slump in world commodities’ prices. 

Despite these global downturns, our economy has

continued to grow at an exceptional pace and the

private sector has a lot to do with it. My hope is that

now they can see the consistency in the govern-
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ment’s policies, which are set to promote the pri-

vate sector as an engine of growth, especially by

supporting public-private partnerships and small

and medium-sized enterprises. 

In the 2014 budget for instance, we have not intro-

duced any new taxes on salaries and wages, and

review of the of the PNG taxation system is still ongo-

ing. The Central Bank and Treasury are issuing treas-

ury bills to fund the deficits. 

Confidence within the private sector is currently

as high as it has ever been. Returns on investments

remain significant, despite the overall limitations of

the market place. 

What level of economic diversification has been

achieved, and what mechanisms and sectors are

expected to help sustain growth?

O’NEILL: First of all, we will have to maintain a GDP

growth rate of 6% in 2014, meaning that all sectors

of the economy will need to perform strongly, includ-

ing agriculture and manufacturing. This is achievable,

especially if we implement the programmes that we

set forward in the 2013 budget. 

When we came to power in 2012 we realised that

the entire public service machinery was on the verge

of collapsing and making them understand our goals

has been a challenge in itself. I recognise that imple-

mentation in infrastructure development has been

slow, as we often had to go back to the drawing

board for many of these projects; however, a num-

ber of these will be coming on-line in 2014. 

In 2014, we should expect a lot of activities that

are not strictly related to the PNG LNG project, which,

after all, represents only 3% of our GDP. 

The fact that the project has nearly been complet-

ed does not surprise us. We have planned our budg-

et accordingly, giving significant priority to other

sectors of the national economy in order to sustain

growth, especially by investing in infrastructural proj-

ects in agriculture, tourism, health and education. 

Where do you envision PNG to be economically

positioned 10 or 15 years from now within the

South Pacific region? 

O’NEILL: First of all I would like to see our people

finally enjoying a good standard of living; we should

become a population that is highly literate and can

count on a reliable health sector. I want Papua New

Guineans to be proud of this country, and confident

of its position within a new world order. 

This is probably one the last societies in modern

time that has jumped from a traditional way of liv-

ing into modernity in a single generation. 40 years

since independence, we had Papua New Guineans

piloting an Airbus A380, the world's largest passen-

ger airliner, while our scientists made headways in

top universities around the world. If we could have

achieved that much in such a short time in the past,

I do not see why we cannot achieve those changes

that are needed to transform this country into a

major regional player, especially considering that

we have now a much bigger economy at our dispos-

al. As the largest Pacific Island country, we look for-

ward to sharing our experiences and natural

resources with our neighbours. 

We are highly focused on increasing trade and

investment with the rest of the world and other

Asia-Pacific Economic Cooperation (APEC) member

countries to enable a quality standard of living. I

strongly believe that the APEC community can do

much more to address the issues of climate change

and provide sustainable measures for the smaller

island economies. Younger generations of Papua

New Guineans are coming out of villages with a

hunger for knowledge, eager to enjoy what the rest

of the world takes for granted, but I would like to

see them becoming better citizens in the process as

well. We are coming late into the game and perhaps

we will keep making mistakes along the way, but 

we truly hope to make this country a better place.

After all, we have the resources and the will to do so. 
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Government incentives aim to boost local SME numbers 

Asia-Pacific ties expected to foster new cooperation

Legislative changes closely tracked by investors



TRADE & INVESTMENT OVERVIEW

The stock of FDI grew 200%, to 30% of GDP, from 2004 to 2012

In Papua New Guinea’s small economy, trade and

investment flows play a determining role in both

growth and macro-economic stability. The economy

is gradually rebalancing its traditional dependence

on its southern neighbour Australia for both trade

and investment, leveraging on Asia’s continued

appetite for its natural resources. While lower inter-

national commodity prices are impacting the pipeline

of projects in the traditionally dominant mining sec-

tor, PNG’s emergence as a major liquefied natural

gas (LNG) exporter in 2014 has attracted global

attention – with a second landmark LNG project mov-

ing towards a final investment decision in 2016. 

Meanwhile, the authorities are pursuing a more

active strategy to liberalise trade and investment

flows in non-mineral sectors such as fisheries and agri-

culture, with partners further afield including the EU.

Improving the business climate is high on the agen-

da, just as the government seeks to strike the right

balance between attracting foreign funds and sup-

porting growth in its domestic private sector. 

INVESTMENT TRENDS: Bolstered by investment in

its abundant natural resources, growth in the stock

of foreign equity holdings has outpaced, and indeed

driven, broader economic growth in the past decade.

While GDP rose 138.6% to PGK32.67bn ($13.28bn)

between 2004 and 2012, the stock of foreign direct

investment (FDI) grew 200% to PGK9.79bn ($3.98bn),

or 30% of GDP, in the same period, according to Bank

of PNG (BPNG) figures. Nominal inflows of FDI received

a significant boost from construction on the PNG

LNG project, with inflows of $1.38bn, $554m, $1.02bn,

$1.88bn and $904m from 2009 to 2013, according

to the IMF. Figures for net outward capital flows how-

ever, have proven more erratic, with net inflows in

2009 of $423m, $29m each in 2010 and 2012, but

net outflows of $309m in 2011, according to figures

from the UN Conference on Trade and Development.

These figures remain of poor quality however,

“because of major deficiencies in data collection”,

according to the IMF’s 2013 Article 4 consultation.

Indeed, a share of FDI flows is categorised as net

external liabilities, thereby under-valuing the stock

of existing investment. The rapid build up in net exter-

nal liabilities, from 81.6% of current account receipts

in 2006 to 444.2% in 2013, according to Standard &

Poor’s, reflects the financing of the PNG LNG proj-

ect. These are thus expected to worsen to 193.3% by

2016, according to the global ratings agency. 

GEOGRAPHIC SPREAD: Despite data inadequacies,

southern neighbour Australia stands out as the sin-

gle largest investor in PNG, with Australia’s Depart-

ment of Foreign Affairs and Trade reporting total

investment of $17.86bn in the country in 2013. Indeed,

its share of inward FDI grew from 52.6% to 58.1%

over this span, BPNG data show. A significant por-

tion of this is focused in hydrocarbons and mining,

with Australian firms including Santos, Highlands

Pacific and Oil Search, but global multinationals have

also channelled their investments through their Aus-

tralian subsidiaries, including Coca-Cola Amatil, Nestlé

Australia and Campbell’s Australia. 

Given that BPNG figures do not reflect the ultimate

beneficial investor, which explains the US’s low share

of 0.5% of inward FDI stock in 2012, despite Exxon-

Mobil’s large investment in PNG LNG, the Bahamas

features as the fourth-largest investor, with 1.9% of

the 2012 FDI stock. The fastest-growing source of

investment in the past decade was from Japan how-

ever, whose share of the total FDI stock rose from 3.4%

to 17.5%, driven by investments by Mitsubishi and Nip-

pon Oil. Other top investors in 2012 included the UK

with 2.1%, Singapore and Malaysia with 1.7% each,

Canada with 1% and the US with 0.5%.

Figures from the Investment Promotion Authority

(IPA) tracking new foreign investment commitments

reveal a more balanced picture, however. The most

significant sources of new commitments in 2013

came from Malaysia, Australia and China, with 24.1%,

22.7% and 20.7% of the total, respectively, while the

While Australia remains the

single largest investor in

the country, with total

investment of $17.86bn in

2013, Japan has been the

fastest-growing source of

investment in recent years,

with its share expanding to

17.5% as of 2012.

Construction of the PNG

liquefied natural gas

project has helped to raise

the country’s profile in

recent years, with

investment inflows of more

than $5.7bn between 2009

and 2013.
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British Virgin Islands accounted for another 10.9%.

Chinese state-owned enterprises in particular have

dominated the investment make-up, with China Har-

bour and China Railway Construction Corporation

active in infrastructure construction, with the latter

winning most of the contracts for the 2015 Pacific

Games. China’s single largest investment in PNG,

meanwhile, the $1.5bn Ramu nickel mine, was devel-

oped by the Metallurgical Corporation of China. 

SECTOR FOCUS: Inward investment has increasing-

ly been driven by the minerals sector, including oil

and gas, whose share of the total stock rose from 71%

to 87.4% between 2004 and 2012, according to BPNG.

This has largely been at the expense of investments

in agriculture, whose share fell from 6.2% to 2.2%

based on just 12.4% growth in total investment, to

PGK219m ($89m), over the eight years. Likewise,

investment in manufacturing fell from 6.8% to 4%,

while that in financial services more than halved from

3.7% to 1.4%. Statistics from the IPA reveal that the

largest share of new FDI in 2013, some 24.6%, tar-

geted the construction sector, outpacing that in

financial services, manufacturing and mining, which

accounted for 19.8%, 18.1% and 10.9%, respectively.

Although investments in energy made up just 1% of

new commitments in 2013, the announcement of a

second planned LNG project will provide a boost. 

In December 2013 French oil major Total

announced its acquisition of a 61.3% stake in the Elk

and Antelope gas fields from InterOil, although this

was reduced to 41.1% after Oil Search opted to buy

a 22.5% share. Total paid $613m to InterOil upon

completing the deal, promising to pay an additional

$112m upon a final investment decision on the LNG

plant in 2016 and another $100m once LNG exports

come online at decade’s end. 

Although preliminary plans are for a 3.5m tonnes-

per-annum (tpa) LNG facility, the consortium will

invest in additional exploration up until 2016 to secure

gas reserves, with Total agreeing to pay between

$1.5bn and $5.3bn for certified gas reserves in excess

of the current 3.5trn cu ft. A third potential LNG proj-

ect, meanwhile, has seen Talisman Energy and Hori-

zon Energy conclude a $280m strategic partnership

with Mitsubishi in 2012 to conduct further exploration

on several gas formations in Western Province. Esti-

mations of proven reserves range from 2trn to 4trn

cu ft for 2015, which could support a new LNG proj-

ect with an initial capacity of approximately 3m tpa.

TRADE FLOWS: Movements in PNG’s trade patterns

mirror the growing diversity in the sources of inward

investment. The country is the largest exporter among

Pacific Island states, accounting for roughly 80% of

the region’s total in 2012, according to the banking

group ANZ, and has thus benefitted from a surge in

the region’s external trade. Indeed, average growth

in regional trade rose from the low single-digits in

the 1980s and 1990s to around 15% in the decade

up until 2013, according to the bank. 

Riding the global upswing in commodity prices,

the value of exports rose from 40% of GDP in 2002

to 51% in 2012, according to the Asian Development

Bank (ADB) – well above the region’s 30% average. 

The value of exports (fob) went up by 53.3% to

$6.9bn between 2009 and 2011, before falling back

to $6.1bn in 2012 and a forecast $6bn in 2013, accord-

ing to the IMF. Given domestic production constraints

the PNG LNG construction phase drove large rises in

imports, which more than doubled in value (cif) from

$3.3bn in 2009 to $7.4bn in 2012, before falling back

to a projected $5.4bn in 2013. 

Export growth was largely driven by commodities,

with gold, copper and oil accounting for roughly two-

thirds, according to the ADB. The Ok Tedi copper and

gold mine alone accounts for 26% of export earn-

ings, although declining production is forecast to

reduce this to 4% by 2030, according to ANZ (see Min-

ing chapter). The share of natural resources rose

from 75% of total exports in 2002 to 78.2% in 2012,

while that of agricultural goods rose marginally from

15.1% to 15.6%, according to BPNG figures. Exports

of forestry goods, meanwhile, the third source of for-

eign earnings, fell from 6.5% to 4.5% in this span. 

KEY PARTNERS: The lion’s share of mining and petro-

leum products are exported to Australia and Japan,

which together account for around 75% of total

exports, while forestry products comprise 65% of

exports to Asia, with coffee, cocoa and fisheries

accounting for the balance, according to the ADB. 
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Main export destinations Share of total exports

Australia 32%

Japan 7%

China 6%

Main import destinations Share of total imports

Australia 37%

Singapore 14.10%

Malaysia 9.10%

Major trade partners, 2012

The local hydrocarbons industry has increased its share of the country’s total investment stock to 87.4%

Movements in PNG’s trade

patterns mirror the

growing diversity in the

sources of inward

investment. The country is

the largest exporter among

Pacific Island states.
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While trade is still dominated by Australia this

reliance is gradually decreasing, with its share of

exports falling marginally from 45.7% in 2003 to 44.5%

in March 2013, and that of imports from 54.8% to

42.2%, as per BPNG figures. Exports to Japan regis-

tered the sharpest increase, rising from 12.8% of the

total in 2003 to 20.6% in 2012, at the expense of sales

to South Korea and China, which fell from 5.4% to 1.3%

and 6.7% to 4.8%, respectively, over the same period. 

Meanwhile, exports to the EU, which is PNG’s sec-

ond-largest trading partner, rose nearly four-fold

from €264m ($359.7m) to €987m ($1.34bn) between

2002 and 2012, according to EU trade figures. Most

of this growth was driven by non-mineral goods,

seafood, coffee, cocoa, tea, vegetable oils, spices and

rubber, particularly, according to the ADB. 

Based on BPNG data, non-mineral exports, main-

ly coffee, cocoa and fisheries, were the main drivers

of more modest growth in exports to the US, which

rose from PGK181m ($73.6m) in 2004 to PGK212m

($86.2m) in 2012. In 2H 2014 however, as LNG exports

ramp up, trade with Japan, China and Taiwan is likely

to rise dramatically given long-term sales agreements

with Osaka Power, Tokyo Electric Power, Sinopec and

Taiwan’s CPC, with the IMF forecasting 20% year-on-

year growth in total exports to $7.2bn in 2014. 

Over the long term, a 2013 report by ANZ and Port

Jackson Partners estimates commodity exports could

rise four- to six-fold in value to between $23bn and

$36bn annually by 2030, if current mining and hydro-

carbons projects are completed. Such forecasts are

based on projected investment of between $112bn

and $170bn both in new natural resource projects

and infrastructure required to support broader-based

growth in non-mineral sectors, according to the study. 

GRADUAL LIBERALISATION: Already an open econ-

omy with average most-favoured-nation tariffs of

2.5%, according to the World Trade Organisation, PNG

is using a more active trade and investment policy to

further lower tariffs with key partners. It will also

need to complete ambitious infrastructure invest-

ments to lower non-tariff barriers. 

Through the Melanesian Spearhead Group, PNG

maintains duty-free trade arrangements with Fiji,

Vanuatu and the Solomon Islands. It has also gradu-

ally expanded its network of dual-taxation treaties

to seven countries, with New Zealand and Indonesia

signing up in 2012 and 2013, respectively. 

Although the region is also negotiating a broader

multilateral trade and cooperation agreement with

Australia and New Zealand, known as the Pacific

Agreement on Closer Economic Relations Plus,

progress has so far been slow. The minister for trade,

commerce and industry, Richard Maru, indicated in

2013 that the main focus of trade liberalisation would

be with the Pacific region rather than broader agree-

ments. Nonetheless, in March 2014 PNG signed an

economic cooperation treaty with Australia (see analy-

sis) aimed at expanding bilateral trade and investment.

The deal includes commitments for $528m in bilat-

eral aid in 2014, alongside $420m in aid over four

years to 2017 as part of a Regional Resettlement Pro-

gramme of asylum seekers on Manus Island. 

SETTING KEY BENCHMARKS: Further afield, PNG

became the first Pacific nation to conclude an inter-

im Economic Partnership Agreement (EPA) with the

EU in 2011. Under the EPA, supported by €6m

($8.17m) in EU technical assistance, PNG has gained

duty-free access to the common market, and the

requirements for rules of origin were relaxed to allow

for processed fish caught outside its territorial waters

to enter tariff-free. With the South Pacific account-

ing for 60% of annual catches globally, PNG stands

to gain significantly from new investments in fisheries

processing, expanding exports to key European mar-

kets such as Germany, the UK and the Netherlands

for canned tuna, and Spain and Italy for loin exports

(see Agriculture & Fisheries chapter). 

Despite power generation constraints, four new

canning factories came on-line in Madang from mid-

2013, adding to the three existing plants in the Lae

region operated by RD Tuna of the Philippines and

International Food Corporation of Malaysia. Asian

22

Resources 

Agriculture 

Forestry 

Other 

78.2%

15.6%

4.5%

1.7%

Share of exports by sector, 2012

SO
U

RC
E:

 B
an

k 
of

 P
ap

ua
 N

ew
 G

ui
ne

a

Infrastructure investment is expected to support non-mineral growth

Exports to the EU, the

country’s second-largest

trading partner, increased
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$359.7m to $1.34bn

between 2002 and 2012.
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investors are developing the new plants, including

South Korea’s Dong Wong, China’s Hailisheng, Nam-

bawan Seafoods, Fairwell Fishery Group of Taiwan, and

a joint venture involving Thai Union Frozen and Philip-

pines-based Century Canning. The US-based Tri

Marine International is also participating in a joint

venture with RD Corporation and Fairwell. 

ZONING: The development of a fisheries cluster

around Madang fits into a broader government strat-

egy on special economic zones (SEZs). The authori-

ties have already extended incentives for fisheries

processors, including full, accelerated depreciation

deductions for new fishing and processing equip-

ment, and three-year corporate income tax holidays

from the start of exports, with additional reductions

over the subsequent four years. The International

Finance Corporation has provided technical assis-

tance since 2008 on a legislative framework for SEZs,

submitting a draft to the Department of Trade, Com-

merce and Industry (DTCI) in 2010. Although the draft

legislation, still under parliamentary consideration

in 1H 2014, was originally drafted for the Pacific

Marine Industrial Zone in Madang, the authorities have

expanded their efforts. The zone, backed by a $72m

loan from the Export-Import Bank of China, was

renamed in 2013 to Madang Industrial Centre, broad-

ening the scope of activities beyond fisheries, while

other zones such as the Sepik Plains SEZ were pro-

posed under the 2014 budget. In January 2014 AWAL

Impex International of the UAE announced plans for

a new free trade zone on Manus Island, with aims to

invest roughly PGK2.4bn ($975.6m) in telecommu-

nications, oil and gas, and construction and infrastruc-

ture, although details of the plan remain unclear. 

BUSINESS CLIMATE: Alongside efforts to carve out

export-processing zones, the government is imple-

menting more extensive reforms and streamlining

investment procedures. Notwithstanding, the local

environment remains challenging, with PNG down

five places to 113th in the World Bank’s 2014 “Doing

Business” report, while ranking 132nd among 178

nations measured on the Heritage Foundation’s (HF)

“2014 Index of Economic Freedom”. The greatest

bottlenecks are in the provision of hard infrastruc-

ture, as well as corruption and investment freedom. 

The density of the road network for instance, at

0.065km per sq km of land, is much lower than in peer

economies, while only a third of the road network is

of ‘good quality’, according to ANZ. Congestion and

low efficiency at the main ports of Lae, Port Mores-

by and Madang, meanwhile, which operate at capac-

ity, is another challenge, with port turnaround times

three-times longer than at Australian container ports.

Air transport costs also constrain logistics, with

domestic flights twice as costly per kilometre com-

pared to within Australia, whereas international flights

to Asian cities are almost 10 times more expensive.

Further, with only 12% of households connected to

the grid, businesses must rely on back-up generators.

Notwithstanding, PNG can improve its standing.

According to ANZ, while the country ranks 73rd in a

survey of global resources investors, it would rank third

behind Mongolia and Canada if land use restrictions

were resolved and “best practice” were implement-

ed in key policies. Legislative efforts to reform the

traditional land use system, which awards significant

power to landowner groups in a country where 97%

of land titles are customary, have been slow. 

Yet the authorities are moving to electronic solu-

tions for key investment and trade processes. In

November 2013 the IPA launched its online business

registry, providing for remote business registration

and online searches of the companies registry. The

Internal Revenue Commission and PNG Customs are

also moving to collocate their registry with the IPA’s

online platform, as part of a 2013 agreement that

should reduce transaction costs. The IPA estimates

that the introduction of free automated online search-

es will reduce the cost to the private sector by

PGK3.6m ($1.46m) annually. The Customs service is

also introducing e-payments, facilitated by the tran-

sition to an automated real-time gross settlement 

system between banks and government agencies. 
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Having shifted to electronic manifests in early 2010,

the service is reducing the number of documents

required in 2014. “The government has recognised

the importance of the Customs service as a key trade

facilitator by increasing our budget in 2014,” Ray

Paul, a PNG Customs services commissioner, told OBG.

“We are seeking to reduce the number of import

documents from the more than 10 required current-

ly and, in cooperation with the central bank, intro-

duced e-payment in early 2014.”

DOMESTIC SUPPORT: DTCI has also become more

active in proposing legislative changes. In August

2013 Parliament revised the 1998 Takeover Code,

providing for a national interest test for any merger

or acquisition involving a foreign entity (see analy-

sis). DTCI also supported revisions to the 1997 Com-

panies Act, enacted by Parliament in February 2014

and modelled on New Zealand’s 1993 Act. 

The reform simplifies the business registration and

filing procedures, while moving the registration and

annual reporting systems online via the IPA. There have

been calls for additional reforms to further stream-

line reporting requirements. 

“The priority should be to revise the 1992 Invest-

ment Promotion Act: since all companies who apply

for approval from the IPA receive it, albeit with some

delay, this means the system amounts to a formality

that could be simplified,” John Leahy, a partner at

Leahy Lewin Nutley Sullivan, a local legal group, told

OBG. “For instance the requirement to provide a busi-

ness plan at registration and six-monthly reports

thereafter could conceivably be waived.”

Reforms of investment procedures are aimed at

assisting local small and medium-sized enterprises

(SMEs) as much as for foreign investors. Since 2013

in particular, DTCI has led efforts to protect and sup-

port indigenous SMEs. Having introduced a nation-

al interest test administered by the Securities Com-

mission in mid-2013, DTCI will be publishing a new

SME policy in 2014. The master plan will be widerang-

ing, including a list of businesses restricted to local

ownership, including in agriculture and media, nation-

al content requirements, a foreign investment review

board, and a dedicated SME Act offering tax incen-

tives. Building on a 12-point stimulus package

launched in 2012, which included financial support

and subsidised lending for SMEs, the new policy aims

to grow the number of SMEs ten-fold, from 50,000

currently, by 2030 (see Banking chapter).

TRANSPARENCY: While such measures to support

private investment are an important step, the author-

ities are also tackling structural challenges linked to

traditionally poor transparency and accountability

by strengthening checks and balances. 

Efforts to improve the quality of spending and pub-

lic service delivery will play a key role in improving

the outcome of increases in public spending (see

Economy chapter). Yet in a country ranked 144th in

Transparency International’s “Corruption Perceptions

Index” in 2013, the significant decentralisation of

public spending since 2012 through the provincial

and district Service Improvement Programmes pos-

es challenges of accountability. 

In November 2013 the government announced

plans for a constitutional amendment to establish an

Independent Commission Against Corruption by mid-

2014, replacing the existing anti-corruption Task-

force Sweep. As a key means of ensuring the trans-

parency of SIP-level spending, the government

amended the organic law on provincial and local gov-

ernments in early 2014 to create district-level devel-

opment authorities. Amidst broader efforts to improve

public-sector accountability, PNG was admitted as a

candidate country by the Extractive Industries Trans-

parency Initiative (EITI) in March 2014, with its first

audit report due within two years. “EITI membership

provides a unique vehicle to demonstrate the gov-

ernment’s determination to improve revenue trans-

parency and integrity, and supports the larger goals

of fighting corruption, which is perceived to be per-

vasive and imposing significant drains on scarce pub-

lic resources,” according to the IMF’s 2013 Article 4

Consultation. Although the government’s institution-

al capacity for implementing reforms remains limit-

ed, there is major support for greater transparency

led by the Department of Treasury, which is also steer-

ing the creation of the new sovereign wealth fund in

2014 (see Economy chapter).

OUTLOOK: Highly dependent on trade and invest-

ment for growth, PNG is exposed to movements in

global commodity prices. While the pipeline of poten-

tial mining and hydrocarbons projects is significant,

the authorities are using more assertive policies both

to develop the non-mineral sectors and to support

the growth of the fledgling domestic private sector.

Striking a balance between the two priorities will

require close consultation with private investors.

PNG’s hosting of the Asia-Pacific Economic Cooper-

ation summit in 2018, which Australian Prime Min-

ister Tony Abbott described as a “coming of age”, will

reflect its growing role as part of the Asian century. 
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Reducing flight costs and improving the transport infrastructure are likely to attract greater investment

DTCI will be publishing a

new SME policy in 2014.

Building on a 12-point

stimulus package launched

in 2012, which included

financial support and

subsidised lending for

SMEs, the new policy aims

to increase the number of

SMEs ten-fold, from 50,000

currently, by 2030.
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Julie Bishop, Australian Minister for Foreign Affairs

What, in your view, are the key priorities in Aus-

tralia’s relationship with Papua New Guinea, espe-

cially in light of the growing trade and investment

ties between the two countries?

BISHOP: Australia’s relationship with PNG is one of

this government’s highest foreign policy priorities.

It is not defined as an aid donor to aid recipient rela-

tionship – it is broader and deeper than that, as a

relationship that is built on an economic and strate-

gic partnership and strong people-to-people and

historic ties. PNG is going through an economic

transformation, experiencing a decade of strong

economic growth as a result of a resources boom.

Australia’s investment in PNG is worth more than

$19bn – almost the same as Australia’s investment

in China. Open, transparent and trade-led econom-

ic growth will also ensure that PNG’s emerging eco-

nomic strength is sustained. 

At the same time, we want to make Australia an

attractive destination for foreign investment, trade

and business, as well as take advantage of the shared

opportunities that are presented to us in the grow-

ing economies of Asia. 

How is Australia’s bilateral aid programme help-

ing to address PNG’s development priorities of

health, transport, infrastructure and justice? 

BISHOP: Australia has invested $1.37bn into PNG’s

development over the last three years, and we are

investing some $527.7m in total development assis-

tance in PNG in this financial year. 

Australia is PNG’s largest donor, which is a reflec-

tion of our close historical, geographical and eco-

nomic links. However, despite the decades of aid

investment by Australia, PNG is not currently on track

to meet any of its Millennium Development Goals,

with many people in the country still lacking access

to basic services or transport. 

Our closest neighbour should be both a safe and

prosperous nation. Through the aid programme the

governments of Australia and PNG work in partner-

ship to raise living standards in PNG, and we are

committed to more closely aligning the aid pro-

gramme with PNG’s development priorities. 

A more educated and healthier population with

efficient transport infrastructure and an effective law

and justice regime will help grow PNG’s private sec-

tor, promote economic development, make it a bet-

ter place for PNG’s citizens to live, and encourage

foreign investment and trade. We are also assisting

PNG in addressing gender inequality and violence

against women, recognising that these are also crit-

ical barriers to the country’s development.

As PNG’s economy diversifies, what opportuni-

ties are there for Australian companies beyond

mining and hydrocarbons? 

BISHOP: The resources sector in PNG is important

for job-seekers and exporters, and it provides a sol-

id base for government revenue. However, there are

other tangible and immediate opportunities in the

country beyond this sector. PNG’s proximity and

close relationship with its neighbours to the north,

and the economic rise of the Indo-Pacific region, pro-

vides a potentially important market for the coun-

try’s products and services. Australian businesses

are well placed to partner with PNG companies to

take advantage of these opportunities. PNG has

recently built up considerable capacity in the busi-

ness services sector, driven by construction of the

PNG Liquefied Natural Gas project. Business servic-

es will remain important in supporting the private

sector to grow and flourish. These services, includ-

ing transport, communications, financial services

and construction, provide a solid foundation on

which to further diversify PNG’s economy. Making

sure that the business climate continues to improve

and that the country attracts further investment

will be an important role for the government if it is

to sustain PNG’s remarkable economic performance.
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Up to $389.8m worth of projects are progressing under the RRA

Australian Prime Minister Tony Abbott flew into Port

Moresby in late March 2014 accompanied by a major

delegation of business leaders, with trade and invest-

ment on their minds. And, after a busy agenda, he left

three days later with an economic treaty and the basis

of potentially the most productive relationship Aus-

tralia and Papua New Guinea have enjoyed in years.

SPECIFICS: While details of how the economic treaty

will actually work to increase trade and investment will

not be made public until after ratification, Abbott’s to-

do list included making progress on the Regional Reset-

tlement Agreement (RRA) concerning asylum seekers

(the greatest source of friction between the two coun-

tries), assisting PNG with infrastructure delivery and help-

ing it prepare to host the APEC summit in 2018. 

Priorities for his host, PNG Prime Minister Peter

O’Neill, included the liberalisation of Australia’s visa

regime for PNG business travellers, gaining more con-

trol over aid funding, and working out the details for

the approximately AUS$420m ($389.8m) worth of proj-

ects that are part of the RRA.

Both sides were able to declare at least partial suc-

cess. Abbott, who categorised Australia’s relationship

with PNG as “more like family”, gave assurances he

would address the visa issue, while O’Neill claimed asy-

lum seeker processing would be concluded and reset-

tlement commenced by June 2014 – although legisla-

tion to enable this had not yet been passed at the time

of publication. In addition to these remarks, there were

some other concrete measures, such as the announce-

ment of an annual prime ministerial meeting. This is on

top of the new, monthly Joint Ministerial Forum to over-

see implementation of the RRA, and is a welcome sign

that the relationship between the two countries is get-

ting the official attention it deserves. 

“It sends a message that Australia is very interested

in business relations with PNG at the highest level 

and it is also important from a person-to-person rela-

tionship between two prime ministers,” said Peter Tay-

lor, president of the Australia-PNG Business Council. 

BUILDING THE FOUNDATIONS: Abbott’s government

came to power in September 2013 and made relations

with PNG a foreign policy priority. The recent state trip,

at the invitation of O’Neill, was the culmination of more

than six months of groundwork by Abbott’s foreign

minister, Julie Bishop, who has so far done the govern-

ment’s heavy lifting in the relationship. 

Bishop is a familiar face in PNG, having made three

lengthy visits there while a member of the opposition.

In government, she has been Abbott’s best asset as he

seeks to improve and deepen ties, with Bishop focus-

ing on promoting the economic empowerment of

women within PNG during her first trip as foreign min-

ister in February 2014. That is a project that is both eco-

nomically vital to PNG and one guaranteed to cement

Bishop’s popularity in a country to which she has shown

affection. It is a welcome trend in both countries. The

relationship between PNG and Australia has often

appeared to have been taken for granted in official

channels. For several years, before O’Neill’s re-election

in 2012, the two countries drifted apart and much of

the credit to putting the relationship back in the spot-

light must go to the pragmatic PNG prime minister. 

WORK TO DO: While some of his engagements with

Australia, notably the agreement to resettle asylum

seekers in PNG, have caused friction at home, his

approach has put him in a powerful position in dealing

with his southern neighbour. Australia has AUS$18.6bn

($17.26bn) invested in PNG – largely via the massive

liquefied natural gas (LNG) project that began exports

in May 2014 – which is almost the same as the coun-

try’s interests in China. Merchandise trade totals

AUS$5.7bn ($5.3bn), making PNG Australia’s 15th-

largest merchandise trading partner and its 13th-largest

merchandise export market in 2012-13.

Australia has spent AUS$1.37bn ($1.27bn) on PNG’s

development over the past three years and its total aid

package for FY 2014 at AUS$528m ($490m), with the

government making this commitment while simulta-

neously reducing the country’s overall budget for aid.

Australia has invested

$17.26bn in PNG, largely via

the PNG LNG project. The

country has also spent

$1.27bn on PNG’s

development since 2011,

with a total aid package of

$490m for FY 2014.
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Australia has pledged to

support PNG in preparation

for Port Moresby hosting

the Asia-Pacific Economic

Cooperation summit in

2018.

Pacific dreams
Increased cooperation offers mutual opportunities
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Furthermore, an additional AUS$420m ($389.8m) over

four years is expected as part of the RRA.

DEEP POTENTIAL: PNG’s investments in Australia, its

largest trading partner, total AUS$1.8bn ($1.67bn),

while Australian tertiary institutions are the most pop-

ular destination for PNG students. PNG is, of course, a

vital sphere of operations for many Australian resources

companies, but with the Asian Development Bank fore-

casting economic growth forecast for PNG of 6% for

2014, rising to 21% in 2015, Canberra has swung focus

to the potential for industries beyond mining – a log-

ical shift as both countries face the prospect that the

best days of the resources investment boom are over.

Abbott’s delegation, some of who were visiting PNG

for the first time, included leaders from energy, engi-

neering and agricultural companies, as well as from

banks. Even Australia’s national rugby league, in which

PNG has long wanted to place a team, was represent-

ed in a telling piece of soft diplomacy.

Bishop has also identified opportunities for Australia

in building partnerships to pursue trade throughout the

Pacific, as well as in PNG’s growing business service sec-

tor, infrastructure development and tourism. She points

out that PNG has recently built up considerable capac-

ity in the business services sector, accelerated by the

PNG LNG project. “These services, including transport,

communications, financial services and construction,

provide a solid foundation on which to further diver-

sify PNG’s economy,” she told OBG, while describing it

as “logical” that there would be a “shared ambition to

build” the tourism market together. 

NOT WITHOUT ITS CHALLENGES: PNG has, with some

justification, long been frustrated by the narrow focus

of the Australian public and business community, which

has tended to be captured by media focus on mining,

law and order issues, and corruption. The recent dead-

ly violence at the Manus Island detention centre, and

the slow progress towards permanently resettling

refugees, has the most corrosive potential and threat-

ens to overshadow other, more profitable initiatives

between the two countries. To their credit, it is a risk

that both governments have been quick to recognise.

In early April Scott Morrison, Australia’s minister of

immigration, and Rimbink Pato, PNG’s minister for for-

eign affairs and immigration, held their first monthly

Joint Ministerial Forum to oversee implementation of

the RRA. For Australia, it is vital to know that PNG will

stay the course on its asylum seeker commitments and

Abbott will be pressing O’Neill to make good on his

promises to move as quickly as possible on the issue.

For O’Neill, the issue, while causing tensions at home,

has strengthened his hand with Australia. As Stephen

Howes, director of the Development Policy Centre at

the Australian National University, recently comment-

ed, the resettlement programme has reduced Aus-

tralian leverage in PNG. “It is impossible to run a $500m

aid programme effectively in a country such as PNG with-

out leverage, and it is showing,” he wrote recently.

Howes’ chief concern is PNG’s apparent u-turn on

establishing a sovereign wealth fund, a move PNG seems

determined to take. Australia, along with donors such

as the IMF, Asian Development Bank and World Bank,

have invested millions of dollars and years of effort in

the project since in 2009. The fund was to have been

set up to manage the proceeds from the LNG project.

Observers now expect the funds may be used as col-

lateral for strategic energy projects.

A long-running matter complicating the bilateral

relationship with Australia is visas. Less than a month

before Abbott’s arrival, PNG cancelled the visa-on-

arrival arrangement for Australian citizens, clearly flag-

ging that the move was all about reciprocity for PNG

citizens visiting Australia. However, this makes PNG the

only country in the Pacific where Australian citizens must

pre-apply for visas and is a double-edged sword for

O’Neill. The process of obtaining a visa is bureaucratic

and sends an odd message when seeking deeper and

broader engagement with Australian businesses. 

MUTUALLY BENEFICIAL: While there are legitimate

concerns that these issues, particularly asylum seeker

resettlement, could stand in the way of building on the

work of Bishop and Abbott, there are reasons for hope.

Australia is committed to help PNG prepare for the

APEC summit in 2018, which Abbott hailed in Port

Moresby as a “coming of age” for the country. The

process should be a bonding one and place this key bilat-

eral relationship on a sound footing.

For Australia, a closer relationship with a rapidly grow-

ing economy where it has considerable experience and

a wealth of longstanding person-to-person relationships

holds clear benefits. PNG, meanwhile, needs Australia’s

experience in infrastructure planning and delivery, and

health and education provision, particularly in remote

areas. Abbott and O’Neill have made a good start, build-

ing on the solid work of Bishop and, before her, PMs

Julia Gillard and Kevin Rudd. The challenge now is to

maintain momentum. In a changing global commodi-

ties environment, and with China and ASEAN trying to

assert their influence in the region, the time to focus

on building a stable and integrated trade route within

the South Pacific has never been more opportune.
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Construction of the PNG LNG project has enabled the country to expand its business services sector

Although the 

Australian-PNG relationship

has traditionally been

based heavily on mining,

efforts are now under way

to boost cooperation in

other areas, including the

energy, agriculture and

banking sectors.

www.oxfordbusinessgroup.com/country/Papua New Guinea
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Andris Piebalgs, EU Commissioner for Development

What are the benefits of economic partnership

between the EU and Papua New Guinea?

PIEBALGS: PNG is one of the few countries in the Asia-

Pacific region that has ratified a free trade agreement

with the EU. Ratified in 2009, the i-EPA gives PNG prod-

ucts duty-free and quota-free access to the EU, a mar-

ket of more than 500m people, and preferential access

to a variety of European products covering nearly all

trade to PNG markets. Indeed, the EU has become PNG’s

second export market, accounting for 9.2% of total

exports, and its sixth imports provider, representing

4.9% of PNG’s total imports. While 80% of the coun-

try’s overall exports are mineral products, 75% of PNG’s

exports to the EU are agricultural products, primarily

palm oil, coffee and fish. Mineral products account for

less than 7% of PNG’s exports to the EU. This means

that the EU is a sustainable trade partner for PNG. In

the fisheries sector, for instance, PNG benefits from a

unique preferential access to the EU market for canned

tuna. EU imports of canned tuna from PNG have

increased from €63m in 2009 to €129m in 2012. The

fisheries sector has already created 30,000 jobs, and

is expected to create 60,000 by 2016.

How would you characterise the significance of

the European Commission’s recent warning against

illegal fishing in PNG and the Philippines?

PIEBALGS: The Commission’s decision to warn the

Philippines and PNG about the risk of being identified

as non-cooperating states was taken after a thorough

analysis of their national systems for implementing the

provisions of the illegal, unreported and unregulated

fishing regulation. The EU is asking for full cooperation

from PNG and the Philippines to ensure the sustain-

ability of fisheries in the Pacific Ocean, which simulta-

neously leads to sustainability in Europe, given that half

of the Western Pacific’s tuna is exported to the EU. The

Commission believes that the Philippines and PNG do

not currently fulfil their duties as flag, coastal, port or

market states according to the provisions of interna-

tional law. The Commission hopes that the issues can

be solved through dialogue. If not, the EU can imple-

ment further trade measures. 

How are economic challenges in the EU affecting

its contribution to development in the Pacific?

PIEBALGS: The EU has provided over €1bn in devel-

opment assistance to PNG since 1977. Despite the eco-

nomic crisis, the EU has stepped up its support with a

pledge of €184m to PNG between 2014 and 2020, an

increase from the €142.3m given from 2008 to 2013.

Reforms will be supported through an integrated

approach, including investment in human capital, rural

economic empowerment, water and sanitation, as well

as good governance and trade, to support PNG’s sus-

tainable development. Our focus will be on rural areas,

which are home to the majority of the population.

How is the EU helping PNG in its efforts to achieve

the Millennium Development Goals (MDGs)? 

PIEBALGS: Many key MDGs, including water, sanitation

and hygiene, and education, are also integral to the

development of PNG-EU cooperation from 2014 to

2020, as agreed with the government. With an estimat-

ed 61% of the population lacking access to safe water

and 55% without access to improved sanitation, the

related MDGs are out of reach.

Under the European Development Fund, the EU has

continued to support the PNG government in improv-

ing water supply and sanitation in rural areas, having

already pledged €25m. The Rural Water Supply and San-

itation project combined provision of water with hygiene

awareness trainings and sanitation. In the future, both

rural and peri-urban areas will be targeted. 

Building on past support to the education sector, to

the tune of €39m for the period 2008-13, the EU will

help improve access to and the quality of education.

The focus will be on technical and vocational educa-

tion and training, enabling the acquisition of profes-

sional skills that are in demand on the labour market.
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Working together
OBG talks to Andris Piebalgs, EU Commissioner for Development
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Carlos Pascual, Former Special Envoy & Coordinator for International
Affairs, US Bureau of Energy Resources

In light of recent changes to its energy production

profile, to what extent will the US remain engaged

in frontier areas like the South-west Pacific? 

PASCUAL: Our engagements in the South-west Pacif-

ic and other parts of the world are based on a number

of long-standing shared interests. US petroleum pro-

duction has grown by nearly 1m barrels per day since

2012, and the country is now the world’s largest pro-

ducer of natural gas. However, these energy supply

increases in no way diminish the US commitment to

regional peace and stability, or the security of global

transit lanes, including for the Asia Pacific region. 

We live in an international global economy with inter-

dependent energy markets; energy shortages, price

volatility or supply disruptions in one country can threat-

en overall economic growth and prosperity. The US and

other countries have a deep interest in working to

assure adequate supplies of energy for the world econ-

omy, even if our primary source is domestic. Moreover,

the leading edge of energy demand and the engines

of supply growth have shifted from developed to emerg-

ing economies, raising the importance of our engage-

ment with regional actors on energy issues. 

How can new suppliers such as Papua New Guinea

contribute to stability in the global energy market? 

PASCUAL: As the global need for energy continues to

grow, countries such as PNG will play a critical role in

meeting this demand. The Asia Pacific region will be the

catalyst for increasing global energy demand, with

economies like China and India driving this growth.

New and reliable supply sources will be required, and

this is where PNG has a role to play.

At the same time, as these countries develop their

economies, which rely on developing natural resource

potential, good governance will be necessary to avoid

the resource curse. The fact that resource wealth has

not yet been translated into development affects the

Asia Pacific region’s energy security, as well as the ter-

ritory of PNG. The lack of broad-based development

has too often undermined effective and sustainable gov-

ernance, which in turn can translate into a loss of for-

eign and domestic investment.

How resources are managed domestically also affects

global energy markets. Managing the country’s oil and

gas sector responsibly and transparently, including by

implementing the Extractive Industries Transparency

Initiative (EITI) Standard and seeking external advice

and technical assistance, can help increase account-

able and reliable management of resources. This will

ultimately create a more attractive investment environ-

ment and a more reliable global supply.

To what extent has the success of PNG’s liquefied

natural gas (LNG) project changed the country’s

image in the global arena? 

PASCUAL: PNG’s recent gas production and early deliv-

ery of LNG could increase the country’s stature in the

region and make it a key part of the resource hub that

is developing in this part of Asia. PNG has vastly sur-

passed expectations in bringing its LNG export capac-

ity on line. Given certain infrastructure challenges in

the country, the early completion of the project is a

significant milestone and should help encourage sub-

sequent investments in future projects and expansion

of capacity. PNG is also expected to continue on its path

of strong economic growth and development, partic-

ularly with the government’s emphasis on placing future

hydrocarbons revenue into its sovereign wealth fund

to benefit the country’s people.

The government has also taken a significant step in

choosing to implement the EITI Standard, joining 44 oth-

er EITI countries, including the US, that are working to

meet this global benchmark in natural resource extrac-

tion. Transparency in the collection and management

of revenue from the LNG project, along with robust envi-

ronmental standards and consistent consultation with

the affected communities, will help send a signal that

the project is sustainable and that the country is an

attractive place for further international investment.
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International Affairs, US Bureau of Energy Resources
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Reducing the state’s contingent liabilities is key to investor confidence

The Papua New Guinea liquefied natural gas (LNG)

investment agreement with ExxonMobil has certain-

ly raised PNG’s profile among global investors. How-

ever, while interest has broadened, investors remain

cautious of potential policy inconsistencies. Indeed,

several government moves over the past year have

elicited concern – even if the authorities, backed by

ratings agencies, view these as “one-offs”. A number

of recent reforms – from amending the Takeover Code

to drafting a list of restricted industries – presage

more restrictive investment rules, even if the scope

of their application remained unclear at the time of

writing. As the state moves to boost its stake in new

mining and resource projects, its contingent liabili-

ties are set to increase just as it strives to sustain

investor confidence. While the country’s second LNG

project testifies to continuing interest in PNG’s vast

resource base, sustaining confidence with transpar-

ent and consistent policies will be key to broadening

investment in both resources and non-mining sectors. 

ROOM FOR IMPROVEMENT: Beyond hard infrastruc-

ture challenges, PNG has also lagged behind other

countries in streamlining its regulations, according to

the World Bank’s 2014 “Doing Business” report. 

With an overall ranking of 113, down five places on

2013, the country placed higher than Indonesia (120)

and Myanmar (182), but below Vietnam (99) and the

Philippines (108). The country fell nine places to 92nd

in the category of ease of starting a business, six

places to 165th in dealing with construction permits,

five places to 116th in the ease of paying taxes and

four places to 86th in getting credit. It also dropped

one place to 128th in resolving insolvencies, register-

ing property and protecting investors, respectively. 

At the same time, PNG ranked 28th among 42 Asia-

Pacific countries, according to the Heritage Founda-

tion’s (HF) 2014 Index of Economic Freedom. PNG

has seen its ranking in seven of 10 economic freedoms

decline, namely in property rights, corruption and

business freedom. In particular, the overall tax bur-

den at 25.8% of GDP, with a top income tax rate of

42% and corporate tax of 30%, remains comparative-

ly high, according to the HF. 

OK TEDI TAKEOVER: The government’s swiftest move

came in September 2013 when it took full control of

the Ok Tedi mine, an ageing gold and copper mine facil-

ity in Western Province (see Mining chapter). Although

the mine caused widespread environmental damage

in the 1980s and 1990s, it continued to operate after

BHP Billiton transferred its 63.4% stake to a charita-

ble trust, PNG Sustainable Development Programme

(SDP), in 2002 in return for legal immunity from envi-

ronmental liabilities. The trust accumulated assets of

$1.4bn in its long-term fund managed independent-

ly from Singapore and launched social investments

nation-wide, funded through dividends from the mine. 

Legislation passed by Parliament in 2013 allowed

the government to raise its stake, held jointly by the

national and Western Province governments, from

36.6% to 100%. While some, including the World Bank,

have viewed the move as a nationalisation, others

argue that the share transfer is a more technical issue. 

“Ultimately the change in Ok Tedi’s shareholding

amounts to a change of trustees rather than a nation-

alisation, since the assets continue to be managed on

behalf of the people of Western Province,” John Leahy,

partner at Leahy Lewin Nutley Sullivan, told OBG. Call-

ing the 2002 agreement “unfair”, the bill also rescind-

ed immunity for environmental damages involving

BHP and, potentially, the government, to prosecution. 

Meanwhile, PNG SDP has stopped funding its social

programmes and transferred its remaining assets,

including power utility Western Power, to Western

Province in February 2014 (see Mining chapter). 

In its Article-4 consultations published in Decem-

ber 2013, the IMF encouraged “the authorities to

reaffirm their commitment to respecting property

rights and contracts by adequately compensating the

PNGSDP for its stake in the mine”. While the Bretton

Woods agencies raised such concern however, rating

PNG dropped five places to

a global ranking of 113,

according to the World

Bank’s 2014 “Doing

Business” report, placing it

above Indonesia (120) and

Myanmar (182), but below

Vietnam (99) and the

Philippines (108).
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Under legislation passed by

Parliament in 2013, the

government has increased

its stake in the Ok Tedi mine

in Western Province from

36.6% to 100%.

Investment climate
A raft of legislatives changes bring to light the need for transparency
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agencies such as rating agency Standard & Poor’s

view the move as an isolated case. 

NAUTILUS ARBITRATION: The government’s deal-

ings with a Toronto-listed seabed-mining firm, Nau-

tilus Minerals, reflect both the state’s growing con-

tingent liabilities linked to resources projects, but also

the need for international arbitration clauses. 

The dispute stemmed from a March 2011 invest-

ment agreement covering the Solwara 1 copper-and

gold-mining project in the Bismark Sea (see Mining

analysis). The government gained a 30% stake of both

the project and of the intellectual property (IP) of the

pioneering seabed-mining technology – co-owned by

Nautilus and its dredging partners – in exchange for

financing its share of developments. 

The stake in the technology’s IP gives the govern-

ment promising prospects of revenue from similar

Nautilus projects in several other Pacific Island nations

going forward. Yet a 10-day international arbitration

by a former Australian High Court Chief Justice ruled

in October 2013 that the state had breached the

2011 contract by failing to cover costs, ordering it to

pay $118m in compensation. The government missed

the payment deadline and contracted legal counsel

to assess its options under the ruling, according to

Prime Minister Peter O’Neill in October. “These unfold-

ing policy changes are likely to be followed closely by

national and international investors aiming to make

long-term commitments,” Tim Bulman, country econ-

omist for PNG at the World Bank, wrote in December

2013. “Sustainable investment and development is only

possible where the integrity of property rights and con-

tractual obligations is not subject to doubt,” he added.

NATIONAL INTEREST: State intervention has not only

been limited to the mining sector. In August 2013 the

government amended the 1998 Takeover Code to

introduce a “national interest” test for all equity trans-

actions, empowering the Securities Commission (SC),

division of the Department of Trade, Commerce and

Industry’s Investment Promotion Authority, to block

deals. “The revision to the Takeover Code, which is not

being applied retroactively, is aimed to ensure equal

participation of indigenous businesses in agriculture

especially,” James Joshua, a surveillance officer at the

SC, told OBG. The test applies to any firm incorporat-

ed in PNG – domestic or foreign – with assets of more

than PGK5m ($2.03m), 100 staff, 25 shareholders and

listed on a stock exchange. The revision came as

Malaysian palm oil producer Kulim attempted to boost

its 50% stake in London-listed New Britain Palm Oil by

acquiring part of its London Sock Exchange free-float. 

The definition of national interest remains unclear

however, according to legal firm Linklaters LLP, and

though the SC has historically been under-funded, its

annual budget was quadrupled to PGK2m ($813,000)

in 2014. “There is nothing intrinsically bad about intro-

ducing a national interest test as long as it is applied

rationally and not capriciously, which is not likely in

the PNG context,” John Leahy, partner at legal firm

Leahy Lewin Nutley Sullivan, told OBG. “It is likely the

DCI will bring out implementing regulations to better

define the national interest.” 

The minister for trade, commerce and industry,

Richard Maru, has led the reform process and

announced 50% foreign direct investment (FDI) caps

in agriculture and media, telling local media in Sep-

tember 2013 that, “It is time the country has to serve

the interests of its people and not allow too much con-

trol of our resources by foreigners.” The review of the

restricted activities list is planned for 2014. 

While PNG is not alone in enforcing new restrictions

on FDI and renegotiating mining deals, the timing of

such moves has caused concern among existing

investors. Amidst new curbs on key non-mining sec-

tors, conclusion of the Total-InterOil deal in Decem-

ber 2013 was welcome proof of continued investor

confidence. Just as the government seeks to stream-

line investment procedures, it should clarify the rules

by which investors both local and foreign should abide. 
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SOURCE: World Bank

 2007 2010 2013

Cost of start-up procedures (% of GNI per capita) 24.2 17.7 13

Cost to export ($ per container) 984 1064 1149

Cost to import ($ per container) 1048 1128 1250

Documents to export (no.) 7 7 7

Documents to import (no.) 9 9 9

Procedures to register a business (no.) 6 6 6

Tax payments (no.) 32 32 32

Time to build a warehouse (days) 220 219 219

   to enforce a contract (days) 591 591 591

   to get electricity (days) – 66 66

   to register property (days) 72 72 72

   to start a business (days) 51 51 53

   to export (days) 23 23 23

   to import (days) 29 29 32

   to prepare & pay taxes (hours) 207 194 207

   to resolve insolvency (years) 3 3 3

Total tax rate (% of commercial profits) 41.5 42.1 42.1

Select ease of doing business indicators, 2007-13

An FDI cap of 50% in agriculture was announced in September 2013

By revising the Takeover

Code, the government is

seeking to ensure equal

participation from local

businesses, in particular 

for agriculture.
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Ivan Pomaleu, Managing Director, Investment Promotion Authority

What new incentives were introduced in the 2014

budget that may attract further investment?

POMALEU:Competition policy and streamlining the reg-

ulatory environment are priorities for Papua New Guinea

to stimulate domestic and foreign investment. For

example, the National Working Group on Removing

Impediments to Business and Investments can foster

important conversations between the public and the

private sector, and raise awareness about the impor-

tance of public-private partnerships. When it comes

to the energy sector, the government’s decision to

implement the Extractive Industries Transparency Ini-

tiatives signals the government’s desire to improve the

investment climate by engaging with civil society.

How can integration within ASEAN position PNG as

an investment destination? 

POMALEU: PNG has attained observer status with

ASEAN and is currently pushing for a permanent seat,

as the country is well positioned to function as a link

to ASEAN economies. Domestically, this would provide

opportunities to attract regional investors and supply

ASEAN’s consumer market through the transfer of cap-

ital and skills to develop our extractive industries, espe-

cially oil and gas, minerals, and agricultural produce.

Regional integration would also mean that PNG would

have to subscribe to key liberalisation initiatives, lead-

ing to greater uniformity in regulations across

economies. This shift towards standardisation can help

build a community of inter-connected nations, encour-

aging investment and trade growth in the long run. 

To what extent should the government protect local

businesses from global economic competition?

POMALEU: The government has no long-term policy

to protect local industries from global economic inte-

gration. Many businesses are still in their infant stages

and are therefore at a competitive disadvantage from

large multinationals. The amendments to the Intellec-

tual Property Act and the formulation of the Master

Plan is intended to assure observers that there are

opportunities for ordinary citizens. In November 2012,

the government announced a 12-point stimulus pack-

age for the growth of small and medium-sized enter-

prises, including an online registry system.

Further to this, the Bank of PNG’s Financial Inclusion

Programme aims to promote financial literacy and train-

ing workshops for the unbanked rural population. The

aim is to educate people to open bank accounts and

savings with existing financial institutions, while build-

ing their entrepreneurship skills.

Aside from extractive industries, which sectors of

the economy offer the best growth opportunities?

POMALEU: The services sector offers the best oppor-

tunities given the country’s sharp population growth

and increased economic activities. Considering all the

major projects under way at the moment, there is a huge

demand but limited supply in relation to electricity,

telecommunications, finance, education, skills training

and health services. The agriculture and livestock sec-

tor also offers opportunities for growth in the face of

global food security issues, while high demand for real

estate and a limited supply of skilled labour continues

to fuel the construction sector. Lastly, the tourism indus-

try has yet to be fully harnessed in this country.

In what ways will online business registration make

it easier to conduct business in PNG?

POMALEU: Many companies from PNG are already

benefitting from the Online Business Registration Pro-

gramme. The system has allowed organisations, clients

and users to lodge their company forms, file docu-

ments or do company searches online from anywhere.

This means they do not even have to physically come

to the office of the Investment Promotion Authority,

which can be a costly exercise. For instance, the charge

for conducting searches no longer applies. The online

registry system thus represents an exciting step towards

facilitating the registration and filing of documents.
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Exciting times
OBG talk to Ivan Pomaleu, Managing Director, Investment Promotion
Authority
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Start of LNG exports to stimulate economic growth

New processes to improve the quality of expenditure

Setting clear rules for the sovereign wealth fund

The government focuses on enhancing law and order



ECONOMY OVERVIEW

GDP was $14.1bn in 2013, making PNG the 115th-largest economy

Although economic expansion slowed in 2013 as con-

struction on ExxonMobil’s $19bn Papua New Guinea

liquefied natural gas (LNG) project wound down – albeit

from 9.1% in 2012 to a still healthy 5.2% in 2013, accord-

ing to the Bank of PNG (BPNG) – the country stands

on the cusp of rapid resource-led growth. Despite rank-

ing as the world’s 115th-largest economy with GDP of

PGK34.6bn ($14.1bn) in 2013, according to the Depart-

ment of Treasury, the economy has achieved 5.8% real

annual growth in the last decade and a full 12 years of

uninterrupted expansion. A heavyweight among Pacif-

ic Islands states, PNG, together with Fiji, accounted for

80% of regional GDP in 2013, as per UN figures. Investors

attracted by ample mineral resources face the capac-

ity constraints of a small economy. The formal sector

encompasses only 12.5% of the population, and PNG

remains reliant on trade and investment for success-

ful execution of large-scale projects. 

The country’s young population of 7.8m (in 2013),

half of which is below the age of25, has doubled in size

every 23 years, causing real per capita GDP growth to

trend at a lower 5% in 2007-12, as per research from

ANZ, and is set to continue expanding at 3.1% annual-

ly, according to the Department of National Planning

and Monitoring. Eager to avoid the “Dutch disease” of

commodity exports crowding out non-mineral sectors,

the authorities aim to drive diversification through

ambitious public spending plans on infrastructure and

human development. This will be key to capitalising on

PNG’s potential demographic dividend, in a country

with per capita GDP of $2200 in 2013, according to

Standard & Poor’s (S&P), ranking 156th of 187 in the

UN’s 2013 Human Development Index (HDI). Improv-

ing the public sector’s capacity to deliver both on infra-

structure and social services will be a priority, so will

the ability to continue to draw frontier foreign investors

to the mining, oil and gas sectors, as well as in agricul-

ture, fisheries and light industry. 

DECADE’S GROWTH: While the 5.5% real rate of eco-

nomic expansion achieved in 2013 was a slowdown on

the last decade, it remains above the 4.5% growth in

emerging economies and was second regionally only

to Timor-Leste’s 8.2% in 2013, according to the Asian

Development Bank (ADB). Annual growth of 7.4% in

the five years to 2013, comparable to India’s growth

rate in this period, was a full 4.5 percentage points

higher than the average for Pacific Islands states. Indeed,

the natural trajectory of PNG’s non-resource growth is

roughly 4.5% annually, according to the IMF. Buoyed by

high hard-commodity export revenues and, since 2009,

the development of the largest project in the country’s

history, the ExxonMobil-operated PNG LNG develop-

ment, annual growth has remained above the 6% mark

since 2007, reaching 8.9% in 2011 and 8.1% in 2012,

according to figures from S&P. 

As progress on the PNG LNG project reached the 90%

mark by end-2013, the economy was in a “lull phase”

at the tail end of a construction boom funded by for-

eign direct investment (FDI) but before the start of

LNG exports in the second half of 2014, said Daniel Wil-

son, a Singapore-based economist at ANZ. The down-

ward drift in prices for key commodity exports from PNG

since the second quarter of 2012 has only compound-

ed the loss of momentum. While this new export driv-

er will ratchet up to plateau production in 2015, growth

is expected to accelerate from 6.2% in 2014 to 21.1%

in 2015, when GDP should reach PGK39.5bn ($16.1bn),

according to Treasury forecasts in February 2014. As

non-mineral growth slows and runs the risk of being

crowded out by the impact of surging mineral exports,

the government is pursuing an expansionary fiscal pol-

icy focusing on key development enablers, including

infrastructure, health and education, to sustain growth

in the interim and build the foundations of broader-

based growth. “We are in a transition stage characterised

by massive potential only a year away and slowing

growth buffered by a fiscal boost,” Wilson wrote in a

November 2013 Pacific Economic Review. 

STRUCTURE: While dynamic, PNG’s economy is char-

acterised by a two-tier structure: a formalised sector

Buoyed by high hard

commodity export revenues

and the development of the

PNG LNG project, growth

has remained above 6%

since 2007, reaching 8.9% in

2011 and 8.1% in 2012. 
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driven by natural resource extraction and a largely infor-

mal sector consisting of 87.5% of the population

engaged in subsistence agriculture. Exact figures remain

challenging to source, however, given that the Nation-

al Statistics Office has not produced updated official

national accounts since 2006, although the Department

of Treasury and BPNG produce extrapolated figures for

more recent years. Nonetheless, the formal sector

remains driven by mining, oil and extractive industries,

which together accounted for 15% of GDP in 2012, while

the outsized construction sector, driven by the devel-

opment of PNG LNG, reached 20% of GDP, according

to figures from S&P. Strong growth in mining and con-

struction has had knock-on effects on trade (both

wholesale and retail), manufacturing and transport,

which accounted for 9%, 7% and 4% of GDP, respec-

tively, in 2012. Agriculture, fisheries and forestry still

account for the largest part of the economy, however,

at 29% in 2012, although the UN Economic and Social

Commission for Asia-Pacific (UNESCAP) has said that

these figures may not adequately account for the weight

of subsistence farming.

According to Stephen Grey, the CEO of JDA Applus+

Velosi, an international manpower consultancy, “The ris-

ing living standards as a result of the PNG LNG proj-

ects clearly had impact on the local economy and its

momentum to hire personnel. Now it remains to be seen

if it will continue over the years ahead.”

Sector experts say the job market has also become

more dynamic as a result of the PNG LNG project. “The

rapid development that we have seen over the last few

years has created a dynamic job market and we are con-

fident that it will continue to thrive despite the com-

pletion of the LNG project. A lot of people have been

trained over the last few years in technical and mana-

gerial positions, significantly increasing their employ-

ment opportunities,” Peter Garnsey, executive director

of Vanguard International, a firm providing human

resources management services, told OBG. 

Indeed, while an emerging middle class has begun

developing, estimated by local investors to be in the

hundreds of thousands, on the back of FDI-driven con-

struction of key resource projects, there is a parallel

economy in which 28% of the population lives on less

than $1.25 a day, according to ADB estimates in 2009.

This is compounded by high inequality, with a Gini coef-

ficient of 50.9 in the last available year (1996), more

extreme than China’s, according to UNESCAP. 

SHIFTING GEARS: Following a decade of resource-

driven growth, PNG’s economy has been shifting gears

since 2013 as commodity prices took a toll on exports

while imports remained driven by the last phase of

PNG LNG construction and government demand. PNG

is highly exposed to fluctuations in global commodity

prices. Oil and minerals accounted for 78.2% of exports

in 2012, according to BPNG, two-thirds of which were

gold, copper and oil. In the first three quarters of 2013

alone prices for gold fell a further 20%, copper by 12%

and oil by 6%, according to the central bank. Exports

slumped by 9.1% year-on-year (y-o-y) in the first half

of 2013, while imports continued to rise 13.4% y-o-y,

causing the trade surplus to contract by 80.75% to

PGK382m ($155.3m), according to ANZ. The current

account deficit, which had surged from 23.5% in 2011

and 50% in 2012, narrowed to 26.8% in 2013 as imports

related to LNG construction tapered. “The sheer size

of the PNG LNG project has engendered economic

imbalances,” Craig Michaels, S&P’s sovereign credit

analyst for PNG, wrote in a January 2014 ratings update.

Although the significant current account deficit was

largely financed through foreign inflows, FDI has slowed

in line with project completion, causing the kina to fall

some 25% in 2013 (see analysis). 

Despite declining terms of trade, 2013 growth beat

initial Department of Treasury forecasts of 4% as min-

eral output and construction expanded. Growth was

driven by a 13% jump in the mineral sector in 2013,

spurred by the Ramu nickel and cobalt mine, developed

by China Metallurgical Group Corporation, ramping up

production over the year, as well as fresh output from

existing gold mines, according to BPNG. While this was

partly offset by declining oil production, the construc-

tion sector grew by 12%, driven by the tail end of PNG

LNG construction in the second half of 2013 particu-

larly, according to the Treasury. Meanwhile, agriculture,

which had contracted by 1.6% in 2012, expanded by

0.5% in 2013, benefitting from improved terms of trade

spurred by the kina’s devaluation. But while the non-

extractive sector grew by 4.7% in 2013, this is expect-

ed to slow to 1.6% in the 2014 budget. Completion of

construction on the PNG LNG project in the first half

of 2014 is a cause for concern for the authorities, with

the Treasury forecasting non-mining growth at just

1.6% in 2014. “In the medium term, there is the risk of

the current long-anticipated cyclical slowdown in the

economy will become a return to the structurally slow-

er growth rates PNG experienced through much of the

1980s and 1990s,” Tim Bulman, the World Bank’s coun-

try economist for PNG, told OBG. 

DEVELOPMENT ENABLERS: Conscious of the need to

pick up the slack from the decline in private investment

and to implement broad structural reforms, the admin-

istration of Prime Minister Peter O’Neill has pursued fis-

cal expansion plans since taking office in 2012. “The
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government’s expansionary fiscal policy is key to stim-

ulating economic activity and therefore it is important

that it fully implements the budget effectively and effi-

ciently,” Loi M Bakani, governor of the BPNG, wrote in

a September 2013 monetary policy statement. Framed

by the long-term PNG Vision 2050 –which was launched

in 2009 and aims to rank PNG among the 50 highest

in the UN’s HDI – and a mid-term National Development

Strategy Plan to 2030, the government’s five-year Medi-

um Term Development Plan to 2015 focuses on five key

development enablers while decentralising more spend-

ing to the district level. The five enablers are free edu-

cation (extended from 2013), improvements in free

basic health services, strengthening of law and order,

rural development projects funded by allocations of

PGK10m ($4.1m) to each of PNG’s 87 districts annual-

ly, and infrastructure development. 

The administration aims to devote two-thirds of

budget resources to the five development enablers by

2017, up from 20% in 2003, 40% in 2013 and 45% in

2014. As such, public spending has risen significantly

in the past two years, accelerating from 7.2% growth

in the 2012 budget to 30.5% in the revised 2013 budg-

et and 18.4% in 2014. The priority has been on invest-

ment, with capital expenditure rising 55.26% to

PGK5.9bn ($2.4bn) in 2013, outpacing 16% growth in

recurrent spending to PGK7.2bn ($2.9bn). The 2014

budget includes increases of 11.8% for education (to

PGK1.5bn, or $609.8m), 26.9% for health (PGK1.38bn,

$561m), 26.7% for law and order (PGK1.29bn, $524.4m)

and 58.2% for agriculture (PGK780m, $317.7m). The

largest components, however, are devoted to infra-

structure with a PGK2.72bn ($1.1bn) budget, up 46%,

and transfers to the provinces of PGK3.64bn ($1.5bn),

up 0.5% y-o-y. Among the largest infrastructure invest-

ments are PGK3.1bn ($1.3bn) for rehabilitation of the

Highlands Highway, PGK500m ($203.2m) for Port

Moresby roads, PGK760m ($308.9m) for facilities to host

the 2015 Pacific Games in Port Moresby and rehabili-

tation of hydroelectric plants by PNG Power. Authori-

ties expect multiplier effects from these investments. 

In a bid to boost the low budget execution rates for

public investments, typically around the 50% mark, the

government introduced multi-year budgeting in 2013.

In its 2013 Article IV consultation, however, the IMF

encouraged authorities to improve the quality of spend-

ing rather than increase budgeted amounts.

FISCAL SUSTAINABILITY: Improving execution while

reining in further spending increases will be key to

insuring fiscal sustainability. While spending has grown

apace, government revenue has disappointed given

worsening terms of mineral trade, with growth in total

receipts of only 2.8% and 8.8% in 2012 and 2013,

according to the Treasury’s 2013 “Mid-Year Economic

and Fiscal Report” (MYEFO). Annual budget deficits

have thus swelled from 3.3% of GDP in 2012 to 7.9% in

2013 and 5.9% in 2014, according to the Treasury. Pub-

lic finances have significantly improved since 2002,

when governments began following medium-term fis-

cal strategies, capping annual non-mineral budget

deficits at 8% of GDP, with PNG’s stock of debt falling

from 74% of GDP in 2002 to 27% by 2012. 

While debt rebounded to 31% of GDP in 2013 the

government maintains its expansion will be temporary.

“One of the most notable elements of the 2014 budg-

et is the reaffirmation of the medium-term debt strat-

egy, which provides a fiscal anchor,” Bulman told OBG.

The 2014 budget plans for 21% rise in revenues, driv-

en by a 13% growth in tax receipts, with the emphasis

on improved collection. While the debt ceiling will be

lowered to 30% from 2015, rapid LNG-driven growth

and a 5% cap on spending increases from 2016 should

ensure the government meets its targets of returning

the budget to a primary surplus by 2018. 

Although Treasury forecasts revenues from PNG LNG

to fluctuate between PGK1.6bn ($650.4m) and PGK2bn

($813m) annually for the first seven years from 2015,

the World Bank estimates a share of these receipts will

simply replace revenue from declining oil production.

Meanwhile, the PGK650m ($264.2m) to PGK800m

($325.2m) in annual dividends from the government’s

16.8% equity stake in the project will initially be used

to pay off the $1.6bn in loans used to finance the stake.

The majority of PNG’s debt, or 24.6% of GDP in 2013,
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SOURCE: Standard & Poor's

 2012 2013E 2014F  2015F 

Nominal GDP ($ bn)  15.4 16.2 18.7 24.7

GDP per capita ($)  2152 2214 2490 3213

Real GDP growth (%)  8.1 5.5 6.2 20.6

Real GDP per capita growth (%)  5.8 3.1 3.8 17.9

Change in general gov't debt/GDP (%)  2.2 6.5 5.9 2.5

General gov't balance/GDP (%)  -3.2 -6.5 -5.9 -2.5

General gov't debt/GDP (%)  35.9 39.8 40.1 33.9

Net general gov't debt/GDP (%)  20.4 25.4 27.8 24.2

General gov't interest expenditure/revenues (%)  4.6 5.4 6.1 5.8

CPI growth (%)  2.2 4 6 6

Current account balance/GDP (%)  -50 -26.8 -1.9 12.1

Net external liabilities/CARs (%)  368 444.2 374.6 208.4

 Select economic indicators, 2012-15

The formal economy encompasses just 12.5% of the population

The five-year Medium Term

Development Plan to 2015

focuses on five key

development enablers,

namely free education,

improvements of free basic

health services,

strengthening of law and

order, rural development

projects and infrastructure

development.
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according to the MYEFO, is denominated in local cur-

rency, while development partners and donors hold all

of the 8.1% of GDP in foreign debt. Despite initial

attempts to float a $400m Eurobond in the first half of

2013 and discussions with China’s EXIM Bank for a

$2.6bn line of credit, the Treasury has followed BPNG’s

advice to issue local-currency securities to finance the

budget deficit and soak up abundant domestic liquid-

ity. “While the government may have considered look-

ing to foreign markets to help fund its fiscal deficit in

2013, the central bank has encouraged the government

to issue bonds domestically to soak up banking sector

liquidity and improve the transmission mechanism of

monetary policy,” S&P’s Michaels said. 

MACRO STABILITY: As locally funded government

spending has gradually replaced FDI-funded project

developments, pressure on the balance of payments

grew in 2013. Given the domestic market’s limited pro-

duction capacity, both FDI projects and public spend-

ing generate significant demand for imports. While the

current account deficit has narrowed from 50% of GDP

in 2012 to 26.8% in 2013, the tapering of inward FDI

linked to the LNG project and lower export earnings

caused a 25% depreciation in the kina-US dollar rate

over 2013, according to IMF data. The depreciation

reversed some of the kina’s 40% appreciation between

2009 and its peak in September 2012, according to ANZ

(see analysis). In PNG’s environment of abundant domes-

tic liquidity, with roughly PGK1bn ($406.5m) held in

government trust accounts at commercial banks and

some PGK4.5bn ($1.8bn) in central bank bills (CBBs)

by September 2013, the transmission mechanism

between movements in the benchmark interest rate,

the Kina Facility Rate (KFR), and the real economy

remains weak, with Treasury bill rates consistently below

the KFR. Although BPNG recommendations since 2011

for the Treasury to move trust accounts to the central

bank have remained largely unheeded, with 76 such

accounts still in operation in 2013, BPNG has resorted

to hikes in banks’ cash reserve requirements from 3%

in 2010 to 8% in June 2012, and open market opera-

tions such as issuing CBBs to mop up excess liquidity.

“However, excess liquidity has remained, and changes

to policy rates have not had a strong impact on retail

lending rates,” Michaels noted in January 2014. 

While imported inflation has traditionally been the

key driver of domestic price movements in PNG’s small,

open economy, domestic supply-side constraints played

a growing role from 2010 onwards as LNG construc-

tion stimulated associated sectors from real estate to

trade. Nonetheless, the pass-through effect of the

kina’s appreciation until late 2012 affected domestic

prices with a lag, coupled with one-off impacts from

the scrapping of school tuition and extension of health

care subsidies, with inflation dropping from 8.5% in

2011 to 2% in 2012, according to the IMF. Inflation fig-

ures are an inadequate reflection of price movements,

however, given that the weighting of the consumer
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price index was last changed in 1976, although a new

basket is expected in 2014. Nonetheless, the fall in

inflation allowed the apex bank to cut the KFR from a

September 2011 peak of 7.75% to 6.75% in September

2012 and 6.25% in March 2013, the lowest level since

June 2008. As the impact of one-off policies faded and

power prices rose by 5.9% in January 2013, inflation

rebounded to 3.2% y-o-y in the second quarter and 3.5%

in the third quarter of 2013, according to the IMF. The

central bank expects inflation to accelerate to 6.5% in

2014 and 5% in 2015 with the inflow of LNG proceeds,

the lagged impact of the kina’s depreciation and sup-

ply constraints on government spending. 

Relying on open-market operations to smooth over

short-term currency fluctuations, BPNG has drawn

down significantly on its foreign-currency reserves.

Reserves had risen from the equivalent of two months

of current account payments in 2006 to 3.6 months in

2012, according to S&P. Supported by FDI inflows for

the LNG project, the central bank started using these

reserves to support the currency in 2013. Its reserves

declined from a peak of $4.26bn in December 2011 to

$2.80bn by February 2014, enough to cover 7.2 months

of imports, according to BPNG. While the pace of reserve

drawdown has been rapid, rating agencies do not see

cause for concern given the expected inflows of LNG

revenues in 2014, which will partly be used to rebuild

BPNG’s reserves. In an effort to slow further depreci-

ation of the kina, in June 2014, BPNG implemented a

150-basis-point trading band restriction, which saw

the currency’s value jump by 18% (see analysis). 

PUBLIC-SECTOR REFORM: The government is pursu-

ing wide-ranging public-sector reform in an economy

where state-owned enterprises (SOEs) still dominate.

Most pressingly, authorities are striving to improve pub-

lic sector service delivery and tax collection to reduce

fiscal leakages and enhance budget execution (see

analysis). Over the longer term the prime minister’s

office is steering reform of SOEs that will gradually cor-

poratise them and improve their profitability, precon-

ditions for eventually privatising stakes in them. The SOEs’

economic weight is considerable, with combined assets

estimated at PGK9.5bn ($3.86bn), or 31% of GDP. State

equity in 10 SOEs is managed through the Independ-

ent Public Business Corporation (IPBC), established in

2002, which also holds a 17.6% stake in Bank South Pacif-

ic (BSP) and a 14.7% stake in Oil Search. While the IPBC

manages roughly 85% of total SOE assets, according

to a 2012 ADB report, the state also owns several

resource SOEs directly, including Ok Tedi Mining and

Petromin, set up in 2007 to hold government interests

in mining and hydrocarbons. However, the National

Petroleum Company PNG, a subsidiary of IPBC, was

established in 2009 to hold the state’s 19.4% equity stake

in PNG LNG. Although IPBC manages all public utilities,

its SOEs are also active in aviation, telecoms and finance. 

Although IPBC-held SOEs reported combined divi-

dends of PGK239.1m ($97.2m) in 2012, representing
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3.2% return on assets as per IMF figures, over 81% of

this came from the Ok Tedi mine and minority stakes

in BSP and Oil Search, according to the ADB. The bank’s

2012 study of SOEs, the first to track their perform-

ance from 2002 to 2011, found that average return on

equity of 4.2% and return on assets of 2.4% over this

period was driven by “substantial fiscal transfers and

subsidies”. While $1 investment by non-SOEs is estimat-

ed to add $0.83 to GDP, the equivalent investment by

an SOE adds only $0.12, the lowest multiplier effect

reported in the study. The public firms represent a con-

tingent liability for the state, although given the absence

of public figures estimates vary between 2.5% and 5%

of GDP, according to S&P in January 2014, excluding

the sovereign guarantee on the PNG LNG project equiv-

alent to 15% of GDP, according to the IMF. 

The government’s reform programme, with techni-

cal assistance from the ADB, aims to restructure SOEs

to separate their regulatory functions from operations,

corporatise the firms and sell stakes to the private sec-

tor. Re-establishing the Department of Public Enterpris-

es in 2012 to steer reforms, the administration plans

to restructure the IPBC and other SOEs into a single

Kumul Trust, modelled on Singapore’s Temasek Hold-

ings. While details are still being determined, the trust

would adopt a unique governance structure where

government officials would be shareholders while all

former prime ministers would hold golden shares yield-

ing veto power on key decisions. Although the struc-

ture has the potential to increase SOEs’ transparency

and efficiency, according to the IMF’s 2013 Article IV,

“The success of this initiative will hinge on adoption of

governance structures at the trust and in affected com-

panies to ensure their independence from political

interference and focus on stated corporate goals.” 

Authorities have begun to unbundle assets from reg-

ulator, establishing the new PNG DataCo in February

2014 to hold the fibre-optic cable assets of PNG Telikom.

The same month, Prime Minister O’Neill announced

plans to sell a 50% stake in Air Niugini to raise PGK500m

($203.3m) to finance the purchase of two new Boeing

787 planes and for sales of minority stakes in PNG Pow-

er and PNG Telikom later. In parallel, the ADB has also

worked on guidelines for SOEs’ community service obli-

gation as part of the reform, although these are still

pending in 2014. Indeed, despite their economic weight,

the quality of services delivered by SOEs remains poor,

with only 12% of households and 15% of schools con-

nected to grid electricity in 2013, according to the IMF.

TOWARDS PPPS: Corporatising the SOEs is an integral

part of broader efforts to attract private investment

and competition in infrastructure via public-private

partnerships (PPPs) and enhance growth. The govern-

ment estimates that the introduction of competition

in telecoms boosted growth by 2.5 percentage points

in the three years following Digicel’s entry in 2007,

according to ANZ. The ADB and IFC have provided tech-

nical assistance in developing the PPP policy issued in

December 2008, with particular focus on transport

and power infrastructure. A draft PPP bill was approved

by the Cabinet in mid-2013 and presented to Parlia-

ment in May 2014. The ADB and IFC are ready to extend

guarantees for up to 50% of debt for such projects. 

While any project over $50m could qualify for a PPP

structure, the government has focused on the planned

PGK2bn ($813m) Ramu 2 power plant and upgrades

to Port Moresby’s power generation. Also in power, the

ADB has highlighted potential PPPs including the $100m

80-MW Naoro-Brown hydropower project and the

1800-MW Purari hydropower system. 

In transport, the pipeline of projects includes two

phases of concessions for the Lae container port, a con-

cession for Port Moresby’s container port, and the

$500m terminal and airside development of Port Mores-

by’s Jackson International Airport. Development part-

ners see the greatest potential in the Lae port given

that it could act as a regional trans-shipment centre,

although the concessioning of shipping franchises for

passenger and cargo transport are also envisaged. In

the longer run, the government hopes to attract

PGK250m ($101.6m) in private financing for building

and rehabilitating schools and health clinics. 

OUTLOOK: In 2014 PNG’s economy is navigating the

lull period following a decade of rapid economic expan-

sion and on the cusp of a resource-led boom. As author-

ities seek to channel investment to infrastructure

upgrades to sustain growth and create the founda-

tions for broader-based economic development, the

priority will be to improve the quality and effectiveness

of spending. Meanwhile, both fiscal and monetary

authorities are focusing on establishing the instru-

ments required to manage the large foreign-currency

inflows from the ramp-up of LNG exports. Stimulating

the non-mineral sectors, whose natural longer-term

growth trend sits at around 4.5% annually, according

to the IMF, will require significant private investment

in production and infrastructure. While attracting pri-

vate investment will depend on successful implemen-

tation of public-sector reform, the government will

need to strike a balance between conducive investment

policies and the need to protect domestic enterprise. 
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Strong growth in construction and mining has had knock-on effects on manufacturing and transport

While any project worth
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qualify for a public-private

partnership (PPP)

structure, the government

has been emphasising the

potential for PPPs in the

power generation and

transport sectors.
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James Marape, Minister of Finance

What were the factors behind Papua New Guinea’s

better than expected economic performance in 2013? 

MARAPE: One of our greatest achievements has been

to achieve macroeconomic stability over the last 10

years. It was no small task for a country like PNG, which

is still over-reliant on imports and exposed to com-

modity price fluctuations on the international market. 

Yet when you look at the numbers, there are reasons

to be optimistic. Our foreign exchange reserves 10

years ago amounted to just $800m. In 2012 they stood

at $5bn, while GDP grew at an average of 9-10% over

the same period. These positive economic indicators

were achieved by implementing a strict fiscal policy, like

the Fiscal Responsibility Act, which set a ceiling on pub-

lic debt at 30% of GDP. We also set a clear framework

for medium-term expenditure and export-driven strate-

gies. This wave of structural reforms was supported by

a period of exceptionally high commodity prices on

the global market, especially between 2006 and 2008,

which brought in additional revenues. 

Most importantly, in the midst of a world financial

crisis, we were able to attract ExxonMobil into a joint

venture to develop our gas reserves, which is testament

to PNG’s potential as a major player in the region. Exxon

was already engaged in a 120trn-cu-ft investment in

Australia, through the Gorgon gas project, so we had

to compete for investment with a very attractive and

deregulated market, but still ExxonMobil banked on

PNG. As the PNG liquefied natural gas (LNG) project

enters the final stages, our credibility as a nation is

making a big leap forward. As proof of that, Standard

& Poor’s recently improved our rating to B+.

What challenges lie ahead, considering the struc-

tural weaknesses you have mentioned?

MARAPE: PNG’s economy is like a ship whose nose has

been redirected into safer waters, but we will have to

continue catching favourable winds to sustain our jour-

ney to port. I know enough about seafaring to predict

that there will be turbulence along the way. That is why

it is important to implement a budget that will address

the right issues over the medium term. 

While we have mapped out the path in terms of rev-

enues and expenditure priorities, we still need to improve

our key economic enablers, while overhauling the coun-

try’s infrastructure – ports, roads, airports and public

utilities – to translate macroeconomic gains into real

benefits for the population as a whole. 

Are you satisfied with the government’s implemen-

tation at both the national and provincial levels?

MARAPE: We have to admit that there are structural

weaknesses, and implementation has been one of our

major concerns as an administration. Certainly our pub-

lic sector service structure has not met expectations,

and that is why in 2013 we put special emphasis on

procurement at the district and provincial levels, a

measure that will continue in 2014. 

While this process of decentralisation will be sus-

tained, we will run a budget deficit in an effort to stim-

ulate the economy. We will pay special attention to the

construction sector, which inevitably is experiencing a

slowdown as the PNG LNG project reaches completion.

There is still plenty of heavy equipment and human

capital engaged in spin-offs from the project, and our

task as the government is to ensure that it continues

to be employed. So 2014 will be a bridging budget in

the hope that we will achieve a surplus again by 2018.

In the last quarter of 2014 we will see the first revenues

from the LNG project flowing into the system, but the

real effect will be felt from 2015 onward. 

Where do you see PNG 10 years from now? 

MARAPE: We are strengthening the nuts and bolts of

our system, and if we manage to maintain political sta-

bility there is nothing to stop PNG becoming a region-

al leader in the foreseeable future. My contribution to

this as the minister of finance is to ensure expenditure

is on target, and I can assure you that we will contin-

ue implementing fiscal discipline for the next 15 years.
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In 2013 the current account deficit was 26.8% of GDP

Following three years of sharp appreciation, Papua New

Guinea’s currency, the kina, reversed course from late

2012 as construction on the PNG liquefied natural gas

(LNG) project began to taper and commodity export

revenues contracted. Fiscal spending, largely financed

in kina, continued to drive demand for imports and

compounded the currency’s fall in 2013. The Bank of

PNG (BPNG) has used open-market operations to cush-

ion the fall, although its impact on imported inflation

is expected to trickle through in 2014.

Although the start of LNG exports in May 2014 will

strongly stimulate economic growth, the effect on the

current account remains less clear given the limited

repatriation of earnings onshore during the project’s

cost-recovery phase. While a share of the proceeds

will be used to rebuild the central bank’s depleted for-

eign-exchange reserves, the currency’s outlook depends

on the establishment of the sovereign wealth fund and

prospects for new foreign direct investment (FDI). 

BOP PRESSURES: In an economy valued at $8bn in

2008, the sheer size of the LNG project, whose costs

rose from an initial $15.7bn to $19bn by 2013, has

caused imbalances. The current account swung from

a surplus of 7.3% of GDP in 2008 to deficits of 13.3%,

18.1%, 23.5% and 50% in the four subsequent years,

according to data from Standards & Poor’s (S&P). While

construction drew in significantly more imports, this

was largely financed through FDI and foreign debt, eas-

ing the pressures on the balance of payments: PNG’s

net external liabilities rose from 55% of current account

income in 2007 to 440% in 2013. 

Meanwhile, although volumes of key commodity

exports declined over the past decade, foreign exchange

revenues were bolstered by the upswing in commodi-

ty prices. The volume of PNG’s crude oil exports dropped

from 150,000 barrels per day (bpd) in 2002 to 10,000

bpd in 2011, while volumes of copper and gold exports

declined by 15% and 12%, respectively, in the same

period, according to the Institute of National Affairs.

Despite this drop, however, rising international prices

drove higher oil export revenues, from PGK1.43bn

($581.3m) in 2002 to PGK2.43bn ($987.8m) in 2011,

while copper and gold exports grew 199% to PGK3.05bn

($1.2bn) and 160% to PGK5.97bn ($2.4bn), respective-

ly, in the same period, according to BPNG. 

The current account deficit retreated to 26.8% of GDP

in 2013, but the tapering of inward FDI flows associ-

ated with impending completion of the LNG project

meant the deficit was no longer funded through exter-

nal inflows from 2013. “Although PNG has been run-

ning a current account deficit for a number of years, a

large proportion of deficit was likely through FDI and

the currency has not reacted negatively until more

recently with a slowing of investment inflows,” Daniel

Wilson, an economist at ANZ, wrote in the November

2013 ANZ “2014 Pacific Outlook”. 

Meanwhile, while exports slumped by 9.4% year-on-

year (y-o-y) in the first half of 2013 driven by disrup-

tions in OK Tedi output and falls of 25% in the gold price

and 11% in the copper price in the year to October 2013,

imports continued to grow by 13.4% y-o-y thanks to

imports for the LNG project and the impact of govern-

ment capital investment. While import growth slowed

by 3.6% y-o-y in the third quarter of 2013, compared

to a contraction of 2.1% in exports, the capital and

financial account surplus of PGK6.4bn ($2.6bn), esti-

mated for 2013 as a whole, was insufficient to cover

the current account deficit of PGK6.99bn ($2.8bn),

according to BPNG. With fiscal spending financed in

local currency replacing the stimulus from foreign

inflows from 2013, government spending has com-

pounded balance of payments pressures. 

CURRENCY DROP: Foreign currency inflows from 2010

caused a 30% appreciation in the kina’s real effective

exchange rate in the three years to its peak in Septem-

ber 2012, according to the IMF, and 40% in nominal

terms against the US dollar, as per ANZ figures. The kina

outperformed most other commodity exporters’ cur-

rencies given stronger FDI inflows relative to the size

of the economy, according to the World Bank. Although

Strong fiscal spending,

mainly financed in kina,

boosted demand for

imports and compounded

the currency’s fall in 2013,

with the Bank of PNG using

open-market operations to

cushion the impact.
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the kina’s 8.7% fall in the year to September 2013, as

per BPNG figures, was broadly in line with similar drops

in other commodity exporters as the US dollar strength-

ened against most emerging market currencies and as

dollar-denominated commodity prices slumped, the

depreciation accelerated from September onwards. By

the end of November 2013 the kina had fallen a full

25% year-to-date against the US dollar, according to

the World Bank, while other commodity-dependent

currencies had halted their slump.

Although the currency stabilised somewhat in the

last two months of 2013, foreign-exchange bid/ask

spreads have widened to around 10% in each direction

in light of PNG’s foreign-currency glut. Even at

PGK1:$0.413 against the US dollar in December 2013,

the kina was still trading above its 10-year average,

according to the World Bank. ANZ forecast an 8-10%

depreciation against the US dollar in 2014. While the

currency’s depreciation has been sharp, volatility in

fluctuations have also increased markedly. “The nature

of PNG’s foreign exchange market is different from

that in more liquid markets,” Eric Kramer, chief operat-

ing officer and portfolio manager at PacWealth Capi-

tal, told OBG. “It is driven by trade flows and a lack of

participation in the market.” Higher volatility has prompt-

ed the central bank to intervene through open-mar-

ket operations to smooth out short-term fluctuations

and soften the impact on PNG’s economy. 

BPNG INTERVENTION: In light of the weak transmis-

sion mechanism between movements in the benchmark

interest rate, the Kina Facility Rate, and domestic inter-

est rates given excessive liquidity, BPNG has tradition-

ally used open-market operations and hikes in banks’

reserve requirements as its key monetary policy instru-

ments. The drawdowns on BPNG’s foreign-currency

reserves provide a proxy for the bank’s open-market

operations, although valuation effects also play a role,

according to ANZ. The central bank’s intervention efforts

have focused on the US dollar rate. While reserves

peaked at $4.32bn in December 2011 and remained

above $4bn until January 2013, their depletion accel-

erated substantially to $3.18bn in June, $3.06bn in Sep-

tember and $2.80bn by February 2014. 

The sharpest drops in reserves of $483m in the sec-

ond quarter and $256m in the fourth quarter reflect

the more aggressive BPNG interventions in the market

and the kina’s subsequent relative stabilisation. A much

larger intervention than that by other commodity

exporters with floating exchange rates, the roughly

$1bn in interventions in 2013 represented half of PNG’s

current account deficit, according to the World Bank.

Rating agencies such as S&P have not raised concern

on the rapid depletion of foreign reserves, however, giv-

en that BPNG is expected to rebuild them once pro-

ceeds from the LNG project start flowing onshore. 

Meanwhile, the central bank is expected to contin-

ue intervening in the market to smooth out extreme

fluctuations, but not the currency’s direction. “We

believe the bank is comfortable with unwinding the

appreciation driven by the LNG construction phase,” Wil-

son wrote in November 2013. “We believe the end

result will be the PGK/US dollar mid-rate around the

mid-0.30s level to help combat ‘Dutch Disease’.”

In June 2014, BPNG introduced a 150-basis-point

exchange rate trading band, which allowed currency

traders to buy and sell the kina either 75 basis points

above or below the official inter-bank rate. As part of

its news release, BPNG reaffirmed that the floating

exchange rate regime would continue. The move saw

the value of the kina jump by 18%. 

WINNERS & LOSERS: While a lower currency will sup-

port efforts to diversify the economy over the longer

run, the short-term impact of the kina’s depreciation

has been mixed. The biggest benefits have accrued to

the agricultural sector, which consumes more imports

produced locally than the mining sector, which is high-

ly dependent on imported equipment, fuels and skilled

labour, according to the World Bank. Although global

agricultural prices have weakened markedly, the falling

kina has cushioned the blow for local producers. As per

World Bank estimates, although Arabica coffee prices

fell 32% between September 2012 and November 2013,

the currency depreciation narrowed the decline to

13.7% in kina terms and thus helped to reduce the

number of coffee growers falling into hardship. 

The start of LNG exports in 2014 will return the cur-

rent account to a surplus in 2015, forecast as high as

12.1% of GDP before returning to 9.1% in 2016, accord-

ing to S&P, but the longer-term outlook for the curren-

cy is mixed. While the goods balance is forecast to

revert to a strong surplus from 2014, the deficit in the

services current account is expected to persist given

the scale of planned investments in infrastructure,

according to an ANZ presentation in March 2014.

Although the initial start will have a buoyant effect on

the economy, the level of inflows actually coming

onshore will be relatively low for the first seven years,

but they will allow BPNG to rebuild its depleted foreign

currency reserves. Thereafter, much will depend on 

the performance of Asian LNG prices, given the index-

ation of PNG LNG contracts to the Asian benchmark. 
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before returning to 9.1%

the following year.
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Charles Abel, Minister for National Planning

What is being done to help spur economic growth? 

ABEL: One of the most important decisions in 2013

was the introduction of a deficit budget in order to stim-

ulate the economy, as we predicted an economic slow-

down due to the completion of the liquefied natural

gas project. It was also a deliberate choice to set an

investment path for the next five years, with further

investments in infrastructure, health and education.

Luckily the economy grew faster than we had antici-

pated, and it has also not translated into higher infla-

tion, therefore confidence in the market remains high. 

The government’s performance has not been equal-

ly satisfactory though, especially in effectively execut-

ing the budget. Service delivery and implementation

needs improvement and this can only be done through

partnerships, especially in health and education. That

is why we are reaching out to non-governmental insti-

tutions like the church, which enjoys a capillary net-

work throughout the country, but also by engaging

with major resource developers through tax credit

schemes and infrastructure grants. 

How will you be financing the budget in 2014?

ABEL: There has been sufficient liquidity internally to

finance the debt so far, but we are reaching the outer

limits of this, especially because we will continue a

deficit budget in 2014. However, I am reluctant to bor-

row more. I think it is wise to stick to financial discipline

instead, especially by improving tax collection, as our

system is lagging behind our economic growth. We

have to resist the temptation to borrow beyond what

is affordable to us, as we do not want debt to cover liv-

ing expenses, but to be an investment drives instead.

That is the way to retain confidence in our economy. 

In what ways can the private sector participate in

fostering economic growth? 

ABEL: There is great potential for investment here, but

the system lacks sufficient instruments to channel this

potential into the market. We have issued government

treasury bills in the past, mainly inscribed stocks, but

there isn’t a great variety of products available. We

have to free up land so that additional capital can be

spent on developing properties and generating growth. 

We are trying to move away from an exploitation-

based economy, and to structure our development

plans in a more responsible and sustainable way through

private sector involvement. I believe that public-private

partnerships, for example, will be instrumental in deliv-

ering infrastructure and services by utilising private

sector capital, management and other resources. 

What is being considered in terms of establishing

a sovereign wealth fund (SWF)?

ABEL: The surplus generated over the last 10 years,

mainly driven by commodities exports, often faced

capacity constraints in entering the system, especially

at the sub-national government levels. That is why we

decided to create an SWF, and we will be basing this

on the Santiago Principles, which set best practices for

fund operations. The idea is to redirect part of gas rev-

enues instead of channelling them all into the system.

The fund will be established under the Treasury, although

it will be administered by an independent board and

subject to its own legislations. Lately we have refined

its structure, how it will filter into the budget and what

portion of it will be set aside for future generations. 

Where do you want to see this country in 10 years?

ABEL: We are laying the foundations for a proper sus-

tainable future, one that is not entirely reliant on min-

eral extraction. We are trying to design a new type of

economy that is based on pursuing global solutions to

climate change. Of course we would need the input of

the international community in managing our natural

resources in a sustainable way, especially our forests

and fisheries, but we would like to indicate that we are

willing to be part of this movement. We have also tak-

en some hard decisions about population growth, 

as we would like to keep our population under control. 
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Wasantha Kumarasiri, Managing Director, IPBC

What will be the IPBC’s position within the restruc-

turing of state-owned assets in Papua New Guinea

through the Kumul corporatisations?

KUMARASIRI: Whereas mining and petroleum assets

will go under the respective Kumul trusts, the other

state-owned assets – such as PNG Power, PNG Ports

and Air Niugini – will come under the IPBC, which will

change its name to Kumul Consolidated Holdings. This

transition needs further refinement and won’t be imple-

mented before June 2015, but the idea is to eliminate

conflicting negotiations between state entities and

provide the best outcome for the country. Under the

new structure, the IPBC will also take on additional

functions. Currently it has the responsibilities without

the necessary authority, whereas the holding compa-

ny-subsidiary relationship will provide the legal frame-

work needed for the IPBC to do its job more exactly. 

In light of the restructuring, how would you respond

to the assertion that state-owned enterprises

(SOEs) act as a drag on economic growth in PNG?

KUMARASIRI: There was a recent study by the Asian

Development Bank showing that the multiplier effects

of investments by PNG SOEs are the lowest in the region.

However, the study looked at the ten-year period

between 2001 and 2011 and gave results in a lump sum

figure, which does not accurately reflect the situation.

Over the last five years, some SOEs have exceeded their

industry benchmarks – which is why a new report that

takes this into account will be released in the last quar-

ter of 2014. Each SOE has performance issues to address,

and boards and shareholders must take the proper

measures. These dynamics will change once the Kumul

corporatisations are complete. 

What strategic projects is the IPBC currently imple-

menting in key sectors of the economy? 

KUMARASIRI: Top sectors on our agenda, given their

immediate impact on the economy, are power, IT and

transport – specifically ports. The relocation of the

Port Moresby port to Motukea Island by 2017 and the

expansion of Lae Port, which includes the construc-

tion of the Lae tidal basin, are expected to reduce trade

costs. At the moment, neither port can receive large

vessels, hence requiring re-handling and extra trans-

port. These additional costs inevitably affect the coun-

try’s import and export sector, and increase prices for

consumers at the end of the supply chain. The long-

term strategy is to turn PNG into a shipping hub for the

Pacific, as it could absorb a lot of the region’s traffic,

especially from neighbouring island countries. Increas-

ing vessel arrivals would also generate jobs for both

skilled and unskilled labour. 

As for power generation, reducing the cost of elec-

tricity would encourage and boost PNG’s manufactur-

ing capacity – especially for canneries, as the country

continues to be one of the world’s premier producers

of tuna. At the moment, one KWh costs $0.31 in PNG,

compared to only $0.21 in Singapore. In countries like

Indonesia, where power generation is subsidised, it

costs as little as $0.07. By increasing the use of gas for

power generation, while simultaneously boosting the

capacity of hydropower, we are confident that we will

be able to bring down the costs of electricity to

$0.20/KWh in the future. That, plus the introduction

of industrial zones and tax holidays, should change the

manufacturing landscape in PNG. 

In the telecoms sector, the major issue is how to

increase competition and bring down prices, and I feel

that the communications regulator should step in to

provide guidance. I do not see why, for example, tow-

er-sharing is not mandatory for operators throughout

PNG, as it is in many other countries, or why clients can-

not freely transfer their mobile number from one oper-

ator to another, because phone number portability is

one of the greatest facilitators of competition in

telecommunications. These are key priorities in my

opinion, as they would prevent a single company from

controlling as much as 98% of the market, a share that

is practically unheard of both in the region and beyond. 
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The debt profile has been rebalanced towards domestic sources

By using an expansionary fiscal policy to sustain aggre-

gate demand amid tapering of the Papua New Guinea

liquefied natural gas (LNG) construction phase, the

government is relying on public markets to finance its

deficit. On the central bank’s advice, the Department

of Treasury has rebalanced its borrowing profile towards

local-currency Treasury bill (T-bill) and inscribed stock

(government bonds) in recent years. 

While the medium-term debt strategy (MTDS) pro-

vides a fiscal anchor for the next five years, PNG will

need to balance anticipations of strong revenue growth

with growing contingent liabilities, linked to the state’s

expanding role in the natural resources sector in par-

ticular. Although the government will contract new for-

eign currency debt in coming years, it is expected to

balance domestic and external liabilities to ensure its

medium-term debt sustainability. Amidst volatile glob-

al financial conditions, however, timing will be key to

determining the terms of new liabilities. 

DEBT PROFILE: While traditionally reliant on conces-

sional funding from bilateral and multilateral donors such

as AusAid and the Asian Development Bank (ADB), its

share of PNG’s funding mix has declined as inward for-

eign direct investment (FDI) and reliance on commer-

cial debt markets has grown. Development assistance

has declined from 20% of government revenue in 2003

to around 10% in 2013, according to private equity firm

Asia Frontier Capital. Development partners continue

to play a significant role beyond budget support, how-

ever, with the ADB’s active portfolio committed to PNG

reaching $1.1bn in 2014, including $160m in project-

based disbursements budgeted for 2014. Meanwhile,

surging mining revenues allowed the Treasury to retire

a share of public debt over the past decade, with PNG’s

aggregate debt, excluding contingent and state-owned

enterprises’ (SOEs) liabilities, declining from 39.5% of

GDP in 2006 to 22% in 2011, according to Standard &

Poor’s (S&P) figures. The drop in debt levels and shift

towards lower-cost funding sources cut annual inter-

est payments from 18% of aggregate spending in 2003

to 5.1% in 2013, according to the World Bank. As the

incoming administration launched a deficit-funded fis-

cal expansion from 2012, the nominal value of PNG’s

debt rose some 56% in the two years to June 2013 to

reach 31% of GDP, as per World Bank figures. 

Given abundant kina liquidity, the Bank of PNG suc-

cessfully lobbied government to rely on domestic fund-

ing rather than external sources. The stock of external

debt rose only modestly from 7.9% of GDP in 2012 to

8.1% in 2013, while domestic debt ratcheted up from

18.7% of GDP to 24.6% in the same period, according

to the Treasury’s 2013 “Mid-Year Economic and Fiscal

Outlook”. Most of the rise in external liabilities was

caused by the kina’s depreciation against the dollar

from late 2012, according to the World Bank. Total

external liabilities, including contingent liabilities,

expanded from 2011, however, given the PNG LNG pro-

ject’s reliance on private non-guaranteed debt: total net

external liabilities rose from 55% of current account

receipts in 2007 to 350% in 2013, according to S&P. 

LENGTHENING THE TENOR: The lion’s share of domes-

tic funding has come in the form of short-term T-bills,

which accounted for 47% of domestic debt in June

2013, according to the World Bank. With average tenors

of six months, however, the refinancing risks are high-

er for Treasury than for more expensive, longer-term

instruments. Under the MTDS, the government aims

to reduce T-bills to a quarter of its debt by 2017 and

lengthen the maturity of inscribed stock – government

bonds. “The 2014 Budget Strategy Paper (BSP) plans

to rely mainly on domestic debt issuance and to increase

the average debt maturity,” the IMF wrote in its Article

IV consultation published in December 2013. Total

domestic debt is budgeted to rise 19% to PGK10.5bn

($4.3bn) in 2014. The stock of outstanding bonds will

rise from PGK4.64bn ($1.9bn) to PGK6.21bn ($2.5bn)

in 2014, up from PGK3.37bn ($1.4bn) in 2012, accord-

ing to the Bank of PNG (BPNG). In contrast, the Treas-

ury has budgeted PGK5.1bn ($2.1bn) in new T-bill issues

in 2014 to cover repayments of PGK4.96bn ($2bn) in

47

THE REPORT Papua New Guinea 2014

While the country has

traditionally been reliant on

concessional funding from

bilateral and multilateral

donors, development

assistance dropped from

20% of government

revenue in 2003 to 10% 

in 2013.

Balancing liabilities
Preserving stability and financing the deficit



ECONOMY ANALYSIS

outstanding securities, reducing T-bill’s share of debt

to 46% in 2014, according to research from Kina Funds.

The cost of inscribed stock issues is significantly high-

er than T-bills, however. While interest rates on six-

month T-bills declined from an average of 3.87% in

2011 to 2.52% in 2013, 10-year inscribed stock issued

in November 2013 had a yield of 9.16%, down margin-

ally from 10.34% in 2011, according to Kina Funds. 

Despite abundant liquidity in the domestic banking

sector – with PGK1bn ($406.5m) in government trust

accounts held in commercial banks in September 2013,

according to BPNG – traditional investors’ appetite for

more government issues may become strained. The

two Australian banks, ANZ and Westpac, say they are

constrained by their sovereign exposure limits for PNG,

while BSP may have more space. Yet moving towards

the implementation of Basel III rules on risk-weightings

per asset class, banks may need to cap any excessive

single-borrower exposure. The two main superannua-

tion funds have continued to participate in auctions into

2014, with Nambawan Super buying most of the Feb-

ruary issue, for instance. Still, the pool of investors will

need to be broadened. Developing a secondary mar-

ket will be key to attracting smaller retail investors (see

Capital Markets chapter). 

OFF-BALANCE SHEET: The government has framed its

deficit-financed fiscal expansion in its third MTDS from

2012 to 2017, which acts as a “fiscal anchor” for gov-

ernment spending plans, according to Tim Bulman, the

World Bank’s country economist for PNG. The MTDS

allows for public debt to reach 35% of GDP in 2013 and

2014, before dropping below the 30% mark from 2015,

due in large part to the one-time GDP boost from the

ramp-up of LNG exports in 2015 and from a planned

narrowing of the fiscal deficit. The higher cap in 2014

is likely to be breached, however, according to World

Bank projections, with the Treasury tabling legislation

to raise the cap temporarily in early 2014. 

The official debt figures omit significant off-balance

sheet liabilities held by SOEs and through unpaid con-

tributions to Nambawan Super, which amount to rough-

ly 20% of GDP, according to the World Bank. Fully fund-

ing the government’s guarantee for PNG LNG amounts

to 15% of GDP in 2013, while SOEs’ debt amounted to

7.5% of GDP in 2010, according to the ADB. Competi-

tion between banks has kept lending terms relatively

competitive. Meanwhile, although the government paid

its 2013 superannuation fund contributions and an

additional PGK100m ($40.7m) in arrears in 2013, its debt

to Nambawan remained close to PGK2bn ($813m) as

of February 2014, according to the fund. Given that the

arrears compound at an average 14% annually, accord-

ing to Nambawan, the Treasury may opt to switch low-

er-yielding government bonds for its PGK2bn ($813m)

debt. The PNG LNG liability reflects expanding contin-

gent liabilities linked to the government’s growing role

in the natural resources sector. Smaller liabilities include

the $118m owed to Nautilus Minerals when the gov-

ernment lost an international arbitration case in Octo-

ber 2013 (see Trade & Investment chapter). 

“The Nautilus arbitration case points to government’s

growing contingent liabilities stemming from its involve-

ment in key mining projects,” Craig Michaels, Standard

& Poor’s sovereign credit analyst for PNG, told OBG. “As

government takes equity stakes in large mining proj-

ects, it is exposed to cost overruns, as also occurred

with the ExxonMobil LNG project.”

FOREIGN LIABILITIES: Since 2012 the government

has had a range of different foreign-borrowing options,

both as sources of budget deficit funding and to refi-

nance current contingent liabilities. The Treasury had

contracted Barclays to underwrite a maiden Eurobond

offering in early 2013, following the example of neigh-

bouring Fiji that raised $250m and $400m in two bond

issues, although this was suspended following global

yield hikes from May onwards. The government has

also been in discussions with China’s EXIM Bank for a

$2.4bn line of credit for specific projects, although the

status of talks remains unclear. 

In March 2014 the government faced the deadline

for refinancing a bond worth $1.6bn – equivalent to

roughly 8% of total GDP – issued in 2008 to finance

the Independent Public Business Corporation’s stake

in the PNG LNG project. The private placement, fully

subscribed by Abu Dhabi’s International Petroleum

Investment Company, was backed by collateral in the

form of the state’s 196.6m shares, or 14.7%, in Oil

Search. The government decided to raise $1.6bn to pay

off the bond, retain its stake and appointed UBS to

handle the bond refinance deal. Having rebalanced its

debt profile towards domestic sources, PNG’s liabilities

remain sustainable, according to S&P and Moody’s. 

While the outlook for state revenues is strong in the

medium term, ensuring the sustainability of further

spending increases in the meantime will be key to pre-

serving macroeconomic stability. With abundant domes-

tic liquidity, planned T-bill and bond issues should con-

tinue to be oversubscribed, though there is space for

new offshore debt issues as well. Sustaining strong

economic growth will be key for the state to comply

with its 30% debt-to-GDP caps from 2015 onwards. 
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Geoff Cundle, Managing Director, Steamships Trading Company

Is it time for diversified conglomerates in Papua

New Guinea (PNG) to expand or consolidate?

CUNDLE: Over the next couple of years, we expect a

deceleration in most economic activities as the coun-

try feels the pinch from completion of the PNG lique-

fied natural gas (LNG) construction phase. The export

of both hard and soft commodities, which has been

growing on the back of China’s exceptional demand, is

also expected to slow. The corporate landscape will, in

our view, go through a period of consolidation in the

short to medium term as it adjusts to market realities. 

We should not forget that PNG is more than Port

Moresby. The effect of low commodities prices, espe-

cially for palm oil, cocoa and coffee, has been felt most-

ly in rural areas, while confidence at the port city of

Lae has somewhat dissipated as the Wafi-Golpu min-

ing project has been deferred. The cargo tonnage com-

ing through PNG's port, which is one way to quantify

this trend, has slowed considerably from mid-2013. 

That said, we are used to these sorts of peaks and

troughs in PNG, having operated here for more than

95 years. Confidence in the market remains positive

despite more challenging conditions in the short term.

The contrast is stark with two years ago, when we had

the twin benefits of high commodities prices and spin-

off effects from the Exxon-led LNG project. We have

returned to more "normal” market conditions, having

enjoyed a nice surge, so we should not get too despon-

dent. It is a good time to keep one's powder dry for inter-

esting opportunities as the market adjusts. 

What structural adjustments are needed to sustain

the market, especially in critical areas like transport?

CUNDLE: The 2014 national budget puts a strong

emphasis on infrastructure, something that was long

overdue. While Port Moresby has a lot more shiny build-

ings and cars now than in the past, outside the capital

the physical infrastructure situation has gone back-

wards. The risk associated with the budget, of course,

is that the government may not be able to carry out all

of the projects it plans. Capacity to execute remains an

issue for PNG. We feel, however, that the budget is a

major step in the right direction. With new gas proj-

ects planned to come on-stream in the medium term,

the government can step in to fill the gap following the

LNG construction phase by accelerating investments

in the growth enablers, especially infrastructure, law

and order, education and health. 

China, where I worked a long time before returning

to PNG, has shown that investing ahead of the curve

can pay dividends in the long run. For all the differences

between the two markets, PNG can learn from this.

China has redefined its economy by investing in infra-

structure, especially housing and transport. This helped

encourage domestic consumption as its export com-

petitiveness waned. The drift towards urbanisation seen

in China in recent years is also likely to occur in PNG,

though perhaps to a lesser extent. Overhauling serv-

ice infrastructure in the cities should therefore be a

national priority. The Chinese administration had good

foresight to predict what was coming, and the govern-

ment of Prime Minister Peter O’Neill is signalling that

it similarly understands the need to upgrade infrastruc-

ture to meet the demands of a growing economy. The

early signs from the government are positive. 

To what extent could public-private partnerships

(PPPs) help achieve the government’s goals?

CUNDLE: A key factor in drawing private sector involve-

ment through PPPs is political stability. This the current

administration has so far provided. So I do see more

opportunities for the private sector in the future, espe-

cially if the government keeps reaching out to firms with

a record of executing capital projects in PNG. 

Still, what lies ahead for PPPs is not entirely clear. The

government has been talking lately about protecting

certain industries, or introducing legislation to ensure

that takeovers are in line with national interests. These

sorts of propositions send mixed signals and can cre-

ate uncertainty among local and foreign businesses. 
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As LNG exports start the country is creating a sovereign wealth fund

On the cusp of a major resource windfall over the next

decade, the government is establishing the means to

manage such inflows in Papua New Guinea’s small and

open economy. Like 58 other countries, PNG is in the

process of establishing a sovereign wealth fund (SWF)

just as liquefied natural gas (LNG) exports begin to

flow from the PNG LNG project. Although state revenues

from LNG will be lower during the cost-recovery peri-

od, both the Bank of PNG (BPNG) and the Treasury are

eager to establish a resilient system to replace existing

trust accounts. “We want to avoid the mistakes made

in the past, including the depletion of the Mineral

Resources Stabilisation Fund (MSRF) between 1990 and

2001 and the trust accounts in which the windfall rev-

enues of the increase in resource prices in the last five

years were parked,” Benny Popoitai, the deputy-gover-

nor of BPNG, told a Schroders seminar in Singapore in

October 2013. In the medium term the country’s SWF

will relieve pressure on the currency, act as a fiscal sta-

biliser and channel investments towards the country’s

long-term development goals. 

LEGAL BACKING: An organic law passed in February

2012 creates the legal foundation for the SWF, although

its exact administration and investment remit are still

pending a revised organic law, drafted in conjunction

with legal firm Allen Overy. Following the Santiago Prin-

ciples, voluntary guidelines issues in 2008 by the IMF,

the fund is set to follow the rules of transparency,

strong governance and clear objectives. The aim is to

provide macroeconomic stabilisation, improve eco-

nomic oversight, enhance fiscal transparency by inte-

grating all fund drawdowns into the budgetary process

and enhance sovereign asset management and savings.

By managing a share of the proceeds offshore, the SWF

will also mitigate the risk of “Dutch Disease” where

commodity exports cause significant currency appre-

ciation, thereby crowding out non-mineral sectors. 

With assistance from the IMF, World Bank, Asian 

Development Bank and Australia’s Future Fund, the

Treasury intends to structure the SWF in three sub-funds. 

FUND DESIGN: The first, a stabilisation fund, will off-

set any budget shortfalls to balance the books in an

effort to insulate the budget from fluctuations in glob-

al commodity prices, similar to those since mid-2012,

for instance. The stabilisation fund will only disburse

funds on a needs basis, matching government spend-

ing with the domestic economy’s absorption capacity.

The other development fund will be split between a sub-

fund focusing on infrastructure development locally and

another, larger, future savings fund that will channel

investments offshore to offset upward pressure on the

currency and manage assets for the benefit of future

generations. While the stabilisation fund will derive

funding from all government mining and petroleum

revenues, the development funds will be capitalised with

dividends from the government’s 16.8% stake in PNG

LNG and equity in future projects. Sub-funds will be

barred from investing in government securities, with

drawdowns on the stabilisation fund expected to flow

through the normal budgetary process. 

CHECKS & BALANCES: Strong checks and balances

are required to mark the SWF initiative apart from pre-

vious attempts to manage such windfall inflows. Indeed,

PNG’s attempt at independence to establish a wealth

management fund, the MRSF, is one the authorities wish

to avoid repeating. The MRSF was established in 1974

to manage the proceeds from large projects like the

Rio Tinto-backed Panguna Copper Mine in Bougainville

and, later in the 1980s, BHP Billiton’s OK Tedi. Follow-

ing a revision to the act in 1987, the government was

given significantly more discretion in withdrawals. By

1999, when it was closed, the fund was exhausted

through excessive withdrawals and misappropriations. 

The new SWF plans for a more resilient governance

structure aimed at fully accounting for withdrawals. An

independent board will oversee all funds within the

SWF, with regular audits from both international audi-

tors and independent probity assessors. 

The composition of the seven-member board will

include the Treasury minister and six private sector
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representatives selected by an appointment commit-

tee comprising the prime minister, auditor general,

BPNG governor, leader of the opposition and the head

of the PNG Chamber of Commerce and Industry. Mean-

while, annual transfers from the stabilisation fund will

not exceed the moving 15-year average of resource pro-

ceeds as a share of budgeted revenue. 

RESOURCE PROCEEDS: Although the PNG LNG proj-

ect is expected to produce roughly 9trn cu feet of gas

and some PGK75bn ($30.5bn) in income for the pub-

lic purse over its 30-year lifetime, the fund is only

expected to build up significant reserves from the start

of the next decade. Given tax concessions, extended

as incentives for the project’s backers to invest, and

longer recoveries on the project’s $19bn costs (up

from an originally estimated $15.3bn), the government

projects tax income of PGK1.6bn ($650.4m) to PGK2bn

($813m) annually from the start of gas exports in 2014

to 2022, rising to PGK4.5bn ($1.8bn) a year thereafter.

Most of the PGK52bn ($21.1bn) in annual LNG proceeds

from 2015 will flow offshore. Royalty payments will be

transferred to the affected landowner groups on top

of their 2.8% equity stake in the project. 

The government expects dividend payments of

between PGK650m ($264.2m) and PGK800m ($325.2m)

a year from its 16.8% equity stake, although the World

Bank expected this income to be used initially to pay

off the $1.6bn in debt associated with the financing of

the equity stake in PNG LNG as well as state equity in

future resource projects. In the first quarter of 2014

the Treasury contracted Swiss bank UBS to refinance

a convertible bond issued to the International Petro-

leum Investment Company of Abu Dhabi using the gov-

ernment’s 14.7% stake in Oil Search as collateral (see

analysis). Meanwhile, revenue projections for the fund

are based on assumptions regarding Japanese LNG

prices over the medium term, which could converge

fall as North American export terminal come on-line. 

PROSPECTS: While the total of PGK75bn ($30.5bn) in

government income over the LNG project’s lifetime

would make PNG’s SWF the world’s 26th largest, accord-

ing to the IMF, the fund will accrue reserves gradually.

The Treasury notes in the 2013 budget that “over the

next five years much of the this revenue will simply

replace expected declines from other mines such as

OK Tedi as well as declining production in the Kutubu

oil fields”. The stabilisation fund is not expected to build

up any reserves net of annual budgeted spending until

2024, while the development fund is set to receive

PGK650m ($264.2m) annually, although significant

amounts of funds will flow in and out in the interim. 

As the details of the fund’s administration and invest-

ment remit are finalised, the IMF has warned about the

potential for underfunding the SWF, stating in its 2013

Article IV consultation, “The mission encourages the gov-

ernment to revisit the withdrawal rules early on to

ensure that sufficient resources are accumulated in 

the SWF for stabilisation and development purposes.”
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The government has set up a tax reform committee to review all taxes

While rapid increases in government spending come

at the right time in Papua New Guinea’s economic cycle,

the key will be the timely execution of budgeted proj-

ects. Affected by low disbursement levels, particularly

for its capital expenditure, the government is enacting

key reforms to streamline projects and strengthen rev-

enue collection. As the Asian Development Bank (ADB)

noted in December 2013, “The real challenge for the

next year will be one of implementation and delivery.” 

EXPANSION PLANS: Seeking to bridge a growth gap

between the winding down of construction on the liq-

uefied natural gas (LNG) project and the start of exports,

the government has since 2012 used an expansionary

fiscal policy focusing on investment in key develop-

ment enablers. The 30% year-on-year (y-o-y) growth

in the 2013 budget and the 18.4% rise in 2014 are large-

ly driven by investment in infrastructure, which was up

70% and 44% in the last two years. Spending on the

five key development enablers is set to rise 30% in

2014. The majority of infrastructure funds are budget-

ed for investment rather than maintenance or opera-

tion of the facilities, however. While the Department

of Works and Implementation receives 60% more fund-

ing y-o-y in 2014, over 97% of the new funds are ear-

marked for investment, according to figures from the

ADB. Meanwhile, 37% of new health funds are dedicat-

ed to rehabilitating existing facilities. 

Another key feature of budgets since 2013 has been

the high degree of devolution in spending to sub-

national tiers of government – provincial, district and

local – through service improvement programmes.

Provinces receive PGK5m ($2m) per district, all 87 dis-

tricts receive PGK10m ($4.1m) each and local govern-

ments PGK500,000 ($203,250) annually. In total,

provinces received 26.2% of the budget in 2013 and

23.8%, or PGK3.64bn ($1.5bn), in 2014. The aim of the

decentralised spending is to better involve local com-

munities in the development of rural infrastructure

such as roads, schools and clinics, while the national

government focuses on larger infrastructure projects.

Yet although the national government has given guide-

lines on how to allocate these sub-national funds, Tim

Bulman, country economist at the World Bank, notes,

“It is unclear how effectively these allocations can be

monitored and enforced.” 

UNDER SPENDING: Whereas recurrent expenditure is

typically fully spent, disbursements on the capital com-

ponents are typically far lower. The Treasury estimates

in its 2013 “Mid-Year Fiscal and Economic Outlook”

(MYEFO) that a mere 26% of budgeted funds for trans-

port and infrastructure had been spent by the end of

the first half of 2013, with only slightly higher disburse-

ment rates of 36% for health and 38% each for educa-

tion and law and order. In total the government had

executed 43% of its recurrent budget but only 29% of

its development spending by end-June 2013, accord-

ing to ANZ. Although spending tends to accelerate

towards the end of the year, execution of the infrastruc-

ture budget typically remains around the 50% mark.

While the MYEFO trimmed the public investment pro-

gramme from $2.4bn to $1.6bn mid-year, a mere 52%

of the revised sum had been spent by November 2013,

according to data from the ADB. 

“Implementation issues have been particularly acute

for new major national infrastructure projects, which

suffer from weak oversight and are often funded before

feasibility and preparatory design studies have been

completed,” the bank noted in December 2013. Mean-

while, with little reporting on sub-national spending,

the use of the funds remained unclear, according to

the ADB. Under-spending has proved useful in curbing

the budget deficit: the 2013 budget recorded a final

deficit of 6.3% of GDP, according to the IMF, lower than

the 7.3% originally planned. Yet this has also led to the

build-up of funds in government trust accounts at com-

mercial banks, contributing to excess domestic liquid-

ity and potentially to leakages to consumption. 

NEW PROCESSES: The 54% of the government budg-

et disbursed in the first three quarters of 2013 repre-

sented a 10% improvement y-o-y on 2012, according
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to ANZ. Execution of recurrent spending, spurred by

higher-than-expected expenditure on personnel,

according to the Treasury, was up 12% in this period,

while development spending was 6.5% higher. Acknowl-

edging the need to improve the quality of expenditure,

the government has introduced new processes with

assistance from the ADB. For the first time in 2014 the

budget has integrated recurrent and development com-

ponents to improve planning efforts and promote trans-

parency. In addition, since 2013 the Treasury has moved

to multi-year budgeting, anchoring fiscal plans over

five years to create predictability in funding for agen-

cies and longer-term planning for investments. 

In 2014 the budget strengthens project screening

and review processes, while rolling out integrated finan-

cial management and strengthening oversight of civil

servants. Finally, a new branch was also created in the

Department of Finance to oversee statutory bodies

and migrate to harmonised financial reporting standards,

with expenditure warrants published monthly. The gov-

ernment expects accountability in its sub-national Serv-

ice Improvement Programmes through greater local

participation. “We are serious about decentralising gov-

ernment – and genuine decision making – to the lev-

els of governments that are closest to the people and

can therefore be most accountable to the people,”

Prime Minister Peter O’Neill told Port Moresby’s sec-

ond Leaders’ Summit in February 2014. To support

improvements in public services delivery, however, part-

ners like the ADB and IMF have warned that PNG will

need to invest in developing a higher-skilled work force.

Advising authorities not to rush spending towards the

end of the year and roll over unspent funds to the 2014

budget, the IMF also called for better prioritisation of

projects in its 2013 Article IV consultations. 

BROADER TAKE: While the government has relied on

a burgeoning budget deficit funded through local-cur-

rency securities, it expects revenue collections to out-

pace expenditure growth from 2014 onwards. The

Medium Term Fiscal Strategy plans for average 12% ris-

es in revenue annually in the five years to 2018, faster

than the 9% annual rises during the commodity upswing

from 2006 to 2011, according to the World Bank. Bank-

ing on a 21% increase in revenue to PGK12.7bn ($5.2bn)

in the 2014 budget, up from 9.6% in 2013, authorities

expect rising tax income to provide the bulk of new rev-

enue. As LNG exports started at the end of May 2014,

the impact on government finances will be gradual

(see analysis). The World Bank calls these projections

ambitious, but authorities have launched efforts to

strengthen tax compliance and improve transparency.

Although PNG achieved a fiscal surplus in five of the

seven years to 2013 according to Standard & Poor’s

(S&P), its terms of trade for its key mineral exports, gold,

copper and oil, deteriorated below budget assump-

tions in 2013. “PNG’s budget performance will remain

vulnerable to volatility in commodity prices,” Craig

Michaels, S&P’s sovereign credit analyst for PNG, told

OBG. Yet while commodity prices proved a drag on

income, the combination of higher tax compliance and

better-than-expected company profits drove the 9.6%

growth in revenues in 2013, as per ADB figures. The

share of personal income tax in total revenues has

grown compared to corporate and indirect taxes accord-

ing to the World Bank, from 16% of revenues in 2008

to 27% in 2013, roughly equivalent to corporate tax

receipts, which declined from 40%. The share of indi-

rect taxes has remained flat at 23%.

The bulk of the 21% growth expected in 2014 will

come from tax revenue, due to rise 13% y-o-y. The Treas-

ury expects the Inland Revenue Commission to boost

collections by PGK600m ($243.9m) in 2014, PGK300m

($122m) in 2015 and PGK150m ($61m) annually from

2016. “We are now tightening up the way in register-

ing and doing business in the country so as to capture

everybody,” Prime Minister O’Neill said in January 2014. 

The authorities expect to drive compliance by migrat-

ing to a computerised system, as well as simplifying the

tax system. In 2013 the government established a tax

reform committee to review all taxes, receiving submis-

sions from the private sector in 2014 and due to report

in March 2015. Aside from harmonising tax exemptions

and closing loopholes, the prime minister has also called

for the doubling of the threshold for tax-exemption to

PGK20,000 ($8130). The first tax review since the 1990s,

the committee’s recommendations could be incorpo-

rated in the 2016 budget at the earliest. The Treasury

has also led efforts to implement the Extractive Indus-

tries Transparency Initiative’s audit of resource rev-

enues, with the establishment of a multi-stakeholder

group in November 2013. Although the PNG LNG and

Ramu Nickel projects will contribute minor corporate

tax receipts until the turn of next decade given the tax

incentives they benefit from, the government expects

mining and petroleum tax to rise some 90% over the

next two years as LNG exports come on-stream. 

With all eyes on public investment as the key driver

of growth in 2014, efforts to strengthen budget exe-

cution and improve the quality of spending are welcome.

Meanwhile, expanding both compliance and the tax base

will be key to funding PNG’s development priorities. 
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Security concerns constitute a challenge to doing business in PNG

The Pacific Islands’ largest economy, PNG also poses

the largest security challenges to doing business. Secu-

rity firms operating locally estimate the cost of doing

business in PNG is some 30% higher than neighbour-

ing markets, excluding property, but the economic cost

of insecurity is far higher. “A significant improvement

in law and order (…) would help create a vibrant pri-

vate sector and more job opportunities, driven by the

expansion of small and medium-sized enterprises

(SMEs),” the IMF wrote in its 2013 Article IV consulta-

tion on the country. While a vibrant market for private

security has developed to cater to larger businesses,

the incoming government has placed the highest pri-

ority on law and order since it came to power 2012,

naming it one of the five key development enablers.

Although the above-average returns on investments in

PNG have long justified the risks, improving law enforce-

ment and reforming oversight of private firms will be

key to supporting the development of businesses. 

KEY BOTTLENECK: While the large investments asso-

ciated with the construction of the liquefied natural gas

(LNG) project generated strong demand for security,

recourse to private contractors is widespread in PNG.

A 70-question private-sector survey covering 136 com-

panies conducted by the Institute of National Affairs

(INA) and the Asian Development Bank (ADB) pub-

lished in June 2013 found law and order concerns to

be the single most important challenge to doing busi-

ness in PNG. Some 81% of respondents were “fairly to

very affected” by insecurity and 46% organised secu-

rity for the transport of their personnel. A full 36% of

those surveyed said business and investment decisions

had been affected by security issues. This marks some

improvement, however; as the report notes, “There

appears to have been a reduction in the level of ‘high-

ly to very highly affected’ business respondents between

2007 and 2012, with markedly more defining them-

selves as ‘fairly affected’.” 

The survey found that 79% of businesses employed

security staff, and security firms estimate only 55% of

firms outsource their security rather than employing

guards directly. Serious crimes most often cited as risks

in the survey include, in order, property theft without

force, break-ins, misappropriation of funds or petty

theft by employees, kidnapping of staff and arson. 

Although official figures on reported crimes are not

made publicly available, larger private security firms

build their own database of figures, pooling data through

the Port Moresby-based Security Professionals Asso-

ciation. Vehicle theft and car-jackings account for

around half of crimes faced by private firms, while pub-

lic fighting and armed holdups, particularly of cash-in-

transit (CIT), account for a third, according to estimates

by several security firms. Crime rates have typically risen

in the beginning of the year before tuition payments

(abolished since 2013) and ahead of public holidays.

Banks are a key source of demand: while Bank of South

Pacific operates its own security for CIT in Port Mores-

by and Lae, it outsources security for more remote

locations like other banks like ANZ, Westpac and May-

bank, with security contractors typically insuring the

first PGK5m ($2m) of funds. “The nature of threats is

changing and becoming more sophisticated,” Dale Smith,

the director of Guard Dog Security Services, told OBG.

Increasingly frequent attacks include the theft of con-

fidential documents and the targeting of foreign busi-

nessmen carrying gold and currency. Meanwhile, the

winding down of construction on the LNG project have

raised crime concerns. “There will be fewer contracts

associated with large projects as PNG LNG construc-

tion is concluded, but we have started to see a spike in

petty crime in the meantime,” said Smith. 

MARKET: The number of operators has continued to

grow faster than demand, rising from 336 firms in 2012

to 467 in 2014, according to the Security Industry

Authority (SIA). These range from larger foreign-affil-

iated and locally owned firms to smaller, less formalised

operators. “While there are over 400 private security

companies in PNG, not all of them are active or licensed,”

said Smith. “Only around 60-80 of them are serious.” 
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The Department of Labour and Industrial Relations

estimates the sector is the country’s third-largest

employer, after agriculture and public service, employ-

ing over 20,000 people nationwide, according to the

SIA. However, the large number of players competes

for a still-limited market, estimated at roughly PGK550m

($223.6m), according to security professionals in the

absence of formal figures. “Private security is a very low-

margin business in PNG, so you really have to drive vol-

umes to be sustainable,” Smith told OBG. “You are doing

well if you are achieving 6% rates of return.” Given thin

margins, firms respond swiftly to changes in demand,

with ANZ reporting in its February 2014 Asia-Pacific lay-

offs at two of the larger security firms in the first half

of 2013, responding to the conclusion of key projects. 

STRUCTURE: The market is dominated by a dozen larg-

er groups, led by Guard Dog, part of the locally owned

Dalco Group, which has expanded from its Lae base to

operate nationwide over the past two decades. It has

formed two security joint-ventures with landowner

groups participating in the PNG LNG project – with

Hides Gas Development Company in the Southern High-

lands and with Laba Holdings near Port Moresby. Oth-

er landowner groups like Anitua have formed their own

wholly owned security ventures. Three of the larger

operators are foreign-held: British-owned Corps Secu-

rity and G4S as well as Australian-owned Security Plus.

The latter has grown through acquisitions in PNG, buy-

ing Protect Security and Securimax in the early 1990s

before attempting to buy Corps Security in 2011, a

move blocked by the Independent Consumer and Com-

petition Commission. G4S was awarded the security con-

tract for the Australian-run asylum-seeker detention

centre on Manus Island, but it was transferred to Trans-

field following riots in January 2014. 

STRENGTHENING OVERSIGHT: The SIA, established

in 2006 under the 2004 Security Protection Act, acts

as the regulator by licensing firms and granting per-

mits to guards. In practice, however, the regulator’s

capacity has been stretched by the rapid growth in

number of operators. Although the 2004 act requires

the SIA board to include three representatives from

industry, the regulator has not issued clear guidelines

for licensing and permitting. While the Security Pro-

tection Act has proposed amendments to the legal

framework, the SIA has proposed raising the permit fee

from PGK20 ($8.10) to PGK100 ($40.70) per guard to

bolster its capacity, alongside the PGK3.5m ($1.4m) it

receives from government budget. “We have long

pushed for reform of the 2005 act, particularly to

resolve ambiguities between licences and permits grant-

ed by the SIA and to establish criteria for training and

obtaining licences,” Smith told OBG. “It is unlikely such

reforms will be enacted in the short term, however.”

LAW ENFORCEMENT: While revisions of rules for pri-

vate security would raise standards, the government is

focusing on investing in public law enforcement capac-

ity both in new equipment and training. A key element

of the Alotau Accord, following the turbulent 2012

elections and unrest in the Defence Force, included

extensive rebuilding programmes for both the army

and the 4500-strong Royal PNG Constabulary. After

raising spending on law and order by 7.9% to PGK1.12bn

($453.7m) in the revised 2013 budget, the Medium-

term Fiscal Strategy will gradually increase spending to

PGK1.32bn ($538.2m) by 2017, according to the Treas-

ury. The plans include recruiting and training an addi-

tional 480 police officers a year until 2017, as well as

the building and modernisation of housing and offices. 

Following strong growth of budgeted investments in

hard assets in 2013, the 2014 budget earmarks

PGK273.4m ($111.1m), or 27% of additional funds for

law and order in 2014, to staff training and pay increas-

es, according to the World Bank. Village court officers

are set to receive their first pay raise in 24 years, with

total allocations reaching PGK38.5m ($15.7m), accord-

ing to the World Bank. The Defence Force and the Cor-

rectional Service will also recruit new personnel in

2014, 400 and 150, respectively. 

Yet, as with other public investment programmes, “The

capacity of the central and regional government bureau-

cracies to direct spending effectively and efficiently

remains a key challenge,” Standard & Poor’s stated in

its January 2014 ratings update. In the Treasury’s 2013

“Mid-Year Economic and Fiscal Outlook” published in

August 2013, only 38% of spending on law and order,

or PGK426m ($173.2m) of a budgeted PGK1.12bn

($453.7m), had been disbursed. 

While public law enforcement remains in need of fur-

ther upgrades and modernisation, a dynamic private

security industry has emerged to meet the needs of

larger investors. Public upgrades to the Royal PNG Con-

stabulary, Defence Force and Correctional Service

should help improve conditions for both individuals

and SMEs. In parallel, private companies have tabled

proposals to overhaul the oversight of the private mar-

ket to level the playing field and raise standards among

private contractors. While smaller than more established

security markets such as Nigeria or Kazakhstan, private

security in PNG is developing to address the evolving

threats to investments, both foreign and domestic. 
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It is estimated that the cost of doing business in PNG is 30% higher than in neighbouring countries

The security industry is the

country’s third-largest

employer, after agriculture

and public service,

employing more than

20,000 people. 
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The number of banked people likely remains below 1m

Highly profitable by global standards, Papua New

Guinea’s banking sector has traditionally focused on the

government, larger firms and high-net-worth individ-

uals. Despite significant challenges linked to poor infra-

structure, inadequate credit information and a largely

rural population, commercial lenders are developing

innovative means of broadening the sector’s reach. 

Framed by the government and the central bank,

the Bank of PNG (BPNG), the National Financial Inclu-

sion and Financial Literacy Strategy encourages pri-

vate banks, microfinance institutions (MFIs), non-bank

financial institutions (NBFIs), and savings and loans

societies (SLSs) to partner with non-financial actors,

like telecoms operators and retailers, to bridge the gap

in access. Ongoing upgrades to PNG’s financial infra-

structure will improve banks’ efficiency and support

alternative means of reaching out to low-income clients. 

NARROW MARKET: With total assets of PGK38.1bn

($15.49bn) as of the end of December 2013, accord-

ing to BPNG, commercial banks dominate the financial

sector, accounting for 76.5% of total assets, far ahead

of the 22.4% held by superannuation funds and 1.1%

held by life insurers. Yet while the market remains flood-

ed with abundant liquidity stemming from government

deposits, totalling PGK22.3 ($9.06bn) in December

2013, banks’ financial intermediary functions for the

real economy remain highly constrained. Aggregate

lending totalled PGK11.7bn ($4.76bn) by December

2013, only around 32% of GDP, lower than the 33% in

neighbouring Indonesia or 52% in Mongolia. 

BPNG estimates roughly 85% of the 7.1m-strong pop-

ulation remained unbanked in 2013, while some 78%

of the estimated PGK900m ($365.86m) in circulation

in rural areas was held outside financial institutions in

2012. Yet although the financial sector counted some

1.8m accounts in 2013, including roughly 1.5m at com-

mercial banks and 240,000 at MFIs, the high level of

dual accountholders means the number of banked

people remains below 1m. Data on banking penetra-

tion also reveals a significant gender gap, with women

accounting for only 30% of the total financial services

portfolio in 2013, according to BPNG. A 2013 survey

by GSM Association, an industry organisation for mobile

operators, on women in mobile payments found that

31% of men and 39% of women surveyed hid their sav-

ings at home, while 48% and 40% of men and women,

respectively, used a bank account for saving. Although

from year-end 2012 to July 2013 the number of finan-

cial institution agencies jumped from 14 to 771 and

branches from 64 to 220, banks’ reach has remained

low. The number of bank branches per 100,000 cus-

tomers rose modestly from 1.8 in 2006 to 1.9 in 2012,

and ATMs per 100,000 doubled from 3.81 to 8.4 in the

same period, according to the World Bank. 

ABUNDANT LIQUIDITY: Given constraints on lending

linked to the market’s size and paucity of information

on small and medium-sized enterprises (SMEs), banks

face the common challenge of excessive liquidity in the

domestic financial sector. Central government deposits,

which accounted for 17.3% of total deposits in March

2013, down only modestly from 19.5% in March 2009,

pose a chronic challenge for the financial system. Funds

are typically accumulated in trust accounts as a result

of the government’s under-spending of its investment

budget. Indeed, capital expenditure disbursements typ-

ically average 50%, according to Treasury figures. Despite

prodding by BPNG for the Department of Finance to

transfer state trust accounts from commercial banks

to BPNG in an effort to sterilise them, the number of

trust accounts at banks remained a high 76, holding

some PGK1bn ($406.5m), while trust accounts at BPNG

totalled only PGK177m ($71.9m) as of September 2013.

However, a rise in government deposits of 4.48% in

the year to March 2013 lagged broader deposit growth

of 9.16%, which was driven by an increase of 11.89% in

private sector deposits. The majority of this liquidity is

in current accounts rather than term deposits of over

one month, with Bank South Pacific (BSP), which con-

trols 56% of deposits, reporting that some 84% of its

deposits as current accounts in its financial results for

Commercial banks

dominate the sector,

accounting for 76.5% of

total assets as of the end

of 2013, followed by

superannuation funds with

22.4% and life insurers 

with 1.1%.

With government capital

expenditure disbursements

typically averaging 50% of

what is budgeted, funds are

usually accumulated in

trust accounts as a result

of under-spending.
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A new chapter
With plans for legislative reform, the sector is set to reach out to new
customers in innovative ways
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2013. Constrained in their lending, banks’ aggregate

loans-to-deposit ratio remained relatively low at 60.8%

in March 2013, according to BPNG figures. 

Amidst excess liquidity, prime lending rates trended

downwards, while money market rates remained con-

sistently below BPNG’s benchmark interest rate, the Kina

Facility Rate. While this has weakened the transmission

mechanism for monetary policy, it has also brought

down yields on short-term government-inscribed stock.

Despite attempts by BPNG to absorb excess liquidity

through open-market operations and central bank bill

issuance, the level of domestic liquidity has remained

high into 2014 (see Economy chapter). Yet while banks

have been avid buyers of government securities in

recent years as public local-currency debt has grown,

new BPNG exposure limits in 2011 capping single bor-

rowers’ loans at 25% of risk-weighted capital and cor-

porate groups at 40% may curb banks’ appetite in 2014. 

BANK STRUCTURE: Following the banking crisis at the

turn of the millennium, PNG’s banking sector under-

went widespread restructuring and reconstruction,

reducing the number of commercial banks from sev-

en to four and the total number of branches from 485

to 195 in the decade to 2006. The market hosts three

foreign-owned lenders – Australia’s ANZ Bank and

Westpac, both present in PNG since 1910, and Malaysia’s

Maybank active since 1994 – alongside the dominant

force on the market, locally owned BSP. 

Established in 2007 and held by the state-owned Inde-

pendent Public Business Corporation (IPBC), the Nation-

al Development Bank (NDB) primarily targets SMEs and

microfinance. Both ANZ and Westpac, operating 15

and 16 branches, respectively, have clustered their net-

works in urban areas, while Maybank’s two branches

in Port Moresby and Lae have focused on serving

Malaysian firms in PNG. BSP, with its 44 branches and

40 smaller rural outlets in 2013, thus holds an unoffi-

cial monopoly on rural banking. The bank, which also

operates in Fiji and the Solomon Islands, counted 1.27m

accounts in PNG by year-end 2013. Westpac counts

roughly 150,000 accounts and ANZ over 100,000. 

LOCAL MAJOR: By December 2012 BSP controlled

49.5% of outstanding loans and 52.76% of deposits,

according to its 2013 annual general meeting, outpac-

ing ANZ with 26.38% and 25.23%, respectively, and

Westpac with 19.91% in outstanding loans and 16.44%

in deposits. The locally owned bank controlled 46% of

loans and 56% of deposits in 2013. 

Following a 2002 merger with the state-owned PNG

Banking Corporation, 27% of BSP was floated on the

Port Moresby Stock Exchange (POMSox). While the

state remains the single largest investor in the bank with

a 17.75% stake held through the IPBC and a 12% stake

held by state-owned Motor Vehicle Insurance, most

major domestic institutional investors hold smaller

stakes. The National Superannuation Fund (NASFUND)

has 10.93%, Nambawan Super owns 10%, Western

Province landowner fund PNG Sustainable Develop-

ment Programme has 6.17%, the Teachers’ SLS holds

3.7%, Credit Corporation owns 8.06% and the Interna-

tional Finance Corporation has 9.6%. With a short-term

rating of “B” and a “B+” long-term rating from Standard

& Poor’s (S&P), the bank saw its total assets grow

18.58% to PGK15.82bn ($6.43bn) in 2013, while its

loan book expanded 10.35% to PGK5.26bn ($2.14bn).

The market leader derives a smaller share of its prof-

its from the foreign exchange market – 20% in 2012

compared to 45% each for the two Australian banks –

but has driven stronger growth in lending margins and

fee revenues, particularly those linked to transactions.

While its return on equity (ROE) is slightly lower than

its two competitors, at 29% in 2012 compared to ANZ’s

32% and Westpac’s 31%, its larger size yielded pre-tax

profits of PGK535.4m ($217.64m) in 2012. This com-

pared to PGK291.4m ($118.45m) for Westpac and

PGK440.2m ($178.94m) for ANZ. In the year to Sep-

tember 2013 BPNG reported an aggregate ROE of

21.8% and return on assets of 2.6% for the sector as a

whole. As BSP’s reliance on wholesale funding has

trended downwards, from 66% of its funding mix in the
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Prime lending rates have trended downwards due to excess liquidity

Following a banking crisis in

the late 1990s, the sector

was restructured. The

number of commercial

banks fell from seven to

four, and branches

decreased from 485 to 195

in the decade leading to

2006. 

SOURCE: International Monetary Fund

Financial soundness indicators, 2010-13 (%)

 2010 2011 2012 Mar-13

Capital adequacy    

Capital to risk-weighted assets 28.3 26.9 28 29.7

Tier-1 capital to risk-weighted assets 21.1 19.6 20.1 23.6

Asset quality    

NPLs to total loans  1.7 2 2 1.5

Past due loans to total loans  2.2 5.1 2.8 2.8

Provision for losses to NPLs 173.6 158.2 170.9 232.1

Earnings & profitability    

Return on assets  2.5 2.8 2.6 2.4

Return on equity  29.8 32.5 30 26

Liquidity    

Liquid assets to total assets  56.6 58.5 56.6 55.9

Loan-to-deposit ratio  49.9 46.3 46.9 48.2

Other    

Capital to total assets  13.7 12.8 13.6 14.4

Risk-weighted assets to total assets 48.5 47.5 48.7 48.4
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fourth quarter of 2012 to 64% by the fourth quarter

of 2013, according to its financial statements. It also

retains ample space with liquid assets accounting for

40% of deposits at the start of 2013, according to S&P. 

NON-BANK: Although banks still dominate the finan-

cial sector, non-bank intermediaries such as NBFIs, SLSs

and MFIs play an increasingly important role in cater-

ing to individuals outside the banking system and small-

er enterprises unable to access collateralised bank

lending. The 22 licensed SLSs include professional-

based SLSs like PNG Power and PNG Ports, superannu-

ation contributors and regionally focused societies

backed by local governments. The largest SLSs are the

Teachers’ SLS and the Police and State Services SLS,

while the largest regional society is the East New Britain

SLS. Barred from borrowing funds, these societies rep-

resent small-scale savings and are only able to extend

loans to members not exceeding their savings and up

to 60% of total accumulated savings in aggregate. Com-

bined the 22 SLSs accounted for only 2% of total lend-

ing by March 2013, according to BPNG. 

OTHER LENDERS: Seven licensed credit firms are more

active in the lending space, predominantly in payday

advances to cover school fees, medical expense and

leasing. “While banks finance larger projects, the major-

ity of financial institutions’ lending, which is mostly

short term, is in the PGK250,000 ($101,625) range, up

to a ceiling of PGK10m ($4.06m),” Robert Allport, Cred-

it Corporation’s CEO, told OBG. Growth in NBFIs’ lend-

ing has remained strong in recent years, rising 21.1%

year-on-year (y-o-y) in the first quarter of 2012 and

32.2% in the first quarter of 2013, according to BPNG. 

“Growth has been driven by existing customers

expanding rather than new clients entering the system,”

Allport said. “In particular, we have seen a significant

increase in trucks and heavy equipment financing.”

Credit Corp is the largest and most diversified NBFI

with total assets of PGK1.04bn ($422.76m) as of Decem-

ber 2013. It controlled roughly 30% of the PGK527m

($214.22m) in outstanding NBFI lending in March 2013

and reported 5.79% growth in operating profits to

PGK85.2m ($34.6m) in 2013. Also active in Fiji, the

Solomon Islands and Vanuatu, Credit Corp has a prop-

erty investment arm alongside its financing and leas-

ing business. Listed on POMSox and one of the most

traded stocks, Credit Corp counts NASFUND, Nambawan

Super and the Teachers’ SLS as its three major share-

holders, holding 18.7%, 15.8% and 15.3%, respectively.

Although BSP made a share-funded, PGK250m

($101.62) takeover offer for Credit Corp’s financing

arm in mid-2013, the offer was defeated by sharehold-

ers in October 2013 given that key investors were

already overweight on BSP shares. However, a cash-

funded acquisition in 2014 would likely succeed. 

The second-largest NBFI by assets, Finance Corpo-

ration (FinCorp) boasts a larger customer base with

20,000 active borrowers and assets of PGK200m

($81.3m) in 2013. The Kina Group’s asset finance sub-

sidiary, Kina Finance, is also a leading player in the NBFI

market alongside its stockbroking and funds manage-

ment affiliates. The latest entrant to the sector licensed

in 2006, Heduru Moni, which trades as Moni Plus, serves

roughly 15,000 borrowers and was awarded a foreign

exchange dealer licence in 2013. 

MICROFINANCE: Supported by the UN, Asian Devel-

opment Bank and the Australian Agency for Interna-

tional Development, first under the Microfinance and

Employment Project and since 2012 under the Micro-

finance Expansion Project (MEP), PNG has witnessed

rapid growth in the reach of its licensed MFIs. Indeed,

the number of MFIs rose from one to four between 2008

and 2013, while the number of branches rose from 17

to 27 and agents increased from 68 to 771 over the

same period, according to BPNG. Extending loans rang-

ing from PGK200-4500 ($81.30-1829), MFIs cater to

around 200,000 customers, although detailed data is

unavailable from BPNG. The oldest MFI, Nationwide

Microbank, is the largest MFI in the Pacific with assets

of PGK63.61m ($25.86m) in 2013. Originally estab-

lished under the MEP with pilots in Wau and Lae in 2004,

it was granted a nationwide micro-banking licence 

by BPNG in 2008 and caters to roughly 130,000 clients. 
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The sector’s aggregate CAR reached 28.7% in December 2013, with all banks well above the 12% minimum

Since 2012, the

Microfinance Expansion

Project has facilitated the

rapid growth of licensed

MFIs, rising from one to

four between 2008 and

2013.

Non-bank intermediaries

such as NBFIs, SLSs and

MFIs are playing a greater

role in helping SMEs and

individuals outside of the

formal banking system.
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SOURCE: Bank of Papua New Guinea              *Including micro-banks

 Dec-11 Dec-12

Commercial banks  4 4

Licensed financial institutions* 10 10

Savings & loans societies  22 22

Authorised superannuation funds   5 4

Licensed investment managers 2 3

Licensed fund administrators  4 4

Life insurance companies  5 5

Life insurance brokers  4 4

Authorised money changers  4 4

Money remitter  1 2

Foreign exchange dealers  - 2

Total assets (PGK bn) 30.1 34

Total deposits (PGK bn)  18.1 20.3

Total loans outstanding  (PGK bn) 8.7 10

Composition of financial system, 2011-12
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The second major MFI, PNG Microfinance, has around

90,000 clients and was established in 2004 by the PNG

Sustainable Development Programme (PNGSDP), a

charitable trust established in 1999 to manage funds

from the Ok Tedi mine. PNGSDP raised its stake in the

MFI from 48.65% to 83% in 2010, when BSP sold its stake.

A much smaller MFI, Kada Poroman Microfinance, caters

to just under 20,000 clients in four local government

districts around Kokopo. In 2013 the NDB established

the fourth and newest MFI, the People’s Micro Bank.

Aggregate lending by MFIs remains marginal at 0.57%

of total lending in March 2013, according to BPNG, but

has grown rapidly in recent years, with outstanding

loans rising 54.8% in the year to March 2013. The gov-

ernment’s financial inclusion strategy should support

strong growth in both accounts and lending in the

coming two years (see analysis).

OVERSIGHT: Although the regulatory barriers to entry

into the lending market remain low, with minimum cap-

ital requirements of PGK15m ($6.09m) for commercial

banks and PGK1.5m ($609,750) for licensed financial

institutions, the structural costs of doing business in

PNG remain high given inadequate transport and com-

munications infrastructure. Yet following enactment

of the Bank and Financial Institutions Act in 2000, the

central bank has sanitised the commercial banking

market. All banks maintain capital adequacy ratios (CAR)

well above BPNG’s 12% minimum, with BSP reporting

a CAR of 19.4% as of the end of 2013. The sector’s aggre-

gate CAR reached 28.7% in December 2013, accord-

ing to BPNG. The sector’s loans-to-deposit ratio

remained at around 50% as of December 2013, while

the ratio of non-performing loans to total loans was

2.1% and 0.9% of total assets, according to BPNG. 

In the second half of 2013, the IMF considered banks

to be largely insulated from the slowdown in the real

estate market due to conservative lending to the prop-

erty sector. This did indicate a likely slowdown in growth.

“There is no question that the PNG economy will con-

tinue to grow, but not at the speed that we have seen

over the last five years, a factor highlighted by the

decreasing appetite for residential housing and rentals,”

Garry Tunstall, Nambawan Super’s CEO, told OBG. How-

ever, with property accounting for a mere 6% of the

loan book in 2012, according to the World Bank, this

also represents a great opportunity. “Since property

investors in Port Moresby are generally not highly lever-

aged, they can absorb the impact of yields normalis-

ing from historically high levels,” Mark Baker, ANZ’s

managing director in PNG, told OBG. 

MAKING CHANGES: While the financial system remains

highly liquid and solid, the regulator is continuing to

overhaul its regulatory functions by improving oversight

of systemically important institutions, implementing

the third stage of International Financial Reporting

Requirements, and moving towards implementing ele-

ments of Basel II and III standards. Although BPNG has

implemented elements of Basel I with its CAR and liq-

uidity requirements, it has omitted market risk in the

calculation of risk-free assets given the lack of a sec-

ondary market for government securities. Although
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Women accounted for 30% of the financial services portfolio in 2013

Despite low minimum

capital requirements of

$6.09m for commercial

banks and $609,750 for

licensed financial

institutions, the structural

costs of doing business in

PNG remain high due to

inadequate transport and

communications

infrastructure.
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Treasury bills, central bank bills and government-

inscribed stock are considered risk-free, they are held

until maturity by banks and superannuation funds that

are thus unable to mark them to market. Nonetheless,

in 2014 BPNG is reviewing and backfilling some Basel

II and III guidelines by developing operational risk stan-

dards and non-prudential standards for consumer pro-

tection. It is also striving to improve the efficiency of

payment systems, and having implemented a real-time

gross settlement (RTGS) system for high-value trans-

actions, it plans to migrate low-value transactions to

an automated electronic settlement process in 2014.

The central bank is also eager to foster more compe-

tition in both banking and non-bank sectors, like for-

eign exchange. In the meantime, banks have also been

investing in their back office systems, both to handle

implementation of RTGS, and to improve the automa-

tion and efficiency of their operations. 

LEGISLATIVE CHANGES: The central bank is also press-

ing ahead with a number of legislative reforms in 2014

that should place vulnerable parts of the financial sys-

tem on a firmer footing. Following a review of the SLS

Act of 1995, a new bill will be presented to Parliament

in 2014, raising minimum capital requirements to

PGK100,000 ($40,650), requiring SLSs to register under

the Companies Act of 1997, providing for mergers and

acquisitions under the bill, and removing limits on

deposit taking, as well as interest rate ceilings. By plac-

ing SLS within the jurisdiction of BPNG’s licensing and

prudential supervision, the new rules delineate the

strict responsibilities for management, as well as indus-

try association Federation of SLSs. Despite being reg-

istered under the Companies Act of 1997, SLSs will still

be structured as mutual unions in both shareholding

and taxation to support the competitiveness of SLS vis-

à-vis MFIs. The central bank is also preparing legisla-

tion in 2014 to amend its anti-money laundering rules

to implement all 49 of the Financial Action Task Force’s

(FATF) recommendations – it complied with only eight,

according to the FATF’s last evaluation in 2011. Since

the enactment of the Proceeds of Crime Act in 2005,

the Financial Intelligence Unit of the Royal PNG Con-

stabulary has tracked a set of “know your customer”

guidelines issued in 2007. While the rules require 100

identification points for opening a bank account, they

were relaxed to 50 points for basic “pay-as-you-go”

accounts targeting rural and low-income clients. 

DRIVING RETAIL: The launch of such scaled-down

accounts has been a key driver of growing retail pen-

etration in PNG. In 2011 BSP was the first to launch

such an account, known as Kundu, waving the month-

ly operating fee in favour of a PGK7.50 ($3.05) open-

ing fee and charging only PGK1 ($0.41) per deposit

and withdrawal. Through a network of 44 BSP Rural

branches, up to 20 agents per branch are equipped with

tablet computers to set up an account within five min-

utes and immediately provide a debit card and mobile

banking ID. By July 2013, BSP reported 120,000 such
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accounts and 100% growth in transactions in the first

half of 2013, with the aim of reaching 200,000 and

expanding BSP Rural to the Solomon Islands in 2014.

ANZ and Westpac have followed suit with their own

“instant-issue” cards in 2013. In the first quarter of

2014, BSP and ANZ unveiled fee-free accounts for stu-

dents under 25 and minors in a bid to reach a new gen-

eration of clients, with Westpac expected to follow suit.

The three main banks are also segmenting their high-

value clients through priority banking, with the launch

of BSP First and ANZ Signature Priority Banking. 

EXPANDING ACCESS: While all banks have contin-

ued to expand their branch networks gradually, the

emphasis has shifted to non-branch access points such

as ATMs, electronic funds transfer at point of sale (EFT-

POS) and mobile banking platforms to drive channel

productivity. BSP has a wider reach with 300 ATMs and

over 10,800 EFTPOS by year-end 2013, compared to

ANZ’s 66 ATMs and over 750 EFTPOS, and Westpac’s

33 ATMs and 69 in-store access points using EFTPOS.

By late 2013, BPNG reported over 900 non-bank finan-

cial access points, ranging from retail stores and post

offices to lottery kiosks and pharmacies, a significant-

ly higher number than bank branches. BSP is also devel-

oping its agency network, working with partners like

retailer Super Value Stores to establish 1000 container-

ised trade stores that will act as agents by the end of

2014. Banks typically charge monthly rentals for their

EFTPOS, with BSP charging PGK50 ($20.32) and 1% fee

on transactions, but not cash-out. While the expansion

of infrastructure has driven up costs, particularly for

BSP, which saw its cost-to-income ratio drift up from

53% to 55% over 2013, the initiatives have strong sup-

port from both the government and BPNG. 

Conscious of the two-tier nature of the PNG econ-

omy, authorities have sought to develop policies aimed

at the large informal economy, which accounts for

roughly 85% of employment. The National Informal

Economy Policy, issued in 2011 by the Department for

Community Development in conjunction with the inde-

pendent Institute of National Affairs, proposes a two-

pronged strategy involving financial inclusion and more

efficient delivery of public services to households in the

grey economy. While efforts to promote financial inclu-

sion focus on key areas – agent and mobile banking,

diversification of financial service providers, reform of

public banks, financial identification and consumer

protection – authorities face significant challenges

regarding information on the composition and finan-

cial capacity of households operating in the large infor-

mal sector. A signatory of the Money Pacific Group,

PNG aims to bank an additional 1m customers by 2016.

While ambitious, the strategy is spearheaded by a Cen-

tre for Excellence in Financial Inclusion established in

October 2013 which acts as coordinator of various ini-

tiatives, including the MEP and financial literacy cours-

es that are due to be integrated into core curricula

from the primary school level onwards.

RISING INTERMEDIATION: Banks’ efforts to reach the

unbanked, including both individuals and increasingly

mid-sized enterprises, are driven by strong competition

in lending. While abundant liquidity has put downward

pressure on lending rates, bank credit to the private sec-

tor has grown apace. Despite cooling economic growth,

bank lending has accelerated, from average growth of

2.5% in 2011 and 2012 to 22% y-o-y by June 2013,

according to the World Bank. While lending growth

slowed to 17.5% in 2013 as a whole, according to BPNG,

broad money supply rose 11.9%, largely driven by an

expansion in banking assets. Lending to households

remained relatively flat over the period, and growth in

lending was driven by building and construction of

hotels, restaurants and state-owned utilities, among oth-

er things, according to the World Bank. This growing

leveraging of local currency by private firms represents

a departure from tradition in PNG, where companies

have usually funded themselves through retained earn-

ings and foreign investment. 

“Since late 2012, as profitability and cash flow have

been compressed, these businesses have turned to

banks for financing,” Tim Bulman, the World Bank’s

country economist for PNG, wrote in a December 2013

update. With growing public investment both on-budg-

et and through state-owned enterprises in 2014, the

competition between banks for public business is heat-

ing up. “While government departments bank largely

with BSP, the state-owned enterprises market is more

commercialised, with larger firms maintaining multiple

banking relationships,” Baker told OBG.

OUTLOOK: Although lending growth will cool in line

with the wider economy in 2014, bankers have their

eyes set on significant public infrastructure spending

to sustain their loan books. “This market has always

proven to be very resilient and even if we go through

some rough time periodically, the market tends to sta-

bilise itself over the medium to long run without a real

crisis,” Allport told OBG. Financial service providers are

making increased inroads into PNG’s unbanked popu-

lation and lenders’ role as financial intermediaries is

growing. Seeing through reforms will be key to making

the financial system more efficient and broad-based. 
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Retail stores are increasingly serving as financial access points

With roughly 85% of the

population relying on the

informal economy for

employment, the

government has designed

the National Informal

Economy Policy to better

deliver financial services.

Lending growth decreased

to 17.5% in 2013, while

broad money supply rose

by 11.9%, which was largely

driven by expansion in

banking assets.
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Loi M Bakani, Governor, Bank of Papua New Guinea

Given the strong GDP growth projected for 2015,

how much is the kina likely to appreciate?

BAKANI: Managing expectations during a period of

accelerated growth is always difficult, but experience

has taught us to be cautious, as we have been through

positive cycles before without seeing any real benefit

for the average Papua New Guinean. 

Completing the PNG liquefied natural gas (LNG) proj-

ect ahead of schedule has allowed us to place early ship-

ments in desired markets, but long-term contracts will

start only in Q4 2014. As such, the kina will not strength-

en until mid-2015. While the currency’s depreciation

has negatively affected some segments of the market,

it has had a positive impact on others, particularly on

exports. The mid-rate value of the kina against the dol-

lar, set by the central bank, has remained the same

since October 2013. The currency’s depreciation was

in fact caused by speculation, especially by commer-

cial banks, which compete with each other for better

rates. This attitude can be reckless, as it affects the whole

population. However, when these sorts of market fail-

ures occur the central bank does have the right tools

at its disposal to bring stability. Indeed, I will not hesi-

tate to introduce all necessary measures, including set-

ting a limit on the spreads if necessary. 

Which reforms have been implemented by the cen-

tral bank to achieve macroeconomic stability?

BAKANI: The government needs to focus on good gov-

ernance and strive towards economic diversification,

especially in the agriculture and non-mineral sectors.

Wealth distribution remains our biggest challenge, and

we have to move from non-renewable to renewable

sources if we want to avoid Dutch disease, which has

affected other oil and gas producing nations. 

Agriculture has high potential in PNG, but although

traditional methods of farming are still valid, the intro-

duction of new technologies could improve yields. Sim-

ply bringing raw products to the market is only part of

the equation and a concerted effort is needed for

downstream processing to create a sustainable future

for the renewable resource sector. The government

has ambitious and appropriate plans for the 2014

national budget including increased spending on edu-

cation, health and, particularly, infrastructure, which

continues to be at the top of our agenda. 

How should the 2014 deficit budget, the largest in

PNG’s history, be financed?

BAKANI: This debate has taken central stage for a great

part of the year in our domestic affairs, but I believe

that a certain level of flexibility is necessary to strike

the right balance. Over the last few years it has been

important to manage our deficit domestically, in order

to show the strength of our system and reassure for-

eign investors. We have done this by issuing govern-

ment securities and involving large institutions, such

as superannuation funds, as well as individual investors

in the process. Over this period our domestic market

reached a satisfactory level of maturity following com-

pletion of the construction phase of the PNG LNG proj-

ect. In turn, this justifies the possible launch of an inter-

national bond before the end of 2014. 

Let us also not forget that 2014 will be the 13th con-

secutive year of economic growth for PNG. While our

debt-to-GDP ratio should not exceed 35%, these fig-

ures are only indicative, as they refer to the country’s

estimates of GDP for recent years. We are confident

in, and would like to see, how the market will respond,

as we believe that we could raise between $350m and

$500m by means of an international bond. 

The recent decision by the government to borrow

PGK3bn ($1.22bn) from UBS, in order for the state to

purchase a 10.1% stake in Oil Search, also generated a

strong response from the public and current adminis-

tration, as it was carried out outside of the budget.

Despite the issues raised, however, we should not hin-

der the development expectations of an emerging

country such as PNG, which unfortunately still lags

behind on all of its Millennium Development Goals.
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Modernising payment systems will allow for a variety of transactions

Long held back by inefficiencies linked to geography,

manual operations and slow procedures, Papua New

Guinea’s banking sector marked a watershed in 2013

with the initial implementation of a real-time gross

settlement (RTGS) system. Running on the Society for

Worldwide Interbank Financial Telecommunication

(SWIFT) network, the high-value settlement system,

known as the Kina Automated Transfer System (KATS),

has significantly sped up processing times and

reduced the level of counterparty risk inherent in

deferred net settlement systems. Following neigh-

bouring Fiji’s lead, PNG is the second Pacific Island

state to implement a SWIFT-based RTGS. While the

next phase, involving migrating to a cheque imaging

system, will prove more challenging, it will also trans-

form clients’ attitudes to physical legal tender. Such

improvements will be key to supporting growing

mobile banking transactions, but also to accelerate

the velocity of money in the PNG economy. 

LEGACY: Despite the recent growth in electronic

funds transfer at point of sale (EFTPOS) and mobile

transactions, PNG’s payments system remains pre-

dominantly cash- and cheque-based. While SWIFT

has long been used to settle foreign currency trans-

actions between local banks and their foreign coun-

terparts, local interbank settlements have remained

manual. The Port Moresby Clearing House, which

handles cheque settlement, operates three cheque

exchanges daily, and four on Fridays, with final set-

tlement at working day’s close. Settling low-value

interbank transactions, such as cheques, tradition-

ally took four working days in urban areas, but up to

two weeks in more remote locations, according to the

Bank of PNG (BPNG). While Bank South Pacific (BSP)

retains a 56% share of the deposit market and 46%

of lending, its share of transactions is higher given

the larger share of retail accounts it holds – BSP esti-

mates some 98% of its over 1m accounts in PNG are

used purely for transaction banking. But while BSP

settles a large share of payments internally, BPNG

expects growth in interbank payments driven by new

mobile financial service providers like microfinance

institutions, telecoms operators and non-bank busi-

nesses, such as the post office and retailers (see

analysis). “Volumes of interbank payments are expect-

ed to increase significantly as economic activities

continue to grow rapidly in PNG,” Loi Bakani, the gov-

ernor of BPNG, told local press in October 2013. “It

is vital that we have an efficient, secure and reliable

national payments system, based on international

standards, to support the movement of money.”

SHIFT TO KATS: The National Payment System bill

enacted by Parliament in July 2013 provides the leg-

islative framework for shifting to electronic inter-

bank fund transfers and RTGS through KATS. The bill,

backed by the Treasury with support from BPNG, aims

to reduce the risk of counterparty default and fraud

while improving the system’s efficiency and speed.

The first phase of RTGS, which went live in mid-Octo-

ber 2013, involves linking participants through the

SWIFT network to provide real-time electronic clear-

ing and settlement for high-value and urgent trans-

actions, direct credits and debit, as well as cheque

truncations through an automated clearinghouse.

While using existing fibre-optic connections

between the banks and BPNG, the central bank also

signed a lease agreement for wireless spectrum with

the National Information and Communication Tech-

nology Authority for use as back-up capacity for the

fibre network. To support the automated electronic

RTGS system, BPNG also migrated to the Banking

Services System (BSS), a payment system from US-

based vendor Montran that automates the central

bank’s teller functions, which had previously been

largely a manual process. Using open standard, built-

in Java language, the BSS platform integrates the

bank’s internal payment functions, such as payroll,

into KATS. The BSS will also link to the Internal Rev-

enue Commission (IRC), the Ministry of Finance (MoF)

and PNG Customs, allowing them to access their

The Port Moresby Clearing

House handles cheque

settlement and operates

three cheque exchanges

daily and four on Fridays, as

well as a final settlement at

the working day’s close.

65

THE REPORT Papua New Guinea 2014

The central bank has signed

an agreement with the

National Information and

Communication Technology

Authority for wireless

spectrum to use as 

back-up capacity for the

fibre network.

Easy money
Plans to automate payment systems are opening up new potential
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statements and balances in real time, as well as to

make payments from their computer systems. 

NEXT PHASE: While initially linking commercial banks

and government institutions like PNG Customs, IRC

and the MoF with BPNG, the system will be broad-

ened to include microfinance banks, non-bank finan-

cial institutions, savings and loans societies, mobile

financial services providers and the local stock

exchange. The new system has already reduced trans-

fer times. “As a benefit to the customer, the shift to

RTGS has significantly shortened transaction settle-

ment times from as much as four working days to one

for local cheques,” Sweta Sud, executive director at

the PNG Institute of Banking and Business Manage-

ment, told OBG. The next phase of the project involves

migrating low-value transactions to an electronic

and automated settlement process, which will involve

further upgrades of banks’ IT systems, but also more

efforts to educate the public about electronic fund

transfer methods. The new system will use the digi-

tal image of cheques rather than the paper cheques

themselves, vastly improving efficiency. This will

change the way bank tellers operate by allowing them

to check signatures and photographs against images

already stored in the payments database. Although

the number of cheques in circulation is reportedly in

decline and the number of electronic and mobile

transactions reached 70m in 2012 alone, according

to BPNG, cheques remain a key feature of the coun-

try’s formal banking system. 

While the original deadline for migration for low-

value transfers had been fixed for March 2014, it will

likely be postponed to later in 2014. “The second

phase of KATS will be transformational,” Mark Baker,

ANZ’s managing director in PNG, told OBG. “The shift

to a cheque imaging system will speed up cheque set-

tlement from as much as two weeks to just a few days.”

The aim is to transfer government payments and rev-

enue collections, including shippers’ payments, Cus-

toms, tax payments and government payroll, from

manual processes to electronic transfers. Retail users

will also see improved clearing and settlement times

for cheques. Once completed, however, the shift to

low-value automated clearing will support the growth

of new payment systems, such as mobile payments. 

INITIAL IMPACT: The shift to high-value RTGS has not

placed as much stress on PNG’s financial system as

in other markets, where liquidity in the banking sec-

tor is tighter and the number of players larger. Indeed,

by settling high-value transactions immediately, RTGS

can initially place individual banks’ liquidity under

significant pressure. In the PNG context, however,

where domestic liquidity remains very high, banks

retain very high liquidity positions. As of March 2013

banks’ average ratio of liquid assets to total assets

was a comfortable 55.9%, according to the IMF. 

The shift to real-time settlement could also sup-

port growth in PNG’s money market in the medium

term. While banks very seldom trade government

bond and Treasury bill holdings over-the-counter giv-

en this abundant liquidity, KATS facilitates their use

of the BPNG-run repurchase facility and could jump-

start a dynamic interbank market. This will require the

registration of government-inscribed stock and inter-

national securities identification numbers, to allow

for these securities to be traded either on an exchange

or through the Bloomberg platform. 

The modernisation of payments systems is key to

supporting the growth and diversification in types of

electronic transactions. While the migration for high-

value transactions was painless, the second phase of

the project will be more challenging, but its effects

will be wider reaching. By automating and improving

the efficiency of fund transfers, authorities hope to

support a shift from a predominantly cash economy

towards one where dematerialised payments like

mobile and electronic transfers play a more central

role. Key to the government’s national financial inclu-

sion policy, the new system also significantly reduces

risk within the financial sector, facilitating lending 

and streamlining the process of transferring funds.
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With new payment systems in place, banks will reduce the risk of counterparty default and fraud

The government hopes to move away from a cash-based economy

As the sector plans to start

the second phase of

implementing the real-time

gross settlement system,

banks will have to upgrade

their IT systems and

educate the public about

electronic fund transfer

methods.

PNG’s banking sector has

high liquidity, which means

that the shift to high-value

RTGS has not placed as

much stress on the

financial system as in 

other markets.
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Mark Baker, Managing Director, ANZ Papua New Guinea

In what ways will Papua New Guinea’s liquefied

natural gas (LNG) project benefit the local econ-

omy, given the government’s debt arrangements?

BAKER: Although some analysts have speculated

that significant proceeds will not enter the market

for a couple of years if not longer, I do not believe

that this will be the case. Of course, considering the

government’s debt arrangements with private

lenders, there will be a waterfall as debt providers

and shareholders recover their investments. How-

ever, we expect 2015 to be the first full year when

revenues from gas exports are injected into the

economy, provided that the sovereign wealth fund

is constructed with world-class principles.

How would you assess PNG’s regional position,

given that the project is expected to generate as

much as $30bn over the next three decades?

BAKER: The project is bound to have a transforma-

tional impact on an economy the size of PNG, espe-

cially as it has proved the possibility of executing a

world-scale project in a difficult environment. Con-

sidering these factors in the context of a global

economy, where demand for natural resources and

agriculture commodities is shifting towards Asia,

PNG’s economic future within the wider region could

turn out to be very bright indeed.

Having said that, there is need for greater private

sector involvement in critical industries such as nat-

ural resources, infrastructure and agriculture to meet

these opportunities. The government is unable to take

such steps on its own. After all, when one considers

the difference in return between a dollar invested

in a state-owned enterprise (SOE) and a dollar invest-

ed in a private company, the disparity is significant.

It is also worth remembering that, typically speak-

ing, the private sector has been extremely effective

in allocating capital in areas where it is expected to

garner the best returns. As a result, its involvement

in the growth of SOEs will be important in the future.

What can be done to mitigate concerns stemming

from low commodity prices and a falling kina?

BAKER: 2014 will be a transitional year for PNG’s

economy, especially from the point of view of for-

eign exchange. The market has undoubtedly changed

in various ways over the past year. The generators

of foreign currency, whether from the mining or

agricultural sector, are experiencing a downturn,

while the inflow from the PNG LNG construction

phase has largely dried up and returned to pre-con-

struction levels. Put differently, there are less dol-

lars in the market at the moment, but at the same

time, the country’s overall demand for imports

remains high. As a result, there is a structural unbal-

ance that will take time to normalise. The outcome

will depend to a large extent on what happens once

the gas finally comes on-stream in 2014. 

To what extent is the banking sector helping to

attract foreign direct investment in PNG?

BAKER: One of our tasks as an international finan-

cial institution is to capture capital and investment

flows between Australia and the Asia-Pacific region,

especially when it comes to natural resources, infra-

structure and agriculture, three of the most prom-

ising sectors in PNG’s economy. 

At the corporate and institutional end, we bring

in structured solutions in order to encourage the

entry of foreign capital into the country, especially

by providing well documented facilities that attain

global standards. In addition, we want to provide

infrastructure expenditure funding models that can

be used by state-owned enterprises. Foreign investors

do not look at PNG in isolation, but instead compare

it to other countries within the region. 

PNG has a story to tell, and one that is very dif-

ferent from what is currently heard around the world.

It is the story of a country with incredible natural

resources, where long-term rewards would be reliant

upon continued persistence on the part of investors.
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Tony Westaway, Managing Director, Nationwide Microbank

What is the relevance of microfinance in Papua New

Guinea and where are there more opportunities?

WESTAWAY: Microfinance is a largely untapped indus-

try in PNG, and two statistics that best illustrate the sit-

uation are that 85% of the population lives in rural

areas and 81% of them are still unbanked. With only

four registered licensed micro-banks in the market, it

is clear that the supply does not meet the demand in

PNG. Contrary to general wisdom, one of the biggest

challenges for rural dwellers is not access to credit, but

where to deposit their funds, as it is very difficult for

them to open accounts with commercial banks con-

sidering the existing branch network in the country. Let

us not forget that the population density in PNG is only

14.8 per sq km, and extending the branch network is

a very expensive exercise. Microfinance could address

these issues as it increasingly relies on mobile money

to move cash around, thanks to a network of agents

set up in stores or even churches in villages and plan-

tations. Although the idea of commuting to urban cen-

tres for banking persists in PNG, we are finally seeing

the appearance of ecosystems where there is less

reliance on cash. There is little doubt that as a delivery

channel, mobile money will be the future of outreach. 

Why has microfinance not taken off in PNG, while

it has been successful in neighbouring countries?

WESTAWAY: I believe the model that was tried out at

the turn of the century was just not right for this coun-

try as it was based on the idea that lending to commu-

nities would enforce repayment. Unfortunately, in PNG

individuals often hide behind their clan and this cul-

tural oversight has had negative repercussions for oper-

ators, many of whom were forced to shut down. This

model was based on previous experience in the Indi-

an subcontinent. No external system can be superim-

posed anywhere, and it needs to be contextualised to

the local environment. This is particularly true in micro-

finance, which deals with very sensitive segments of

society. The industry needs capital injections and more

attention to sustainability. The encouraging trend is

that non-performing loans continue to fall among

micro-banking institutions in PNG, and when coupled

with financial literacy, microfinance can be a very effec-

tive tool to improve people’s living conditions. 

Do you see the focus on lending to small and medi-

um-sized enterprises (SMEs) as a positive develop-

ment for the national economy?

WESTAWAY: Lately SMEs have been making headlines

in PNG, and the national government likes to stress its

full commitment to this segment. Although this is good

news, talking about national economic growth with-

out including micro-entrepreneurs does not make much

sense in a country like PNG. These are roadside sellers,

people who may sell fish and vegetables at the mar-

kets and who have not seen any money from the PNG

liquefied natural gas project. Helping people at the

grassroots level is the real challenge for PNG as they

still account for the majority of the population. 

What measures is the government taking to reach

the grassroots from a financial perspective?

WESTAWAY: I must say the central bank, and specifi-

cally Bank of PNG Governor Loi Bakani, is very much at

the forefront of financial inclusion, an initiative that was

originally spurred by the G20. The central bank has

subscribed to the Maya Declaration and is committed

to opening 1m new bank accounts over the next two

years, 50% of which will target women. In the PNG’s bank-

ing sector, women account for only 25% of saving

accounts, therefore we do support positive discrimi-

nation as PNG is a predominantly patriarchal society.

Things are starting to change though, thanks to the pro-

liferation of mobile money, which is taking the devel-

opment world by storm as it is perceived by women as

a safe way to handle financial transactions. In our busi-

ness alone, we have increased the percentage of

women’s accounts from 25% to 37% in a very short time,

thanks to the growth of mobile phone bank accounts. 
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Lowering fees is one way in which banks can attract new customers

Formally launched in December 2013, the Bank of

Papua New Guinea’s (BPNG) National Financial Inclu-

sion and Financial Literacy Strategy aims to expand the

reach of formal financial services to 1m of the previ-

ously unbanked, half of which are women, by the end

of 2015. While ambitious, the strategy builds on initial

successes in rural banking, mobile money and micro-

finance to bridge the significant gaps in financial access.

Downward revisions of commercial bank charges, aimed

particularly at younger clients, will also play a key role

in enfranchising new customers. 

There is clearly significant room for growth, despite

low average incomes: BPNG estimates some 85.62% of

Papua New Guinea’s citizens remain entirely excluded

from formal financial services in 2013. Scaling down

services to meet the needs of low-income earners will

be key, with close to three-quarters of respondents in

a 2008 study by the International Finance Corporation

(IFC) and the UNDP’s Pacific Financial Inclusion Pro-

gramme (PFIP) estimating the potential for weekly sav-

ings at under PGK100 ($40). Promoting competition

and affordability in financial services and expanding the

ecosystem of non-bank access points will be key to

driving growth in retail penetration. 

FINANCIAL MAPPING: A key challenge for policymak-

ers stems from the largely informal nature of the PNG

economy, with roughly 85% of the population engag-

ing in grey-market activities. Several donor-funded

projects aimed at mapping these households are sig-

nificant. Building on the findings of the 2008 IFC-UNDP

survey, another PFIP project, called the Financial Diaries

Project, studied the financial habits of informal house-

holds. Among its key conclusions, the project found over

74% of informal financial transactions take place with-

in a family network, while all borrowing occurred through

informal channels, half of which was through store

credit. Of those with bank accounts, 33% received direct

deposits and 92% of withdrawals were made at a bank

branch, involving average travel of 14 km, rather than

through an ATM or agent. The 2008 study also found

significant gender variations, with women twice as

active as men in financial transactions, although men

carried out larger-value transactions, highlighting the

scope for expanding financial service access points to

merchants, trade stores and supermarkets. A separate

2013 study by GSM Association, an industry organisa-

tion for mobile operators, on women in mobile payments

found that some 80% of remittance senders rely on per-

sonally delivering money to the receiver. Meanwhile, in

November 2013 the World Bank partnered with BPNG,

with support from the Korean government, to conduct

the first nationwide survey on the financial habits of

households to establish a baseline. 

MICROFINANCE EXPANSION: A key component of

the new national financial inclusion strategy focuses

on expanding access to microfinance institutions (MFIs)

under a 2012 programme funded by the Asian Devel-

opment Bank, the Australian Agency for International

Development and PNG’s government. The number of

MFIs has already expanded to four by 2013, covering

over 240,000 clients, while their total liabilities grew

124% to PGK164.1m ($66.7m) and their total lending

rose 247.5% to PGK62.6m ($25.46m) in the four years

to March 2013, according to BPNG. The MFI Expansion

Programme involves reviewing the regulatory frame-

work to strengthen MFIs’ financial capacity, enhancing

financial literacy and providing a risk-sharing facility to

MFIs to expand their lending. Central to financial liter-

acy initiatives, a new Centre for Excellence in Financial

Inclusion (CEFI) was established in October 2013 to coor-

dinate financial initiatives and lead training for micro-

enterprises. Alongside the regulatory review of MFIs,

BPNG is also preparing to present a new savings and

loans societies (SLS) bill to Parliament in 2014, which

raises licensing and prudential standards in an effort

to sanitise the sector and improve societies’ capacity. 

BRANCHLESS BANKING: While the expansion of MFIs

will play a key role in lowering barriers for borrowers,

BPNG has also supported unconventional banking

access through agency and mobile services. Although

The central bank estimates

that some 85.62% of PNG

citizens are entirely

excluded from the formal

financial sector, underlining

the need to scale down

services.
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Expanding access to MFIs is

a central focus of the

government’s national

financial inclusion strategy

and has already seen

results, with the country’s

four MFIs reaching over

240,000 clients by 2013.

Casting a wider net
New technologies offer unbanked populations more convenience



BANKING ANALYSIS

the aggregate number of bank branches has grown from

around 50 in 2008 to 111 by July 2013, according to

BPNG, driven by significant investments by Bank of

South Pacific (BSP) in its rural banking network. In Jan-

uary 2012 BPNG issued new prudential standards for

mobile banking and payment services, while extend-

ing tax breaks for opening rural branches until 2017.

MOBILE OPTIONS: The rules provide for distinct mod-

els of mobile platforms: a bank-led model of the types

offered by BSP or Nationwide Microbank (NMB), a tele-

coms-led model launched by Digicel, and a model offer-

ing services through the post office’s branches and

agencies. While banks offering the service do not

require a separate licence, non-bank operators do and

must segregate the service in a distinct business unit.

The minimum capital requirements for a licence, which

costs PGK15,000 ($6097), are PGK500,000 ($203,250)

and operators must maintain a trust account for the

pool of deposited funds. Deposits are not limited, while

transactions are capped at PGK500 ($203) daily. Banks

in particular have seized on the channel as a means of

driving retail growth. “Low interest rates have prompt-

ed very competitive pricing in the lending market, fur-

ther pushing banks to improve business development

and efficiency, particularly via mobile and electronic

banking solutions,” Robin Fleming, BSP’s CEO, told OBG.

By late 2013 five mobile money services had been

licensed: BSP’s mobile Wantok Moni, NMB’s MiCash, Dig-

icel’s Cell Moni, Post PNG’s Salim Moni Kwik and ANZ’s

goMoney. Westpac is intending to launch its own local

service in 2014. The central bank reported 380,000

active subscribers as of July 2013 and a total of 70m

transactions through both mobile and electronic funds

transfer at point of sale (EFTPOS) in 2012 alone. Mean-

while, BSP saw 100% growth in transaction volumes in

2013. The growing ecosystem of banking agents, such

as retail stores and pharmacies, offering banking serv-

ices through EFTPOS and mobile platforms has support-

ed this expansion. While mobile banking has become

more widespread, operators have witnessed very few

mobile-to-mobile transactions. For NMB’s MiCash con-

version transactions (namely cash-in and cash-out)

accounted for 96.3% of all transactions by value in

2013, compared to a global average of 58.8%, accord-

ing to the Alliance for Financial Inclusion, an interna-

tional non-governmental organisation. “PNG remains

a cash economy and this is reflected in the uses of mobile

payments so far, including cash-out at merchants along-

side phone top-ups and bill payments,” said Mark Bak-

er, ANZ’s managing director in PNG. “We are still some

way from widespread phone-to-phone transactions.” 

BSP Rural has achieved considerable success in sign-

ing the unbanked up for its scaled-down Kundu Account,

which waves monthly fees and charges only PGK1

($0.41) per deposit or withdrawal. Launched in 2011,

the bank opened 120,000 accounts through BSP Rural

by mid-2013, expecting to reach 200,000 in early 2014.

BSP also reported having migrated 375,000 users to

its mobile platform by 2013, although the number of

active users is lower. The IFC stated in October 2013

that BSP had facilitated $38m in e-payments since

2011. Meanwhile, Post PNG registered 150,000 users

for its mobile remittance service in 2013. Some 70%

of the 8000 MiCash customers that signed up in the

first year of roll-out were not previous customers. 

YOUTH FOCUS: Cognisant of PNG’s demographic pyra-

mid, with 38% of the population younger than 15,

according to the World Bank in 2012, authorities are

focusing on the country’s youth. The central bank

launched a National Youth Savings Campaign during

its Financial Inclusion Expo in December 2013 and the

school banking programme launched in the first quar-

ter of 2013 resulted in 14,000 new bank accounts

being opened by October. Following parliamentary

scrutiny over bank fees at the start of 2014, banks

announced new products catering to young and old

clients. “Revising bank charges downward is part of

the larger financial inclusion drive,” Baker told OBG.

“Launching fee-free accounts for young people is an

important step to expand coverage for instance.” 

In February 2014 BSP rolled out a Kids Savings account

for elementary and lower-primary school students, and

a Sumatin account for upper-primary, high school and

university students, both of which are free of all bank-

ing charges. Furthermore, in March 2014 ANZ also

exempted minors, students under 25 and seniors from

fees on “everyday” accounts. 

While lowering bank fees will play a role in expand-

ing banking penetration, expanding physical access

through a non-bank network of agents will be key to

facilitating access. “The next step in supporting the

growth of mobile banking is developing a large ecosys-

tem of participating merchants and keeping fees below

those for branch banking,” Baker told OBG. Establish-

ing a focal point for the various policies aimed at finan-

cial inclusion under the CEFI is also an important step

in turning authorities’ ambitions into concrete progress.

Competition between a growing array of players in the

financial services market, from mobile money opera-

tors to MFIs, SLSs and commercial banks, should drive

innovation in both products and distribution channels. 
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Access to finance remains concentrated among larger companies

While the new financial inclusion policy aims to

expand access to and usage of financial services –

Bank South Pacific (BSP) estimates some 98% of its

over 1m accounts in Papua New Guinea are used for

transaction purposes only – facilitating access to

funding for small and medium-sized enterprises

(SMEs) will be key to broadening economic growth.

As the Department of Commerce and Industry (DCI)

circulated its draft SME policy in early 2014, the

Treasury and Bank of PNG (BPNG) have been trying

to develop the infrastructure necessary for bank

lending. There is significant pent-up demand for

credit, with only a quarter of the estimated 20,000

SMEs in PNG having access to finance, according to

the International Finance Corporation (IFC), of which

only 5% are owned by women. Development part-

ners are supporting risk-sharing facilities (RSF) with

commercial and micro-banks. The new Credit and

Data Bureau (CDB) is also set to expand the type of

information collected when a new personal mobile

collateral registry becomes operational in 2014.

LIMITED REACH: Although banks’ lending to busi-

nesses and households rose 22% in the year to June

2013, according to the World Bank, lending has

remained concentrated among larger companies

and state-owned enterprises. While ANZ and West-

pac claim some 15% of their loans go to SMEs, busi-

ness is concentrated in urban areas where they have

reach. Non-bank financial institutions provide anoth-

er source of funding, although collateral require-

ments constrain lending to SMEs. A 2012 World Bank

enterprise survey found that only 18.1% of SMEs in

PNG had access to bank loans. 

One of the challenges stems from the paucity of

credit information available to lenders, although

coverage of the fledgling CDB has been growing.

“Improving transparency and accountability is the

only way to develop access to finance in PNG, as for

too many years borrowers have acted with impuni-

ty, feeling that they could default on their debts

without any consequences,” Bruce Mackinlay, the

CDB’s managing director, told OBG. 

Established in 2008, the bureau counts 200 mem-

bers, including banks, microfinance institutions

(MFIs), savings and loans societies, and other non-

bank lenders and retailers. By 2013, the CDB had com-

piled credit histories on 150,000 individuals and

16,000 businesses, covering a total of PGK150m

($60.97m) of outstanding debt out of a total of

PGK7.13bn ($2.9bn) in loans to the private sector.

By the end of 2013, CDB also helped members recov-

er PGK56m ($22.7m) in defaulted debt. 

RISK SHARING: In a bid to reduce the barriers to

borrowing for SMEs and insulate lenders from poten-

tially excessive losses, the IFC and the World Bank’s

International Development Association rolled out

an RSF in conjunction with the DCI in September

2011. Under the RSF, loans of up to PGK50,000

($20,325) to domestic, privately owned SMEs with

annual turnover of under PGK15m ($6.09m) and

between three and 150 staff are bundled together,

with the donors covering 50% of the risk for a fee.

Under the scheme, administered through partici-

pating banks like BSP and MFIs like Nationwide

Microbank (NMB), SME owners also benefit from

financial education and IT training, but are not

informed of the RSF. The project aims at covering

PGK300m ($121.9m) in new SME loans by 2016,

spread over 300 firms, 150 business owners and

300 women entrepreneurs. While the IFC’s RSF is

open to all participating lenders, BSP and NMB have

been the most eager users to date. 

Yet the abundant liquidity in the banking sector,

coupled with the limited number of bankable SMEs

with transparent accounts, has hindered the use of

the RSF. By June 2013 results were still lacklustre with

new SME loans written by BSP under the RSF totalling

PGK15.3m ($6.2m), a small share of BSP’s total SME

portfolio of PGK480m ($195.12m). The Small Busi-

ness Development Corporation, an agency within

The Credit and Data Bureau

was established in 2008

and has compiled credit

histories on 150,000

individuals and 16,000

businesses, totalling

$60.97m in outstanding

debt.
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the DCI that was established in 1992, operates a

smaller RSF covering 70% of risk on SME loans

through commercial banks like ANZ, which also par-

ticipates in the IFC’s RSF, alongside its training cours-

es. The scheme remains limited in scope, however,

with loans between 2007 and 2011 totalling only

PGK3m ($1.2m). Despite the IFC’s covering of half

of the risks involved in lending to SMEs, banks have

continued to face the challenges posed by often-

opaque informal SMEs. 

SME POLICY: Cognisant of the need for a concert-

ed approach to addressing the challenges faced by

SMEs, the DCI elaborated a dedicated SME policy, a

draft of which was circulating for comment in the

first quarter of 2014. The plan, which aims to grow

the number of SMEs tenfold to 500,000 by 2030, cre-

ating some 2m new jobs, builds on a 12-point SME

stimulus package announced in November 2012.

The main elements of the package include: offering

tax incentives; streamlining the process for estab-

lishing companies by creating an online registration

platform for the Investment Promotion Authority,

which came on-line in 2014; elaborating a list of

businesses reserved for indigenous firms; recapital-

ising the National Development Bank (NDB); and

rolling out subsidised loans. “Actual statistics are

hard to get in PNG, but we estimate that about 10%

of SMEs are owned by Papua New Guineans,” Moses

Liu, NDB’s acting managing director, told OBG.

Having amended the 1998 Takeover Code in August

2013 the DCI is preparing a list of reserved sectors

in 2014. Meanwhile, the government has signifi-

cantly raised its budgetary allocations for the NDB,

with budgets of PGK80m ($32.5m) and PGK85m

($34.5m) in 2013 and 2014, respectively, up from

PGK30m ($12.1m) in 2012. 

This was used to support some PGK100m

($40.65m) in loans in 2013 following the roll-out of

a subsidised 6.5% interest lending rate in January

2013, down from an average of 20% in 2012, as well

as the establishment of the NDB’s MFI subsidiary, the

People’s Micro Bank, in March 2013. “The NDB is a

key vehicle for implementing the government’s SME

policy, both through our subsidised 6.5% annual

interest loans and through our new microfinance sub-

sidiary,” Liu of NDB told OBG.

MOBILE COLLATERAL: While not a formal part of

the government’s SME policy, improving visibility on

SMEs’ accounts will be key to supporting their growth.

As such, the Personal Property Securities Act (PPS

Act) passed by Parliament in December 2011 will sig-

nificantly expand the ecosystem of credit informa-

tion once it is enacted in 2014. “While the credit

bureau has been appointed to manage the PPS reg-

istry, the legislation will only come into force once

the system is in place later and the law is gazetted

in 2014,” John Leahy, partner at legal firm Leahy

Lewin Nutley Sullivan Lawyers, told OBG. The PNG

PPS Register was formally established in 2013 and

the Treasury has piloted a prototype register host-

ed on servers in the US. The Treasury has named the

CDB as the registrar, with the new registry to be

integrated into the CDB’s existing database. Once the

registry is operational in mid-2014, secured credi-

tors will be given half a year to register personal

property security interests they held prior to the

PPS Act to avoid losing priority over the security

interest. By integrating the PPS Registry with the

existing database of borrowers, authorities expect

to significantly expand the information available and

create a more comprehensive picture for creditors. 

While the new system will allow banks and non-

bank lenders to take mobile property as collateral

for lending, their risk appetite will vary. While banks

will likely focus on larger items like machinery and

vehicles, non-bank institutions may accept more.

“Non-bank financial institutions are likely to accept

more forms of mobile collateral than commercial

banks, which will likely remain more conservative,”

Leahy told OBG. The 2011 act provides for a wide

range of eligible personal properties, including con-

sumer goods, business equipment, crops and live-

stock, as well as intangible collateral like deposit

accounts, intellectual property, licences, stocks and

bonds. This will be particularly relevant for SMEs,

which are often forced to lock up most of their cap-

ital in physical assets with little room for leverage. 

Breaking down barriers to accessing funding for

SMEs and individuals will be key to driving business

development and job creation in PNG. While the

financial inclusion policy aims to bring more people

into PNG’s formal financial sector, authorities’

attempts to build the infrastructure necessary to

support lending growth will be crucial to non-min-

eral growth in coming years. Although the process

will be gradual, developing the ecosystem of credit

information and support through risk-sharing instru-

ments is an important step. The final SME policy

expected by the end of 2014 should provide a com-

prehensive framework for SME development, inte-

grating piecemeal initiatives launched in recent years. 
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Government looking to sell stakes in public firms

Offering of new IPOs key to diversifying local exchange

Balancing domestic debt by increasing bond trading 
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Market capitalisation of the stock exchange totalled $23.19bn in 2013

Although still fledgling, Papua New Guinea’s capital

markets have strong prospects for growth as the econ-

omy looks forward to significant foreign-currency

inflows linked to the liquefied natural gas (LNG) proj-

ect and the development of new resource projects.

According to ANZ Bank’s projections for medium-term

growth, PNG will require some $112bn in new invest-

ments by 2030. Though the equity market is dominat-

ed by plays on the country’s natural resources, reform

of the regulatory framework and new strategies to

attract both domestic and foreign investors should

support growth over the medium term. Meanwhile,

sustained domestic issuance by the sovereign has cre-

ated a sizeable pool of outstanding government secu-

rities, which should eventually lead to the emergence

of a secondary market in fixed-income securities. 

SHALLOW DEPTHS: With 20 listed equities and one

convertible note, Port Moresby Stock Exchange (POM-

SoX) remains a relatively shallow market, although larg-

er than the Fiji-based South Pacific Stock Exchange

which hosts 16 stocks and two convertible notes.

Although the number of listed companies rose from

eight in 1999 to 18 by 2008, it has plateaued at 20 since

2009, with as many de-listings as initial public offer-

ings (IPO) since then (see analysis). The market’s total

capitalisation of PGK57.05bn ($23.19bn) at the end of

2013, or 164.9% of GDP in 2013, does not accurately

reflect the significance of the equity market to the

wider economy, given the prevalence of dual-listed

stocks that are traded on offshore exchanges. 

With 13 such stocks accounting for 90.47% of mar-

ket capitalisation in December 2013, trading remains

driven by offshore fluctuations in trading price. Dual-

listed stocks include nine firms that are listed on the

Australian Stock Exchange (ASX), namely Newcrest

Mining, Marengo Mining, Oil Search (OSH), Kina Petro-

leum, Coppermoly, Cue Energy Resources, New Guinea

Energy, Indochine Mining and Niuminco Group. POM-

SoX also has one firm that is listed on the London Stock

Exchange, New Britain Palm Oil (NBPOL), and one on

the New York Stock Exchange, InterOil. Cue Energy

holds a secondary listings in New Zealand, and New-

crest has had a listing on the Toronto Stock Exchange

since 2012, along with Marengo since it re-domiciled

its listing to Canada in January 2013. 

Out of the 13 dual-listed stocks, 12 operate in the

mining or oil and gas industries. “Share trading on POM-

SoX are driven by dual-listed mining and oil companies,

mostly listed on ASX,” Llewellyn Muriki, senior advisor

and equities dealer at brokerage BSP Capital, told OBG.

“Therefore, share prices on POMSoX react to movements

on the ASX with a one to two day time lag given the

low levels of local liquidity.”

The performance of the Kina Securities Index (KSi)

is also dominated by dual-listed stocks, with a 56.17%

weight to Newcrest shares, 27.39% to OSH, 3.83% to

InterOil, 3.62% to NBPOL and 5.6% to single-listed Bank

South Pacific (BSP). In contrast, the Kina Securities

Home Index (KSHi) tracks only single-listed stocks on

POMSoX and more closely reflects developments in

PNG’s domestic economy. However, over half of the

index, 52.2%, is devoted to BSP, with 9.56% to finance

and real estate firm Credit Corporation (CCP) and 2.86%

to retailer City Pharmacy (CPL). Other traded single-

listed stocks include Airlines PNG, fund manager Kina

Asset Management (KAML), the New Guinea Islands Pro-

duce Company and mining company Highlands Pacif-

ic. The market also hosts stocks that are no longer

actively traded, including the Steamships Trading Com-

pany, Indochine Mining and Niuminco. While the two

indices were tested for three years and remain open

to comment from the investment community, a new

index has been under preparation by POMSoX since

2013, although its composition has not yet been made

public by mid-2014. Meanwhile, a single convertible

bond from BSP remains seldom traded, although plans

are under way to launch a bond market for secondary

trading in 2014 (see analysis).

TRADING INFRASTRUCTURE: While still largely a fledg-

ling equity market, POMSoX has developed rapidly over

With 13 dual-listed stocks

on the exchange, share

prices on POMSoX are

highly dependent on

movements in foreign

bourses, with a one to two

day time lag.

PNG’s stock exchange is

relatively shallow, with only

20 listed equities and one

convertible note. The

bourse has shown little

growth since 2009.
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its brief history with a number of large IPOs dominat-

ing the market. Efforts to establish a domestic market

began in 1994 when a Stock Exchange Steering Com-

mittee was established, comprised of the Department

of Finance, Bank of PNG (BPNG), the Registrar of Com-

panies and Australia-based McIntosh Securities. After

Parliament passed both the Companies Act and the

Securities Act in 1997, the central bank provided start-

up funding for the exchange, which commenced trad-

ing in June 1999, operating between 10.00am and

4.00pm every workday. Modelled on the Australian sys-

tem, upon which the exchange’s listing and business

rules are based, POMSoX acts as the frontline regula-

tor, licensing brokers and overseeing intra-day trading.

The Securities Commission of PNG (SCPNG), a statuto-

ry authority established in 1997 under the Ministry of

Trade, Commerce and Industry’s (MTCI) Investment Pro-

motion Authority (IPA), acts as regulator. 

Meanwhile, BPNG conducts “fit and proper” tests on

applicants for brokerage licences. Following BPNG’s

divestment from the exchange in the early 2000s, offer-

ing its stake for sale to the two licensed brokers, BSP

Capital ended up controlling 62.5% of the exchange,

while Kina Securities holds 37.5%. The exchange, whose

balance sheet was bolstered by PGK1.5m ($609,750)

following the conversion of the preferred shares into

equity in 2012, has completed significant upgrades to

its trading and settlement infrastructure. Following the

shift to a fully automated electronic settlement system

under T+3 in 2012, POMSoX upgraded its OMX trad-

ing platform, similar to the old ASX platform SEATS, in

2013, which has reduced trading latencies. “The new

POMSoX trading platform allows each individual work-

station to connect to the market, rather than the exist-

ing situation of one station per desk,” said Muriki.

BROKERS: The largest of the two brokers, BSP Capi-

tal, has been the brokering and fund management arm

of locally owned BSP, following its acquisition of Capi-

tal Stockbrokers from NBPOL in 2005. The second, Kina

Securities, is the stockbroking arm of Hong Kong-based

Kina Group and also comprises PNG’s only listed fund

management firm. While BSP Capital has a research desk,

Kina Group produces updates through its fund man-

agement subsidiary. The two brokers have partnered

with foreign investment banks and brokerages, with BSP

Capital collaborating with France’s BNP Paribas for its

investment banking and with New York-based Auerbach

Grayson for equities. Kina Securities maintains rela-

tions with Credit Suisse and JP Morgan. BSP Capital

estimates it commands 80-85% of average daily trades

on POMSoX, although trading volumes remain low and

the pool of active investors is limited. “There are approx-

imately 10,000 trading accounts on POMSoX, of which

around 50 accounts are for institutional investors,” said

Muriki. Although the definition of active investors is rel-

atively loose – defined as accounts that trade over

PGK100,000 ($40,650) a quarter – trading is dominat-

ed by institutional investors, such as superannuation

fund managers, banks, insurers and high-net-worth

individuals, while over half of trades take place between

two BSP accountholders, according to the PNG broker.

PERFORMANCE: Skewed as it is to offshore, dual-list-

ed stock movements, the market peaked in 2010, reach-

ing a capitalisation of PGK109.3bn ($44.4bn), and it has

trended downwards since, falling to PGK57.05bn

($23.19bn) by year-end 2013. The value of the KSi has

dropped consistently since the peak, by 22.2% in 2011,

20.7% in 2012 and 14.9% in 2013, according to Kina

Securities, driven particularly by the market’s largest

player, Newcrest, which fell 40% in value in 2013. This

was enough to negate the 30.6% appreciation in OSH

shares over the year. NBPOL’s shares suffered from the

fall-out of a failed attempt by core Malaysian investor

Kulim to raise its shareholding from 50% to 70%, which

saw the local share price fall 11.8% in 2013. 

The narrower KSHi has proven much more resilient,

falling only 1.86%, 9.5% and 2% in the three respective

years. “Truly domestic companies had a pretty good year

[in 2013],” Dominic Beange, an investment fund man-

ager at Kina Funds Management, told local press in

March 2014. The KSHi’s 2013 performance was driv-

en by a 13.6% rise in the CCP price, a 22.2% rise in

KAML’s stockprice and a 22.5% appreciation of CPL
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shares, although the 1.1% softening of BSP’s shares and

2.8% drop in Airlines PNG over the year dragged the

home index down. Both indices thus performed broad-

ly in line with other emerging markets, with the MSCI

Emerging Market Index dropping 12% in 2013, while

the Frontier Market Index rose 16%. 

Meanwhile, the impact of the kina’s depreciation in

2013 on POMSoX was limited, given low foreign hold-

ings onshore. “The kina’s depreciation has not had a

significant impact on POMSoX since dual-listed stocks

are mostly traded offshore, while local-listed stocks are

traded only on POMSoX,” Muriki said. 

SPOT ON TRADING: As the market has trended down-

ward, trading volumes have fallen, although the value

of turnover has proven somewhat more resilient. Vol-

umes fell from their peak of 102.87m shares traded in

2008 to 40.13m in 2010 and 14.14m in 2013, while the

value of aggregate trades fell from PGK170.96m

($69.5m) to PGK56.13m ($22.81m) and PGK47.56m

($19.33m), respectively, according to data from the

SCPNG. Although the market in 2013 saw a peak-trad-

ing day in September, where 8m CCP shares changed

hands, the main volumes tend to occur from February

to April. Indeed, the value of turnover jumped from

PGK2.56m ($1.04m) in February 2013 to PGK4.68m

($1.9m) in March and PGK8.85m ($3.6m) in April, before

slumping back to PGK2.61m ($1.06m) in May, accord-

ing to SCPNG. Meanwhile, the volume of shares trad-

ed increased from 630,000 in each of the first two

months of 2013 to 1.28m in March and 1.91m in April. 

Pricing of stocks in an illiquid market remains chal-

lenging. Indeed, given that Newcrest “rarely trades on

POMSoX,” the kina price is not “representative of the

arbitrage price,” Kina Funds Management noted in July

2013. While offshore movements in stock prices take

several days to be priced into POMSoX valuations, larg-

er domestic institutional investors typically buy to hold,

earning dividends of 6-7% annually from single-listed

stocks. “For large institutional shareholders there is no

real difference between listed and unlisted equity, giv-

en the lack of liquidity on the market,” Michael Block,

Nambawan Super’s chief investment officer, told OBG. 

REGULATORY REFORM: The exchange and the regu-

lator have gradually streamlined some rules to pro-

mote trading in recent years, although more legislative

reform is expected in 2014. The requirement for the

SCPNG to approve any trade in excess of PGK250,000

($101,625) at a fee of PGK250 ($101) per trade was

lifted in late 2012 to promote trading. Although the SCP-

NG’s budget was doubled to PGK1m ($406,500) in

2013 and PGK2m ($813,000) in 2014, the commission

had still only received the traditional PGK500,000

($203,250) as of March 2014. With a limited staff, the

SCPNG does not have access to real-time market data

that would reveal bid-ask spreads and it therefore relies

on a report from POMSoX at the day’s end. 

The SCPNG has been a full member of the Interna-

tional Organisation of Securities Commissions since

2013 and should be strengthened further in 2014

through two key reforms. Following the amendment of

the 1998 Takeover Code in August 2013, which allowed

the SCPNG to block Kulim’s attempted takeover bid for

an additional 20% stake in NBPOL, the commission has

been empowered to administer a national interest test

to any takeover bid for a publicly listed firm that has

assets of over PGK5m ($2.03m). While still ambiguous

pending the publication of a reserved industries list that

will cap foreign direct investment in certain sectors, the

amended rule significantly bolsters the SCPNG (see

Trade & Investment chapter).

More comprehensive reform will come when a draft

Securities Commission Act (SCA) is presented to Par-

liament in 2014. Although POMSoX, as the frontline reg-

ulator, maintains a fund worth roughly PGK600,000

($243,900) to insure against counterparty defaults or

misappropriation of funds, the bill would strengthen

the SCPNG’s enforcement powers, allow it to make pol-

icy pronouncements and broaden its remit to key licens-

ing functions to promote more competition among

brokers. “The SCA, modelled on the Investment Promo-

tion Act, that we hope to present to Parliament in 2014

would transfer broker licensing from POMSoX to the
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SOURCE: Kina Funds Management

 Interest rates on bills, bonds and KFR, 2011-13

 2011 2012 2013

Central bank bills   

28 days 2.69% 1.98% 1.84%

60 days 3.09% 2.11% 2.12%

90 days 3.31% 2.22% 2.17%

182 days 3.85% 2.32% 2.51%

Treasury bills   

182 days 3.87% 1.95% 2.52%

364 days 4.18% 2.55% 3.76%

Gov't inscribed stock   

2017/2015 5.44% 4.80% 4.52%

2020/2019 8.56% 7.50% 8.01%

2024/2022/2023 10.34% 7.98% 9.17%

2027/2029 11.98% 9.80% 10.50%

Kina facility rate 7.75% 6.75% 6.25%

The kina’s depreciation in 2013 has not greatly affected the exchange, as most stocks are listed offshore

Trade volumes decreased

from 102.87m in 2008 to

40.13m in 2010 and

14.14m in 2013, while the

aggregate value of trade

fell from $69.5m to

$22.81m and $19.33m.
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commission and would strengthen it as a regulator by

having it report to the MTCI, rather than through the

IPA,” James Joshua, a surveillance officer at the SCPNG,

told OBG. There are also plans to prepare a new capi-

tal markets act to replace existing legislation from 1997

and cover securities, investment managers, fund man-

agers and trustees. The new rules would also cover the

regulation of convertible notes and government-

inscribed stock, whose primary issuance is overseen by

the Treasury and BPNG, as the issuing agent, in the

absence of a regulated secondary market (see analy-

sis). In 2015 the MTCI is also drafting a bill covering

exchange-traded funds (ETFs). 

NEW SUPPLY: The exchange expects new IPOs in com-

ing years to boost the supply of domestic stocks and

diversify investable sectors to better reflect PNG’s econ-

omy. Of the two licensed brokers on the market, BSP

Capital holds a commanding lead as underwriter of

past IPOs, with Kina Securities having structured only

three listings in the history of the exchange. The last

such listing, underwritten by both brokers, was Kina

Petroleum, raising $12.8m in 2011. 

Management at POMSoX has significantly simplified

listing rules to cater to smaller firms and to allow for

depository receipts, a precondition for Marengo’s re-

domiciling to Canada in January 2013. Firms, both for-

eign and domestic, looking to list on the local market

are required to hold over PGK50m ($20.32m) in net tan-

gible assets and show PGK10m ($4.06m) in profits over

the previous three years. These requirements are still

waved for companies already listed in Australia or New

Zealand. Listing fees remain competitive by regional

standards: a firm listing PGK55m ($22.36m) in stock pays

PGK49,500 ($20,121) upon admission to POMSoX and

PGK32,200 ($13,089) annually thereafter. 

Although the two IPOs that took place in 2013 were

compliance listings and thus were not traded in their

first six months of listing, brokers expect government

sales of minority stakes in several state-owned enter-

prises could add to the pipeline of IPOs (see analysis).

INSTITUTIONAL INVESTORS: While it is necessary to

diversify the supply of stocks, promoting greater liq-

uidity among both domestic and international investors

is also important. Given the narrow pool of domestic

investors dominated by superannuation and landown-

er funds, the exchange has been driving outreach

efforts in coordination with the two stockbrokers and

BPNG. While most of the landowner funds linked to oil

and gas projects are managed through the Mineral

Resources Development Company, mining-related funds

can be managed independently with cabinet approval.

A number of these place their funds with asset man-

agers, similarly to superannuation funds. 

The three main asset managers are KAML, which

manages Nambawan Super’s portfolio; BSP Capital;

and PacWealth Capital, which took over management

of the second-largest National Superannuation Fund’s

PGK2.4bn ($975.6m) in assets in March 2012. The only

listed asset manager on POMSoX, KAML saw its total

assets increase 17.7% to PGK50.7m ($20.61m) in 2013,

while its affiliated Kina Funds Management recorded

PGK4bn ($1.63bn) in assets under management, giv-

ing it a commanding lead. In light of the depreciating

kina, however, KAML rebalanced its portfolio towards

domestic investments, with a 45:55 split between local

and foreign investments, up from a 40:60 split in 2012. 

NEW MARKETS: POMSoX does not offer remote mem-

bership, requiring foreign investors to place trading

orders through one of the two brokers’ foreign corre-

spondents, or by opening an account with PNG Reg-

istries and a local broker directly. Foreign investors have

tended to trade offshore shares of dual-listed stocks,

given the high withholding tax of 15% on interest

income and 17% on equity and dividend proceeds. 

Two global frontier market ETFs have been launched

in recent years. The first, the Russell Frontier Index

(RFI), launched in 2010, allocates a combined 4.1%

weighting to the four largest dual-listed stocks, although

the stocks are only eligible if they trade on another

exchange where daily pricing is readily available. “The

fact that both PNG equities and bonds remain outside

any of the global indices is a clear indication of how

isolated PNG is from the global financial markets,” Eric

Kramer, CEO at PacWealth Capital, told OBG. Indeed,

purely POMSoX-listed stocks are not eligible due to the

lack of pricing data, according to RFI. The second fund,

the Global X Next Emerging and Frontier ETF, was

launched more recently in late 2013 and has exposure

to large stocks like OSH and InterOil. A number of spe-

cialist frontier-market firms, including Auerbach Grayson,

Leopard Capital and Cube Capital have channelled

investment locally through BSP Capital, in both listed

and unlisted equities. While both brokers have partic-

ipated in international roadshows to drum up interest

in local stocks, the next target is Australia’s superan-

nuation fund industry, worth $1.69trn in 2013. Retire-

ment funds from the South Pacific region are also being

courted, with discussions with the Solomon Islands’

superannuation fund ongoing in 2014. Management

at POMSoX expects the depreciated kina should prove

an additional draw to global frontier market funds. 
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The government is seeking to promote liquidity among local investors in order to diversify the market

POMSoX simplified listing

rules to cater to smaller

companies and now

requires firms looking to

list to hold over $20.32m in

net tangible assets and to

show $4.06m in profits over

the previous three years.

Purely POMSoX-listed

companies are often not

allowed to list on frontier

market ETFs due to a lack of

pricing data, indicating how

isolated the country’s

domestic firms are from

global financial markets.
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BROADENING THE POOL: In parallel to such efforts,

authorities are also driving investor education locally

in a bid to broaden the pool of domestic investors, both

individual and institutional. The Treasury’s lowering of

the investment threshold in primary bond auctions in

2013, from a minimum buy-in of PGK100,000 ($40,650)

to PGK10,000 ($4065), aims to attract more retail savers

to the money market. The exchange has also collabo-

rated with the two brokers and BPNG to run roadshows

for first-time investors in PNG, targeting landowner

funds and potential retail investors. The group is also

planning to introduce investment education courses

in high schools and universities, targeting the next gen-

eration of investors. Richard Borysiewicz, BSP Capital’s

general manger, told OBG, “What PNG needs, in my

opinion, are wealth management products, improving

financial literacy and a change in the licensing regime

so that more financial institutions can enter the mar-

ket to improve products and services.”

In March 2014, referring to the country’s numerous

landowner groups, Geoff Mason, the general manag-

er of POMSoX, told local press, “It’s like having a whole

lot of small investor clubs around the country. They can

get a good return by investing their pooled funds into

the market.” Formalising the pool of landowner funds,

estimated at over PGK2.5bn ($1.01bn) in 2013, and

enfranchising a new generation of retail investors will

be key to the fledgling exchange’s development. Mean-

while, the prospect of new legislation covering local ETFs,

expected to pass Parliament in 2015, could pave the

way for the launch of more passive investment instru-

ments that could appeal to a broader public. 

ALTERNATIVE FUNDS: Given PNG companies’ limited

access to equity and debt instruments, the scope for

private equity and alternative funding sources is sig-

nificant. Thus far, development finance partners like the

International Finance Corporation (IFC) and the Asian

Development Bank have been the two main private

equity investors on the market. The two have taken equi-

ty stakes in key ventures, including telecoms operator

Digicel. The IFC has been a regular investor in the three

Kula Funds launched by Pacific Capital Partners – a

subsidiary of global emerging market private equity

firm Aureos Capital – and also launched its in-house

IFC Asset Management Company in 2009, with $3bn

under management, through which it invested in PNG

Microfinance. While domestic investors like the two

superannuation funds and banks hold significant stakes

in unlisted equities, the potential for exits remains con-

strained. Nonetheless, the pipeline of IPOs on POMSoX

could be driven by such exits in the coming years.

The government has also sought to encourage the

use of unit trusts by property investors, albeit to lack-

lustre results. Trusts domiciled in PNG with over PGK10m

($4.06m) in funds and 80% of assets invested in prop-

erty saw dividend payments exempted from tax sever-

al years ago, although unit trustees are still required to

pay a 30% income tax. In 2012 the government relaxed

the rules allowing unit trusts to invest offshore and

extended the two-year reduction in stamp duty from

5% to 2% until January 2014. “The establishment of

new trusts should deepen investment markets in PNG,

provide greater scope for property investors to diver-

sify risk and improve access to property investment for

smaller investors,” according to the 2012 budget,

although by the first quarter of 2014 asset managers

reported only minimal interest in such trusts. 

OUTLOOK: While the equity market has performed

uninspiringly in the past three years, the divergence of

single-listed stocks, representing a more diversified

cross-segment of PNG’s economy than resource-driv-

en, dual-listed stocks, reflects the potential for growth.

With the prospects of a second major LNG project and

future mining deals, global investor appetite for fron-

tier markets could broaden to PNG in the coming years.

Meanwhile, the strong growth in outstanding gov-

ernment bonds sold through primary auctions should

generate enough momentum in PNG to launch a reg-

ulated secondary market in the near term. Legislative

and regulatory reform will also be key to unlocking both

markets’ potential by strengthening legal oversight,

encouraging competition among providers of investor

services and ultimately driving growth in liquidity. 
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The government is planning investment education courses

Formalising the pool of

landowner funds,

estimated at over $1.01bn

in 2013, and enfranchising

a new generation of retail

investors will be key to the

fledgling exchange’s

development.
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The stock exchange is dominated by mineral, oil and gas firms

Although the Port Moresby Stock Exchange (POMSoX)

witnessed two new initial public offerings (IPOs) in

2013, the market of 20 stocks, 13 of which are dual

listed offshore and one of which is inactive, remains

dominated by 12 listed firms in the mining and oil and

gas sectors. Financial services, retail, aviation and agro-

industry are also featured on the exchange, but remain

marginal. Local listings have been driven by compli-

ance requirements for firms moving towards produc-

tion on their assets in Papua New Guinea; however,

POMSoX management hopes to drive new IPOs, hav-

ing simplified business and listing rules in 2012, high-

lighting the significant scope for new supply from the

agricultural sector and state-owned enterprises (SOEs). 

TRACK RECORD: Of the four IPOs brought to market

since 2010, the largest in value was Newcrest Mining,

raising PGK76bn ($30.89bn) in September 2010. The

listing came as a result of Newcrest’s acquisition of

POMSoX-listed Lihir Gold earlier in 2010. The two index-

es, Kina Securities Index (KSi) and Kina Securities Home

Index (KSHi), both have disproportionate exposure to

fluctuations in a handful of stocks, with Newcrest

weighted 56.17% on the KSi and Bank of South Pacif-

ic accounting for 52.2% of the KSHi. The two listings

that took place in 2013, Indochine Mining in Septem-

ber and Niuminco Group in October, are both listed in

Australia and were underwritten by BSP Capital, but have

not been traded as of March 2014. 

Management of POMSoX has sought to attract more

firms by simplifying its listing and business rules in

2012. However, high profitability and abundant liquid-

ity have made other sources of funding significantly

more attractive than a public listing. Brokers see poten-

tially more demand for IPOs in coming years, although

the appetite for local companies will largely depend on

their ability to grow. Another avenue for promoting

new listings would come from closer synergies with the

South Pacific Stock Exchange in Fiji, with 16 stocks and

two convertible notes listed, although the two exchanges

have not yet established an official relationship.

ISSUANCE PIPELINE: Although the market is still far

from flooded with new listings, increased supply could

come from both core investors seeking to divest them-

selves from an unlisted equity or from the govern-

ment’s announced privatisation programme. “We are

always looking for ways to unlock the real value of

unlisted holdings and get the best value for members,

maybe via an IPO if appropriate, although this could take

some time,” Michael Block, chief investment officer at

Nambawan Super, told OBG. PNG’s largest superannu-

ation fund holds high minority stakes in key unlisted

firms, including beverage producer SP Breweries (owned

by Heineken), food manufacturer Paradise Foods and

utility Water PNG, among others. Brokers expect sev-

eral of these to come to market over the medium term.

“Some tightly-held private companies are unlikely to list

on POMSoX and some other trade sales are more like-

ly to take place through private placements,” said Block.

“Some firms, which are household names and have sol-

id earnings and high dividends, could fetch a higher price

on a listed market than their unlisted valuation.” 

The outlook for privatisation is more clouded. In Feb-

ruary 2014 Prime Minister Peter O’Neill announced

plans for the government to sell stakes in key SOEs,

including 50% of Air Niugini and, potentially, a stake in

PNG Power. Yet the success of the government’s SOE

restructuring programme will be key to determining the

realisation of any such listing, with Air Niugini record-

ing -1.2% return on equity for 2010, while PNG Power

achieved 5.7%, according to an Asian Development

Bank 2012 survey of SOEs in PNG. 

While the outlook for publicly listing minority stakes

in key SOEs remains tied to larger efforts to restruc-

ture and corporatise them, brokers and investors

applaud the goal and would welcome a new supply of

shares on the market. A pipeline of privately held issuers

should also diversify the supply of shares on the local

market away from the dominant natural resource plays.

Commercial banks’ expansion in PNG’s corporate mar-

ket should also support a pipeline of new issuances. 

While abundant domestic

liquidity has meant many

firms have sought funding

from sources other than

public listing, the

government is looking to

reverse this trend.

In February 2014, Prime

Minister Peter O’Neill

announced that the

government was planning

to sell off stakes in Air

Niugini and, possibly, PNG

Power.
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Diversifying supply
Plans are under way to focus on the potential of local firms
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Richard Borysiewicz, General Manager, BSP Capital

How well did the Kina Security Index perform in

2013 compared with other regional securities?

BORYSIEWICZ: 2013 was not a very successful year

for the Kina Security Index, which continued to be driv-

en by large stocks such as Oil Search and BSP, both of

which softened. However, this should not be regarded

as a statement about the market as a whole, as both

stocks remain strong, but rather speaks to the lack of

liquidity and the desire to diversify. We are looking for-

ward to InterOil’s new partnership and its benefits in

2014 and beyond. This will set the tone for the whole

year, alongside GDP growth that will be modest by

Papua New Guinea’s standard growth rate of 5-6%, but

considerable when compared to more mature

economies. Beyond that, everyone expects improve-

ment, because of the government’s considerable invest-

ments in infrastructure, health and education. 

What do the capital markets in PNG need to do in

order to attract additional investments? 

BORYSIEWICZ: What we are missing here are options

and products. Those with liquidity are likely to invest

offshore, often in overpriced real estate in Australia, or

will keep it as cash, therefore undertaking currency

risks. Another option would be to leave money parked

in a bank account, with a current inflation rate of 3-

4%, which would mean going backwards, and encour-

age a tendency to swing from high risk to nothing and

back to high risk, with very little in the middle. What

the market here requires is a wider range of wealth man-

agement products, improved financial literacy and more

financial institutions, so long as they contribute toward

financial inclusion by offering a range of services. PNG

boasts a young population, so the challenge is to instil

a culture of savings at an early age. At the moment PNG

is characterised by a buy and hold mentality, where

investors hold onto their bonds until maturity. Howev-

er, this country boasts a very young population, and 

so the government ought to focus on instilling a cul-

ture of saving as opposed to a culture of consumption.

What can be done to improve the international per-

ception of PNG as an investment destination?

BORYSIEWICZ: PNG clearly suffers from its sovereign

debt rating. As a result, so do the institutions that oper-

ate here as well. Negative reporting on law and order,

corruption and lack of transparency can often put

investors off, even if most of this negativity is, as I

believe, overstated. However, there is a brighter picture

emerging from the country’s energy sector, and inter-

national brokers and fund managers, especially in Aus-

tralia, are finally pushing PNG as a potential area of

growth for their businesses, including Oil Search, Hori-

zon Oil, Kina Petroleum and other players.

In what ways is the financial market likely to evolve

considering its current position within the region?

BORYSIEWICZ: The obvious future for PNG would be

to tap into the Australian superannuation industry,

which is the fourth-largest pension market in the world

– worth $1.73trn. Funds there invest in emerging mar-

ket equities and bonds, alternatives and infrastructure

projects. Incredibly enough, they often bypass PNG on

their way to other markets. Considering that the dis-

tance from Sydney to Port Moresby is almost the same

as the distance from Sydney to Perth, PNG appears to

be an obvious location, as the country is Australia’s

closest neighbour and can offer tremendous oppor-

tunities for growth. Given that the typical transaction

size by a large superannuation fund in Australia is around

$90m, and PNG’s need for capital and investments, it

makes sense for closer co-operation between the two

countries: it is a win-win for all. Beyond Australia, the

other logical step will be to foster integration with Asian

financial markets, including Singapore, Jakarta and Kuala

Lumpur. These markets are hungry for resources and

investment opportunities, and would welcome a new

player in the region. The challenge for PNG, from a

financial perspective, is to not simply generate wealth

by pulling things out of the ground, but to become a

player and business partner in the regional economy.
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Making its debut
OBG talks to Richard Borysiewicz, General Manager, BSP Capital
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Ian Tarutia, CEO, National Superannuation Fund

How would you assess the current performance of

the superannuation industry? 

TARUTIA: I believe that the superannuation industry

in Papua New Guinea (PNG) is thriving in terms of prof-

itability, membership growth and client servicing.

Having said that, the industry is mature enough for

the various players to become more proactively engaged

in improving performance. It would be possible to make

a difference in some critical areas of the domestic

economy such as health and housing, provided that we

work hand in hand with the government.

Indeed, many of our members are pertinently ask-

ing why they should grow their retirement funds when

they are still sleeping in settlements. This issue could

be addressed by investment in housing, but for that to

succeed we would require the government to deliver

on basic infrastructure, including land, water, roads and

electricity. If these expenses are left up to us when a

project is being developed, we would have no choice

but to pass it on to the consumers and the concept of

affordable housing would lose its meaning in the process.

What kind of legislation should be introduced to

expand the reach of the superannuation industry? 

TARUTIA: Providing universal coverage is the way to

go for PNG. Under the existing law only companies with

a minimum of 15 employees automatically become

part of the superannuation scheme. This cut-off point

means a sizeable chunk of the population remains

excluded from any real social security network. Con-

sidering that this law was introduced in the 1980s,

when the number of employees exemplified the suc-

cess of a business, it needs a revision as the econom-

ic landscape has changed dramatically since then. 

With the help of technology, self-employed people

today can often become successful entrepreneurs and

it seems logical to me that they should also be part of

the superannuation net. At the moment only 500,000

people are active participants in PNG, out of a total pop-

ulation of over 7m, clearly a small percentage compared

to the rest of the region where as much as 70-80% of

the population pays superannuation. One may argue

that Fiji, Vanuatu and the Solomon Islands have a small

population when compared to PNG, but the real rea-

son for their higher rates of penetration is because their

laws provide for universal coverage. I do not see why

PNG should be any different from that.

To what extent could voluntary superannuation

schemes address the problem?

TARUTIA: We have introduced Eda Supa, a voluntary

superannuation scheme for people who are self-

employed, run small businesses or work in a small estab-

lishment with fewer than 15 employees. The scheme

has attracted some 24,000 people over three years

and it is evidence that anyone who is earning some form

of income would potentially want to save in a super-

annuation environment.

Having said that, I do not see the voluntary scheme

as a substitute for universal coverage. Indeed, our reg-

ulator is currently establishing a task force to review

the existing superannuation legislation. Taking mobile

phone penetration as a point of reference, around 4m

people in PNG own a handset, which shows that they

are earning some sort of income. By introducing uni-

versal coverage, we will be able to attain the same

range of coverage over a shorter period of time. 

Does the size of the PNG market justify several play-

ers currently offering superannuation products? 

TARUTIA: The superannuation industry remains too

small in PNG to warrant the inclusion of multiple funds.

Provided that all relevant regulations are formulated

soundly and enforced properly, it makes more sense for

one institution to provide services to a large bulk of the

population. In an economy of scale, industry requires

a larger balance sheet to be more competitive, so mak-

ing the right investments forms only one part of a flour-

ishing business. As a result, we should be functioning

as catalysts for larger endeavours in the social sphere.
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Retail banks held 70% of total outstanding government debt in 2013

The government’s reliance on the domestic capital

markets to fund its widening budget deficits has grown

in recent years. The Treasury has sought to lengthen

the maturity of its obligations and shift gradually from

relying on Treasury Bills (T-Bills) to bonds to reduce

refinancing risks. Despite abundant liquidity in the

domestic financial system, commercial banks claim they

are increasingly broaching their single-borrower sov-

ereign exposure limits. Although the introduction of a

real-time gross settlement system (RTGS) for high-val-

ue transactions may support the growth of the Bank

of Papua New Guinea’s (BPNG) repo market, authori-

ties also plan to launch a secondary market for gov-

ernment paper in the coming years.

TAPPING DOMESTIC MARKETS: Surging commodity-

linked export revenues allowed PNG’s government to

reduce the their debt-to-GDP ratio from 39.5% in 2006

to 22% in 2011, according to Standard & Poor’s (S&P).

However, the value of aggregate debt rebounded sharply

in the two years to June 2013 to reach 31% of GDP,

according to the World Bank. Yet while foreign-curren-

cy debt grew modestly from 7.9% of GDP in 2012 to

8.1% in 2013, mostly driven by the impact of the depre-

ciating kina on aggregate external debt levels, the state

relied mostly on domestic deficit funding, which rose

from 18.7% to 24.6% of GDP in the same period. 

International development partners hold the entire

stock of external debt, according to BPNG. Meanwhile,

some 47% of domestic outstanding debt in June 2013

was in the form of T-Bills, with average maturities of

six months, according to the World Bank, while the

average tenor of aggregate debt was four years. Over

the course of 2013, the prerogative for new debt

issuance was transferred to Parliament. 

The central bank has consistently advised government

to tap domestic funding sources to finance its deficit,

both to mop up excess domestic liquidity and reduce

upward inflationary pressure potentially caused by new

external borrowing. The 2014 budget plans to rebal-

ance borrowing towards inscribed stock to lengthen

the average maturity profile, while the total stock of

domestic debt is budgeted to increase from PGK8.75bn

($3.56bn) in 2013 to PGK10.46bn ($4.25bn) in 2014.

The Treasury expects to float some PGK5.1bn ($2.07bn)

in new T-Bills in 2014 to cover repayments of PGK4.96bn

($2.01bn), reducing the share of T-Bills from nearly

47% of domestic debt to 40.6%, and plans to expand

the value of outstanding bonds from PGK4.64bn

($1.89bn) to PGK6.21bn ($2.52bn). 

While this will reduce mid-year refinancing risks, it

will also bring a higher associated cost. Interest rates

on six-month T-Bills has trended downwards from 3.87%

in 2011 to 2.52% in 2013, while yields on 10-year gov-

ernment bonds fell from 10.34% to 9.16% in the same

span, according to Kina Funds Management. 

In the absence of a liquid secondary market for

bonds, corporate issues have essentially been private

placements, with bondholders buying such securities

to hold until maturity. “At the moment PNG is charac-

terised by a buy-and-hold mentality, where investors

hold onto their bonds until maturity,” Richard

Borysiewicz, BSP Capital’s general manager, told OBG.

New private issues may become available in 2014, with

the International Finance Corporation planning a kina-

denominated bond issue to raise PGK200m-300m

($81.3m-121.9m) in 2014. The first supranational bond

issue on the PNG market, rated triple-A and thus like-

ly to fetch lower yields than government debt, the IFC

issue would be significant in further developing the

domestic yield curve and could attract issuance from

other agencies, such as the Asian Development Bank

(ADB), to finance part of their kina lending. 

INVESTOR BASE: Government debt is held predomi-

nantly by commercial banks and, to a lesser extent,

superannuation funds, life insurers and a handful of non-

financial corporates. By March 2013, retail banks held

70% of total outstanding government debt (T-Bills and

bonds combined), or PGK5.02bn ($2.04bn), while oth-

er financial firms, such as superannuation funds and

insurers, held another 20%, or PGK1.31bn ($531.7m),

The government was able

to reduce its debt-to-GDP

ratio from 39.5% in 2006 to

22% in 2011; however, it

still largely relies on

domestic deficit funding,

which rose from 18.7% to

24.6% over the same

period.
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The Department of

Treasury is planning to 

float $2.07bn in new

Treasury bills in 2014 in

order to cover repayments

of $2.01bn, reducing the

bills’ share from 47% to

40.6% of domestic debt.

Dynamic bonds
Looking to new ways to attract foreign portfolio investment
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according to BPNG figures. Commercial lenders have

long been the main purchasers of T-Bills, while the

market for inscribed stocks has drawn a wider array of

investors eager for longer-tenor, risk-free securities. For-

eign appetite for local-currency bonds has been con-

strained by the high 15% withholding tax on interest

revenues in PNG. Meanwhile, the outlook for banks’

appetite for new T-Bills is constrained by their current

holdings. “While Australian banks may be close to their

single borrower limits, Bank of the South Pacific is like-

ly to still have some appetite for local bond issues,” said

Craig Michaels, S&P’s sovereign credit analyst for PNG.

The government has conceded this fact. “There has been

sufficient liquidity internally to finance the debt so far,

but we are reaching the outer limits of this, especially

because we will continue a deficit budget in 2014,”

said Charles Abel, the minister of national planning. 

In 2013 the Treasury and BPNG reduced the barri-

ers to investment for retail actors, cutting the minimum

investment for T-Bills from PGK100,000 ($40,650) to

PGK10,000 ($4065). Yet non-financial resident investors’

share of the domestic debt mix has remained low,

decreasing 0.1% in March 2011 to 0.064% in March 2013,

according to BPNG. As banks have withdrawn from new

government securities issues, superannuation funds

have become the main purchasers, buying the major-

ity of issues in the first quarter of 2014. “Superannu-

ation funds have been able to purchase government

bonds at good prices as a number of other market par-

ticipants, like overseas banks, already have high expo-

sure to PNG sovereign debt and are approaching their

credit limits,” Michael Block, chief investment officer

at superannuation fund Nambawan Super, told OBG.

BOND TRADING: The level of over-the-counter trad-

ing between bondholders remains marginal in PNG,

with few instances such as PNG Sustainable Develop-

ment Programme’s sale of their government bonds to

Nambawan Super in early 2014. Launching secondary

trading in government bonds would likely stimulate

higher demand and bring downward pressure on yields.

“Creating a liquid secondary market for inscribed stock

would facilitate this transition,” Tim Bulman, the World

Bank’s country economist for PNG, noted in a Decem-

ber 2013 update. “Giving investors greater scope to trade

inscribed stock after they have been purchased would

reduce the yields they demand.” Such a market will also

have a positive impact on PNG’s international credit rat-

ing, according to ADB, by deepening capital markets

and providing more flexibility in managing domestic liq-

uidity. Indeed, local institutional investors face the chal-

lenge of there being few liquid investment instruments,

with liquid deposit accounts yielding below-inflation

returns and high-yielding bonds largely illiquid. “The cost

of liquidity in PNG is very high: the return on short-term

liquid deposits is around 1%, compared to over 12% on

long-dated bonds, so the opportunity-cost of liquidity

is very significant,” said Block.

EXPLORING OPTIONS: While BPNG floated the idea

of secondary bond trading as early as 2010, authori-

ties are considering a number of potential means to

jumpstart the market. The formal launch of RTGS for

high-value payments in 2013 was an important step in

formalising the BPNG-run repurchase market for gov-

ernment securities, although given abundant liquidity

in the banking sector, this had not been used by the

first quarter of 2014. The Port Moresby Stock Exchange

has proposed that the government sell at least some

bonds through its platform. The upgrade to the elec-

tronic settlement system completed in 2012 has also

allowed for shorter latency times. 

One option would be to leverage off of Bloomberg

terminals in use locally, as a ready-made secondary

trading platform. “The quickest way to introduce sec-

ondary bond trading would be to register government-

inscribed stock, give them an international securities

identification number and start trading them openly

on Bloomberg,” Eric Kramer, the CEO of PacWealth Cap-

ital, told OBG. “There is currently nothing PNG-related

on Bloomberg, but introducing electronic settlement

and the creation of a repo market would change this

and provide much needed liquidity. All stakeholders

will be served by these developments, and it will ulti-

mately help attract foreign portfolio investment.” Only

the Kina Group and BPNG have Bloomberg terminals

in use, while BSP Capital will acquire one in 2014. 

Despite repeated delays, it is likely that the impetus

will increasingly come from bondholders, as banks near

their sovereign exposure limits and as the tenor of out-

standing government securities lengthens in coming

years. Although PNG has entertained a number of

potential foreign-currency funding sources, other than

concessional funding from development partners, the

state continued to rely overwhelmingly on domestic

sources in its 2014 budget. While the government’s

medium-term debt strategy includes provisions for the

launch of a secondary market, authorities will need to

clearly articulate the model they intend to follow. This

will be key to reducing yields on public debt and devel-

oping more savings instruments for retailers. Revising

the tax code to reduce withholding tax barriers would

also be key in attracting foreign portfolio investment. 
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The introduction of electronic settlement systems should support the central bank’s repurchase market

Over-the-counter trading

between bond-holders is

marginal and the sector has

increasingly favoured the

launch of a secondary

trading market, which

would also positively affect

the country’s international

credit rating.

The authorities have

considered several ways to

jumpstart a secondary

market, including utilising

Bloomberg terminals

already in use locally to 

act as ready-made

secondary platforms.
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THE COMPANY: City Pharmacy Limited (CPL) was estab-

lished in 1986 and is one of the leading retail/wholesale

companies in Papua New Guinea. CPL has a number of

pharmacy outlets and retail branches located through-

out PNG, and it also operates hardware supply stores

and Bon Café outlets. The company has recorded strong

growth in the last five years, with revenues doubling

on increased consumer confidence, while liquefied nat-

ural gas developments have boosted demand for goods

and services. CPL has continued to be one of the best-

performing stocks on the local bourse. 

CPL Group reported net profit after tax of PGK16.4m

($6.7m) in 2013, versus PGK19.4m ($7.9m) in the pre-

vious year. This drop was partly due to higher operat-

ing costs and losses at the Hardware Haus and Eagle

Boys Pizza businesses. Furthermore, the delayed open-

ing of Waigani Central Supermarket resulted in addi-

tional costs from expenditure on additional staff recruit-

ment and training. Sales revenue was up 9% to

PGK388.7m ($158.0m), versus PGK357.2m ($145.2m)

in 2012. Total revenue for 2013, including other rev-

enue, was up 9% to PGK394.9m ($160.5m) from

PGK362.7m ($147.4m) the previous year.

CPL’s registered losses of PGK210,000 ($85,000) in

2013, down from PGK1.4m ($570,000) in 2012, from

its Hardware Haus subsidiary, and CPL has now taken

control of this business to address the problems there.

The group also recorded a loss of PGK230,000 ($93,000)

from its share in Paradise Cinema. Cash at the end of

December 2013 was PGK9.1m ($3.7m) compared to

PGK15.9m ($6.5m) at the end of the previous year. Total

assets rose to PGK186.4m ($75.8m) from PGK163.9m

($66.6m) over the same period, while total borrowing

increased to PGK11.7m ($4.8m) from PGK9.1m ($3.7m).

The CPL board approved a dividend of PGK0.07 ($0.028)

per share at its annual general meeting on April 28, 2014,

to be paid in equal tranches in May and August 2014.

The new Waigani Central Stop n Shop was opened

for business in March 2014. The shop covers an area

of 5000-sq-metre, twice the size of the old shop. The

new shop is modern and features fresh consumable

items. It also hosts a City Pharmacy outlet. 

The group launched the Eagle Boys Pizza franchise

in the third quarter of 2013, which has enabled CPL to

enter the quick service restaurant sector. Meanwhile,

the group expanded its distribution centre from 5000-

sq-metre to more than 9000-sq-metre in 2013. 

The company also embarked on developing its key

personnel. It sent two managers to the US under an

arrangement with the Independent Grocers Alliance

(IGA) to participate in a retail training programme. Key

managers in the pharmacy division travelled to Sydney

to attend specialised training there.

Hardware Haus also set about developing its human

resources, with personnel travelling to the US for train-

ing in anticipation of the opening of a new Waigani Cen-

tral Haus Depot store in the second quarter of 2014. 

COMPANY STRATEGY: The Group has allocated

PGK14.7m ($6.0m) for various capital expenditure pro-

grammes in 2014. It plans to open two new Eagle Boys

Pizza outlets this year. CPL will carry on replicating the

IGA Stop n Shop model in other hotels and lodges in

Port Moresby. The pharmacy division will continue its

refurbishment programme around the country and will

look at various sites for expansion. 

CPL’s pharmacy wholesale business in Sydney will

launch an online e-commerce platform in 2014. The

platform will help the company supply products to oth-

er countries where it has branches while helping the

distributor retain its buying power. The launch of an

online platform should additionally increase product

sales and improve the visibility of the group’s cash flow. 

CPL has achieved impressive growth in assets and

profits in the last five years. The group’s balance sheet

remains strong and its debt is negligible. Our 12-month

price target of PGK2.04 ($0.83) per share represents a

13% premium to the current price of PGK1.80 ($0.73).

We forecast a total return of 18% in 2014 (share price

growth plus dividend yield) and maintain our view that

CPL should be a cornerstone investment in portfolios.
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THE COMPANY: Bank South Pacific (BSP) is the

largest bank in Papua New Guinea and the South

Pacific. It is a widely recognised brand in the area,

and a regional leader in innovation in the financial

sector. With the largest branch, rural and electron-

ic banking networks in PNG, Fiji and the Solomon

Islands, BSP has transformed itself into a modern,

emerging markets-focused bank, and strives to deliv-

er international best practice standards and servic-

es. BSP has taken a “whole of bank” approach to its

corporate clients to meet all aspects of business, staff

and customer needs. For example, no other finan-

cial institution has the ability to deliver electronic

solutions to facilitate landowner royalty payments

in remote areas of PNG. In addition, BSP offers pre-

mium banking service centres in all the major towns

in PNG, Fiji and the Solomon Islands.

In 2013 the group’s total revenue increased by

19% to PGK1.56bn ($634.14m), compared to

PGK1.29bn ($524.39m) the previous year. Most of

the revenue growth came from the non-interest

income stream, in particular foreign exchange earn-

ings in PNG. Non-interest income contributed over

51% of total revenue in 2013. Operating profit before

tax increased by 11.3% to PGK594.7m ($241.75m)

for 2013, compared to PGK534.1m ($217.11m) the

previous year. Net profit after tax was up 7.2% to

PGK436.8m ($177.56m) – roughly 5% better than BSP

Capital’s forecast – as compared to PGK407.7m

($165.73m) in 2012. Its cost-to-income ratio was 55%,

up from 53% in 2012. That was due to increased

depreciation and amortisation charges, and prem-

ises and equipment expenses. The majority of depre-

ciation and amortisation expenses were from BSP’s

modernisation programme. 

The balance sheet remained robust with total

assets increasing by PGK2.5bn ($1.02bn) to

PGK15.81bn ($4.63bn) in 2013. The customer loan

and receivable portfolio recorded a net growth of

PGK493.4m ($200.57m), taking the total portfolio to

PGK5.26bn ($2.14bn). Strong competition in the

PNG corporate lending market affected BSP’s loan

sales. Its net interest income may come under pres-

sure again in 2014 as competition prevails. 

BSP’s capital adequacy ratio (CAR) was 19.4% at

the end of 2013, down from 24% in 2012. A decline

in CAR reflects a continued growth in the assets on

the bank’s balance sheet and total dividend pay-

ments of PGK272.73m ($110.86m) to shareholders

in 2013. BSP’s CAR remains above the 12% minimum

prudential requirement set by the Bank of PNG. 

Deposits continued to grow, particularly in the

corporate segment in Fiji and in the retail and gov-

ernment sector in PNG. The group recorded

PGK12.2bn ($4.96bn) in customer deposits in 2013.

BSP has achieved a significant growth in transactions

across ATM, EFTPOS, mobile banking and KunduPei.

More customers are now using mobile phones to do

their banking, and phone transactions may increase

as more people become accustomed to this. 

COMPANY STRATEGY: BSP Group has achieved sol-

id growth in assets and profits over the years. We

believe that earnings growth will continue in 2014

as cost control measures are applied to operations.

Completion of BSP’s transformation and moderni-

sation programme in 2013 may also result in an addi-

tional cost savings for the group. We forecast BSP’s

net profit after tax will reach PGK474m ($192.68m)

in 2014, which may mean increased dividends to

shareholders. BSP has continued to introduce inno-

vative banking products in the Pacific and we expect

this to continue. PNG’s GDP is anticipated to grow

at 20% in 2015, and this should also weigh promi-

nently in BSPs operations in the future. 

BSP is currently trading at PGK7.40 ($3.01) per

share at a forward P/E of 7.95 times earnings. 

Our 12-month price target is PGK9.77 ($3.97) per

share, which represents a 32.02% premium to the cur-

rent share price. We forecast a total return of 41%,

including share price growth plus the dividend yield.
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THE COMPANY: Highlands Pacific (HIG) is now arguably

Papua New Guinea’s premier minerals explorer, devel-

oper and producer, advancing some of the country’s

most important copper, gold and nickel assets. The

PNG incorporated company, listed on the Australian

Securities Exchange and the Port Moresby Stock

Exchange (under the code HIG), provides investors

with exposure to the country's significant mineral

resource endowment. About 30% of the company’s

share register is held by PNG investors and institutions.

Another 30% is held by the PNG government and PNG-

based funds, while the rest is held by international

investors. Highlands Pacific (20%) is a joint venture

partner with PanAust (PNA, 80%) in the massive Frie-

da River copper-gold project in East Sepik Province. The

firm also has copper and gold prospects 20 km north

of the Ok Tedi mine in the Star Mountains. Further, HIG

has an investment in the $2.1b Ramu nickel cobalt mine

near Madang, which is the largest minerals project

development in PNG in the past 15 years. The mineral

reserves underpin a 20-year production lifespan and

resources have the potential for many decades beyond. 

HIG and Glencore co-own the Nenatec Process, which

is a patented process designed to treat concentrates

produced from refractory base metal and precious met-

al ores. The process offers HIG potential access to new

projects and/or royalty streams.

The Frieda River project is a tier 1 copper asset, and

HIG has a potential new partner in PNA, with a vision

for a $1.5bn-1.8bn copper-gold project. Once the sale

of Glencore’s equity in Frieda River has been complet-

ed, the project will proceed to finalising the feasibility

study (FS) and launching the development phase. The

FS is currently continuing under the agreement between

PNA and Glencore. Under the agreement PNA will fund

all project and feasibility study costs until an applica-

tion for a special mining lease. PNA’s experience in its

Phu Kam copper-gold operation has supported the

firm’s growth while contributing to a strong balance

sheet. Since it was originally proposed, PNA has reduced

the scope of the Frieda River project; however, although

numbers are at a preliminary stage, PNA still envisages

that ore output will reach 24m tonnes per annum to

produce around 100,000 tonnes of copper and 160,000

oz of gold, at a cost of $1.25/lb after gold credits. 

The Ramu Nickel project is currently producing at

around 60% of capacity. From commissioning, HIG has

access to a pro-rata 8.56% share of Ramu’s post-debt

servicing and net cash flow. The PNG company also has

an option to acquire an additional 9.5% interest in Ramu

at fair market value (up to 20.55%). In 2013 HIG

processed 1.25m tonnes of nickel ore and shipped

39,472 tonnes of nickel-cobalt hydroxide. The project's

operator and majority owner is Hong Kong- and Shang-

hai-listed Metallurgical Corporation of China. 

HIG has taken significant strides in developing the

Star Mountain licences. The firm has 4 exploration

licences (EL) covering a total of over 515 sq km. Star

Mountain licences are now unencumbered and are

100%-owned by HIG after Glencore’s option on EL1312

expired in April 2014. The expiry of the option will allow

HIG to further advance joint venture and farm-in dis-

cussions with international mining companies interest-

ed in the copper-gold porphyry prospects on all four

tenements: Nong River EL1312, Mt Scorpion EL1781,

Munbil EL2001 and Tifalmin EL1392. HIG is seeking a

stage two partner to extend exploration. 

COMPANY STRATEGY: HIG has reached new limits

with Ramu Nickel production towards end-2012, and

it aims to reach nameplate capacity by end-2014. Cash

flows from this will place it in a good position to fur-

ther develop its other assets. Delays were experienced

in Frieda River with PNA entering into an agreement

with Glencore to acquire its project equity. We expect

this transaction to be completed in 2014. 

HIG has spent over $19m at its Star Mountain site,

and drilling results have been encouraging. As of March

31, 2014, HIG had $7.61m in cash and equivalents and

no debt or hedging. Positive developments may 

be reflected in the company’s share price appreciation.

87

THE REPORT Papua New Guinea 2014

HIG price & index relative performance

Jul-13 Nov-13 Mar-14 Jul-14

0.00

0.02

0.04

0.06

0.08

0.10

0.12Price

0

1150

2300

3450

4600

5750

6900 Index
EPS (A$) 

Last price  

12M high 

12M low 

PERFORMANCE

MARKET RATIOS

HIG market ratios

Data as of Jun 30, 2013

 

Average price                       0.07

P/E (x)                                   0.88

Reuters code: HIG

-0.05 

0.05 

0.10 

0.05

Highlands Pacific 
Mining



CAPITAL MARKETS SHARE ANALYSIS

Share analysis & data provided by BSP Capital

THE COMPANY: In 2013 Credit Corporation (CCP)

reported its group core cash operating profit increased

to $34.63m compared to $32.74m in 2012. Net earn-

ings after tax were down 45% to $24.03m. Negative

adjustments of $703,245 from investments in traded

equities and $2.79m from fair value assessment of

investment property were booked against profit in

2014. The share price declined to PGK7.98 ($3.24) at

the end of December 2013, from PGK8.06 ($3.28) in

2012. Cash at the end of December was $10.70m, while

total assets increased from $410.13m to $423.71m and

shareholder equity rose from $327.42m to $339.38m.

A dividend of $15.52m was distributed during August

2013, up 20% from $12.9m in 2012. 

CCP completed stage five of the Era Dorina Estate in

2013, which constituted 20 one-bedroom studio apart-

ments. It also acquired a block of land in close proxim-

ity to Era Dorina Estate as part of its purchase of Ela

Makana Developments in 2012. CCP plans to erect 50-

60 executive apartments, a pool, gym and an entertain-

ment area. Earthworks are expected to start soon and

construction should be completed in 2016. 

However, vacancies are expected in the Credit House

office building, as some firms relocate to spaces in

newly developed buildings, most of which are sched-

uled to open in 2014. Despite the vacancies, CCP believes

that Credit House will remain appealing to clients, as it

has been recently refurbished and provides a high stan-

dard of service. Rental rates for commercial office space

have stabilised, but older buildings in the central busi-

ness district are losing clients to new buildings. Most

customers will have bargaining power to negotiate for

rents, given the surplus of property on the market. We

believe rental incomes from Credit House will be under

pressure in the second half of 2014. 

The credit market in Papua New Guinea has slowed

down largely due to the completion of the construc-

tion of the PNG liquefied natural gas (LNG) project, which

CCP benefitted immensely from. CCP loans are short

term and accounted for about 15% of all loans to PNG

LNG subcontractors and spin-offs, mostly in transport

and civil contracting. Prospects for short-term fund-

ing remain strong due to spin-off contracts for public

infrastructure, especially for the 2015 Pacific Games,

Highlands Highway rehabilitation, and other mining

and petroleum resource projects. CCP had reasonable

finance business volumes in the first quarter of 2014. 

In terms of its offshore operations, lending volumes

in Fiji and Vanuatu slowed due to reduced economic

activity and strong competition. In particular, trading

conditions in Vanuatu were difficult during the year, with

a slow-moving economy and high liquidity in the finan-

cial markets putting downward pressure on interest

rates. Meanwhile, lending in the Solomon Islands

increased on the back of economic growth. PNG-based

businesses are extending their presence in the Solomon

Islands due to the improved economic conditions. 

At an extraordinary general meeting on October 16,

2013 the shareholders of CCP rejected the offer by BSP

Group to acquire its four finance company subsidiaries:

Credit Corporation Finance, Credit Corporation (SI),

Credit Corporation (Fiji), and Credit Corporation (Van-

uatu). No further developments have taken place since.

COMPANY STRATEGY: CCP (PNG) is expected to ben-

efit significantly from public infrastructure spending.

The government has allocated around PGK2.7bn

($1.1bn) in direct funding to infrastructure in 2014,

most of which will go to developing roads. CCP has a

market share of around 30% in the asset financing

business amongst the non-bank licensed financial insti-

tutions in PNG, with its main customers being the road

construction and transportation companies. The prop-

erty market in Port Moresby has peaked and rental

rates are under pressure as new property stocks are

expected to enter the market in the next six to 12

months. Rental income from Credit House may come

under pressure and CCP has taken steps to address this.

CCP is currently rebranding and modernising the 

way it does business. It has launched a marketing cam-

paign to boost its presence in the asset finance market.
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THE COMPANY: Oil Search (OSH) is one of the best-

performing stocks on the Australian Securities Exchange.

Total production for 2013 was 6.74m barrels of oil

equivalent, 6% higher than 2012. Revenue rose 6% to

$766.3m, driven by a 19% increase in oil and gas sales,

offset by a slightly lower realised oil price of $110.73

per barrel. Operating cash flow was up 87% to $366.8m,

reflecting higher sales volumes, the timing of cash

receipts and the low income tax paid. Net profit after

tax in 2013 (including significant items) was $205.7m,

up 17% from 2012. The company had total liquidity of

$509.7m, comprising $209.7m in cash and $300m

undrawn under a corporate revolving facility. 

A 2013 final unfranked dividend of $0.02 per share

was announced, taking the 2013 full-year unfranked

dividend to $0.04 per share, which is consistent with

2012 dividends. The Papua New Guinea liquefied nat-

ural gas (LNG) project is now complete, and the Hides

gas conditioning plant and the LNG plant site in Port

Moresby were commissioned sooner then expected, in

preparation for first gas exports. Construction has fin-

ished on the pipeline system linking the Hides produc-

tion wells to the Hides gas conditioning plant and to

the second train at the LNG plant site. LNG production

is expected to double OSH’s 2013 output, increasing

cash flows and strengthening its balance sheet in 2014.

OSH entered into an agreement with Pac LNG Group

to acquire its 22.84% gross interest in petroleum reten-

tion licence (PRL) 15, which contains the Elk and Ante-

lope gas discoveries. The current joint venture partners

in PRL 15 include InterOil (75.61%), Pac LNG (22.835%)

and others (1.55%), although InterOil has agreed to

sell down its interest to France’s Total. Under the agree-

ment, OSH will acquire Pac LNG’s shares for $900m,

payable at completion, and contingent resource pay-

ments of $0.775 per million cu ft of gas for any certi-

fied 2C raw gas contingent resources within the

Elk/Antelope fields greater than 7trn cu ft of gas,

applied to OSH’s gross share before any government

back-in. OSH has also entered into an agreement with

the Pac LNG shareholders and other parties to under-

take negotiations to acquire up to 100% of their inter-

ests in petroleum prospecting license (PPL) 236, PPL

237, PPL 238 and PRL 39, the latter of which contains

the Triceratops gas discovery. The acquisition price for

these licences still needs to be negotiated. 

COMPANY STRATEGY: OSH’s purchase of a 22.84%

interest from Pac LNG gives it exposure to a potential

LNG development. The Elk/Antelope fields were esti-

mated to contain 2C contingent resources of 5.3trn cu

feet of raw gas, including 75m barrels of associated liq-

uids. The resource base was certified by Gaffney Cline

& Associates in December 2013. The net recoverable

raw gas attributed to OSH is 1.21trn cu feet. 

The company will also be exposed to a potential

upside from evaluating wells and exploring in PRL 15.

InterOil plans to appraise three wells – including the

proposed Antelope 4 well to be drilled on PRL 15 over

the next 18 months – with the aim of providing gas

resources to support a new LNG development. Other

prospects and leads have also been identified in PRL

15, with an exploration well planned to be drilled in the

second half of 2015. Along with the proven reserve,

this diversified approach will strengthen a standalone

LNG development within the next 18 months, which

will add up to $2.41 per share to our OSH valuation. 

OSH and its partners continue resource assessment

and design studies for the P’nyang gas resource in PRL

3. The design studies will consider utilising P’nyang as

a foundation for a third LNG train, and are set to com-

plete by the end of 2014. OSH will apply for P’nyang

development licence in 2015 and estimates a total 2C

resource at P’nyang of 2.5trn-3.0trn cu feet. 

OSH is looking to prove an additional resource with-

in the existing reservoirs in Hides to support future

LNG expansion. Work on updating its Gulf of Papua geo-

logical models based on the drilling data gathered 

during 2013 exploration is continuing. Further work 

will take place in 2014 to determine mature leads 

and prospects for potential future drilling campaigns.
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CAPITAL MARKETS SHARE ANALYSIS

Share analysis & data provided by BSP Capital

THE COMPANY: New Britain Palm Oil (NBO) is a large-

scale integrated industrial producer of sustainable palm

oil based in Papua New Guinea. It has palm oil and sug-

ar plantations in PNG, the Solomon Islands and Malaysia

and an oil refinery in Liverpool, England. NBO is dual

listed on the Port Moresby and London exchanges. 

NBO has made several acquisitions in PNG and the

Solomon Islands since its inception in 1967. The group

acquired Guadalcanal Plains Palm Oil in the Solomon

Islands in 2006. It took over Ramu Agri-Industries (for-

merly Ramu Sugar) in 2008, adding sugar and beef

production to the group. In 2010 it acquired 80% of

Kula Palm Oil (formerly CTP PNG) for $175m NBO’s

largest acquisition to date. Kula added over 25,000 ha

of established oil palm plantations from three estates

including five established mills and infrastructure to the

group. The acquisition increased NBO’s plantation area

by almost 50%. The acquisition was fully funded through

debt arranged through a consortium of Asian finan-

ciers. NBO purchased the remaining 20% stake in Kula

from the Independent Public Business Corporation and

the New Ireland provincial government in 2012. 

In 2013 profit before tax decreased 78.8% to $17.3m,

excluding the changes in fair value of biological assets.

This was due to a fall in palm oil prices and heavy rain-

fall in early 2013. Net foreign exchange losses of $17.5m

were booked against the profit compared to gains of

$8m in 2012, including non-cash unrealised exchange

losses on restatement of borrowing of $23.2m.

NBO processed 2.09m tonnes of fresh fruit bunch-

es in 2013, compared to 2.27m tonnes the previous

year. The group’s crude palm oil (CPO) extraction rate

was 22.15% versus 22.35% in 2012. Unfavourable weath-

er conditions once again adversely affected harvest-

ing and crop movements in the first half of the year.

Other palm oil plantations in the wider South-east

Asian region were also affected by adverse weather.

NBO’s plantation yields per ha dropped 9% from 23.8

tonnes in 2012 to 21.7 tonnes in 2013, while smallhold-

ers dropped by 14% from 16.2 tonnes in 2012 to 13.9

in 2013. Revenue fell 17.5% to $558.7m in 2013, and

NBO achieved an average realised price for CPO of

$868 per tonne versus $1062 the previous year.

The group’s cash at the end of December 2013

included $30.9m as well as bank overdrafts and short-

term borrowing of $22.2m, equating to a total net pos-

itive cash position of $8.7m. Total borrowing also

decreased by 16.6% to $272.6m.

COMPANY STRATEGY: NBO aims to increase its total

processing capacity to 400 tonnes of fruit per hour. Cur-

rently, it has 12 processing mills with a total capacity

to process around 320 tonnes of fruit per hour. Work

on upgrading and refurbishing the Ramu and Kula mills

as well as those in the Solomon Islands continues, with

the majority completed in the second half of 2013. 

NBO entered into a supply agreement with Olenex,

a joint venture between Archer Daniels Midland and

Wilmar, ensuring supply chain cooperation and offer-

ing the widest range of sustainable and traceable palm

oil products to Europe. This arrangement is positive for

capacity utilisation and a continued volume growth at

the Liverpool refinery. NBO also entered into a joint ven-

ture with Sipef and BioSing to develop high-yielding F1

hybrid oil palms. The F1 hybrid is the first generation

offspring of two distinct and genetically uniform par-

ents with identical sets of chromosomes. This breed-

ing technology could potentially roughly double the

conventional yields per unit area. The partnerships

should boost oil production and revenues in 2014. 

Global palm oil inventories from major grower regions

remain relatively low in 2014 due to continued wet

weather; however, an increased supply of vegetable

oils (particularly soybean oil) may limit any upward

trend of palm oil prices in the interim. 

The outlook for palm oil demand remains robust; the

strengthening of the global economy and mandatory

biodiesel implementation by the world’s two biggest

palm oil producers bode well for future pricing. We

believe that NBO production will see improved crop and

extraction rates in 2014, leading to stronger earnings. 
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INSURANCE OVERVIEW

At present corporate policies account for 94% of non-life premiums

While limited in size and reach, the insurance market

in Papua New Guinea recorded double-digit growth in

the five years to 2013. Driven by the non-life corpo-

rate segment, growth has attracted a number of new

players. Although the market appears crowded for its

size, underwriters have maintained profitability on the

back of low loss ratios in key segments. Yet the market

remains shy of its potential, with most larger mining

and hydrocarbon risks insured offshore and low pen-

etration for retail products. 

As growth has slowed in line with the economy start-

ing in late 2013, the non-life regulator is striving to retain

a larger share of local risks in country. Striking a bal-

ance between supporting local insurers and allowing

underwriters the freedom to tap into the increasingly

competitive regional reinsurance market is a delicate

process, however. As the life segment expands mod-

estly, the superannuation (pension) sector is facing

regulatory changes linked to corporate governance

just as the slowing property market places funds under

pressure. Consolidating growth and expanding pene-

tration through new products such as microinsurance

and agricultural cover will be key to creating the foun-

dations for medium-term growth. 

LIMITED REACH: Penetration remains very low in all

three segments, highlighting the strong potential for

growth. Non-life underwriters’ total assets reached

PGK513.3m ($208.7m) by March 2013, equivalent to

roughly 1.48% of GDP, according to data from the Bank

of Papua New Guinea (BPNG), the central bank. This is

behind the 4.3% penetration in Thailand, 4.1% in Malaysia,

3.89% in Fiji or 1.7% in Indonesia in 2012, according to

KPMG. Insurance statistics do not reflect the sector’s

recent growth, however. Given some underwriters’ slow

reporting process, the non-life regulator, the Office of

the Insurance Commissioner (OIC), an independent

body reporting to the Ministry of Finance, produces sta-

tistics on average two to three years late, while the life

and superannuation regulator, BPNG, provides more

updated figures, albeit with no disaggregation between

policy classes. Since 2011, however, BPNG has also pro-

duced more timely figures on non-life underwriters’

assets. The life segment remains smaller than in peer

markets, given the segregation of the superannuation

business. Life underwriters’ assets reached PGK467.5m

($190m), or 1.35% of GDP, in March 2013, while super-

annuation assets totalled PGK7.44bn ($3bn), or 21.5%

of GDP, according to BPNG. The bulk of these assets

stem from investment income rather than premium

growth, with the International Finance Corporation

(IFC) reporting total premiums of between PGK22m

($8.9m) and PGK25m ($10.2m) in 2012. 

While still limited, gross non-life premiums have

grown apace, rising 12.9% from PGK338.97m ($137.8m)

in 2010 to PGK382.6m ($155.5m) in 2011, the latest

period for which audited figures are available, a signif-

icant rise over the PGK274m ($111.4m) recorded in

2009. Growth in non-life, which averaged a compound-

ed 12.3% annually in the five years to 2013, according

to figures from Australian actuarial consultancy Finity

Consulting, was spurred by growing disposable incomes

amid construction of the liquefied natural gas (LNG)

project, a rebound in automobile sales and a number

of natural disasters that raised the sector’s profile. 

Although aggregate premiums have grown, access

remains highly constrained given low levels of dispos-

able income – GDP per capita totalled around $2200

in 2013, according to figures from Standard & Poor’s

– and corporate policies account for some 94% of non-

life premiums, as per estimates from Capital Insurance

Group (CIG). BPNG reports less than 5% of PNG’s 7.8m-

strong population is covered by any form of insurance,

even when including compulsory third-party motor lia-

bility and superannuation coverage for larger formal

businesses. The IFC estimates around 5% of the coun-

try’s property market is insured. 

COMPETITION: Though limited in size, the market has

welcomed a number of new players in recent years, tes-

timony to the sector’s strong profitability. By 2014 the

market hosted 14 licensed insurance underwriters, of

The market has seen

several new entrants in

recent years, with the total

number of licensed

insurance underwriters

reaching 14 in 2014.

The country’s non-life

underwriters’ assets

totalled $208.7m in March

2013, equivalent to around

1.48% of GDP, according to

Bank of Papua New Guinea.

This is behind Thailand

(4.3%), Malaysia (4.1%), Fiji

(3.89%) and Indonesia

(1.7%) in 2012.
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which three composite underwriters write life policies

and 10 operate only in non-life. Motor Vehicles Insur-

ance Limited (MVIL), established in 1977 and held by

state-owned Independent Public Business Corpora-

tion, also operates a monopoly in compulsory third-par-

ty motor liability (CTP), while the sole domestically

incorporated reinsurer, Pacific Reinsurance (PacificRe),

which is owned by the three major insurers, QBE, MVIL

and American International Group (AIG), provides lim-

ited local reinsurance. 

While market share data is distorted by the CTP cov-

ers underwritten by MVIL, accounting for 69.67% of net

non-life premiums in 2011, according to OIC data, the

market excluding CTPL premiums is dominated by a

handful of players. The largest underwriter, the local

subsidiary of Australia’s QBE Insurance, is the oldest

insurer on the market, established in 1886 as North

Queensland Insurance Company, controlling 30.91% of

the non-CTP general market in 2011. Following approval

from the Independent Consumer and Competition

Commission (ICCC) in 2012, QBE acquired the PNG busi-

ness of Japan’s Mitsui Sumitomo Insurance Group, which

controlled 9.19% of the non-CTP market in 2011, at the

start of 2013. This was its second acquisition after it

bought Zurich’s PNG business in 2001. Consolidating

the two businesses over the past year, QBE lost some

of the Mitsui Sumitomo corporate business but retained

most of the Japanese underwriter’s book. 

The latest acquisition gave QBE a greater lead over

its foreign-owned rivals, US-based AIG and New

Zealand’s Tower Insurance, with 6.78% and 16.08%

shares, respectively, of non-CTP general premiums in

2011. Like QBE, Tower has also grown through acqui-

sitions since its first entry in 1980, buying out South-

ern Pacific Insurance, CIC Pacific Insurance and GPG

Insurance, although it remains small and focused on

the commercial market. The second-largest under-

writer, Pacific MMI (PMMI) with a 25.45% share of the

non-CTP market, has been wholly owned by MVIL since

2009, when the state-owned underwriter bought out

the shares held by Germany’s Allianz. 

While dominated by a handful of underwriters, the

market has witnessed three new entrants since 2008.

Century Insurance, owned by Hong Kong-based Tan

Holdings, part of the Luen Thai International Group, was

licensed in 2008 and ranks as the second-smallest

insurer. Backed by finance company Credit Corporation,

superannuation fund Nambawan Super, and the Teach-

ers’ Savings and Loans Society, CIG was awarded two

licences, for life and non-life, in 2009. The latest new-

comer is locally owned Southern Cross Assurance,

licensed since 2011. While this has added to the sec-

tor’s fragmentation, the new entrants have carved out

niches for growth, although all underwriters have ben-

efitted from rising premiums. “Given the rapid growth

in premiums and despite a slight slowdown in 2013,

underwriters will have to shore up their capital posi-

tion,” Mark Hurst, actuary at Finity Consulting, told OBG. 

CIG has established itself as the largest life under-

writer just as Kwila shut operations, reducing the num-

ber of life insurance companies to three – CIG, PMMI

and Life Insurance Corporation. Analysts see potential

for sector consolidation given the growing number of

players, but it is unclear whether local insurers have

the appetite to buy out a player such as Tower Insur-

ance, or would rather grow organically. 

NON-LIFE DRIVERS: While competitive, the non-life

market has benefitted from rising indirect investments

associated with the PNG LNG project, though not the

project itself. Indeed, although the 1995 (non-life)

Insurance Act gives underwriters the right of first refusal

for all risks in PNG, larger resource projects have also

benefitted from exemptions. Twelve of ExxonMobil’s

contractors on the LNG project were allowed to insure

offshore out of more than 20 exemptions. Yet while the

main projects were not covered domestically, under-

writers saw significant rises in property/fire, contrac-

tors’ all-risk (CAR) and comprehensive motor premiums

since 2009. Gross fire premiums grew 18.36% to

PGK80.72m ($32.8m) in 2011, accounting for 21.1% of

gross non-life premium, while comprehensive motor

gross premiums grew 23.26% to PGK84.46m ($34.3m)

in 2011, or 22.07% of non-life premium, according to
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OIC data. After several years of growth, CAR premiums

dropped 27.11% to PGK11.32m ($4.6m) in 2011, or

from 4.58% of non-life premiums in 2010 to 2.96%, giv-

en the slowdown in construction in 2011, before

rebounding in 2012. The two compulsory insurance

covers – CTP and workers’ compensation, offered by

most underwriters and regulated by the Office of Work-

ers’ Compensation – have continued to grow steadily,

by 21.05% and 9.76%, respectively, in 2011. 

LOSS RATIOS: Underwriting profit was supported by

low and declining loss ratios until 2013, having rebound-

ed from PGK36m ($14.6m) in 2009 and PGK18m ($7.3m)

in 2010 to PGK93m ($37.8m) in 2011, according to

Finity. The cost of claims has edged downwards from

PGK77m ($31.3m) in 2009 and PGK92m ($37.4m) in

2010 to PGK60m ($24.4m) in 2011, according to OIC

figures, with aggregate loss ratios of 42%, 44% and

24%, respectively. Indeed, even loss ratios on compre-

hensive motor, typically among the highest in peer mar-

kets such as Indonesia or Mongolia, remained a low

37.51% in 2011. Yet a series of losses in fire, marine and

aviation in recent years spurred rising loss ratios in

2013 in these classes. “The benefit of a more benign

period for natural catastrophes was partially offset by

a higher frequency of large individual risk claims, main-

ly from the property and marine portfolios in Singapore

and Papua New Guinea and largely emanating from risks

that we have insured for many years,” notes QBE’s annu-

al report for 2013. Incidents included a series of plane

crashes in 2009-11 and the capsizing of the MV Rabaul

Queen in 2012, although marine loss was still outstand-

ing in early 2014, as well as over seven fires in Lae in

late 2013 and early 2014. 

“While loss ratios remain quite low for many prod-

uct classes, large losses for marine and fire have caused

loss ratios to be high for some years. Some medical prod-

ucts have also had high loss ratios in recent years,” Fin-

ity’s Hurst told OBG. “Loss ratios for fire in particular

have generally averaged around 30-40% over the long

term, although there have been some very high loss

ratios experienced in recent years (above 100%). This

varies according to each company’s exposure to fire

losses, however,” he added. 

Rates for property (both policies exposed to catas-

trophes and those not) had already risen in the fourth

quarter of 2013 by 5-15%, while general liability rates

increased by 0-10%, according to underwriters’ esti-

mates. All other rates remained stable, but marine car-

go rates have dropped given the global nature of the

container insurance market. 

LIFE & SUPERANNUATION: The life segment has start-

ed to expand again after years of contraction from

2007 to 2011, but it remains less than a tenth of the

size of non-life in terms of the value of premiums. As

in Australia, the segregation of superannuation funds

from life insurance is one reason for the segment’s

small size. Anecdotal reports of non-life insurers writ-

ing life policies in contravention of the 2000 Life Insur-

ance Act are another reason. 

Group term-life policies and short-term investment

products account for the majority of premiums, accord-

ing to PwC, given the resilience of informal networks

that pool resources within specific ethnic community

for incidences like deaths. “Life insurance remains a very

challenging market to break into given the traditional

local system of wantoks [wherein housing is considered

the property of the family or group],” Philip Tolley, man-

aging director of CIG, told OBG. 

PMMI has a micro-life product in 2013, aiming to drive

retail policy volumes through a mobile platform (see

analysis). Meanwhile, the government’s efforts to sup-

port local small and medium-sized enterprises (SMEs)

are likely to lead to a growing demand for employee

benefits, which could be bundled with credit to mid-

sized firms (see Banking chapter). 

Assets of the more sizeable superannuation indus-

try, accounting for 22% of the financial sector, have

grown much faster, rising from PGK5.263bn ($2.1bn)

in 2009 to PGK7.44bn ($3bn) by March 2013, accord-

ing to figures from BPNG. These private pension funds

manage contributions from both formal-sector employ-

ers and staff, although smaller SMEs are exempt from

the scheme. Seven funds are in existence, but the two

largest funds dominate the market: Nambawan Super,

covering civil servants and some private firms with
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 Mar-12 Mar-13

Foreign liabilities 3.9 4.3

Technical reserves 221.2 268.3

Other liabilities 40.4 68.4

Shares & other equity 129.7 169.4

Total liabilities 398.1 513.3

Foreign assets 67.1 48.4

Deposits w/ commercial banks 182.8 253.4

Securities other than shares 2.8 13

Shares & other equity 5.5 16.5

Other assets 102.9 135.9

Non-financial assets 28.8 38.1

Non-life assets & liabilities, 2012-13 (PGK m)
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131,000 members and PGK4bn ($1.6bn) in assets by

end-2013, and NASFUND, covering only the private sec-

tor with 173,000 members and assets of PGK3bn

($1.2bn). The other funds include one for the military,

one for Ok Tedi staff and a fund managed by AON. 

Much of the government coverage is legacy business,

meaning that Nambawan has poor visibility on coming

withdrawals. “Nambawan is making considerable strides

in improving the data in relation to its members,” Michael

Block, Nambawan Super’s chief investment officer, told

OBG. “At this stage Nambawan has reliable information

on around 60% of members.” Another challenge for

Nambawan is the poor government contribution record.

Although the government pays roughly PGK100m

($40.7m) in contribution arrears annually to cover mem-

bers exiting the fund – and paid its 2013 contributions

on time, according to the IMF – it still owes the super-

annuation fund some PGK1.9bn ($772.4m). Nambawan

has proposed converting the debt into government

inscribed stock, which would yield a single-digit rate of

return. “Government arrears on superannuation con-

tributions for public sector employees have grown by

the same rate of return as Nambawan over the past 10

years, at 14.9% per annum,” Block told OBG. “We are

hopeful that the state and Nambawan can come to an

arrangement to reduce the liability that is in the best

interests of members and the government: one possi-

bility is for the state to offer government inscribed

stock as part payment for the liability, thus reducing

the cost of funding the liability.”

DISTRIBUTION: Two main channels have long domi-

nated insurance distribution, brokers and direct sell-

ing, as neither law on insurance recognises agents.

“There is some agency distribution in PNG, but it is

small, and they are engaged directly by the underwrit-

ers,” Salamo Elema, acting insurance commissioner,

told OBG. While total premiums collected by brokers

fell from PGK253m ($102.8m) in 2010 to PGK162.2m

($65.9m) in 2011, the channel continues to account

for some 65% of non-life underwriters’ premium income,

according to data from OIC. “There has been some

growth in direct sales, but distribution is still dominat-

ed by brokers,” Finity’s Hurst told OBG. The market hosts

six insurance brokers, of which four also sell life, and

since 2013 one reinsurance broker. Five loss adjustors

also compete on the market, according to Finity,

although Crawford’s dominates. The largest player,

Marsh, brokered PGK104.8m ($42.6m) in onshore pre-

miums in 2011, having acquired Heath Lambert’s PNG

operations in 2004, while the second-largest, locally

owned Insurance Partners specialising in government

business, intermediated PGK35m ($14.2m). AON ranks

as third, writing PGK17.5m ($7.1m) in 2011, though its

affiliate is also active in superannuation fund manage-

ment. Locally owned players like Kanda International

Insurance Brokers and Niugini Islands Insurance Bro-

kers, the latest entrant licensed in 2011, are much

smaller. With requirements of only PGK200,000

($81,300) in capital, PGK50,000 ($20,325) in deposit

to the OIC and professional indemnity cover of PGK5m

($2m), the barriers to entry are relatively low. Despite
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some forays into bancassurance, such as Tower’s sell-

ing through the ANZ network, the low level of retail pol-

icy sales has hindered development of this channel. The

roll-out of the PMMI microinsurance product through

Nationwide Microbank’s mobile banking platform has

potential to drive retail sales through an innovative dis-

tribution channel (see analysis).

OVERSIGHT: Although structured along the old Aus-

tralian regulatory model, PNG’s insurance laws appear

increasingly dated as the OIC plans for an overhaul of

the 1995 Insurance Act. The segregation of non-life from

life and superannuation creates a two-tier regulatory

structure, split between the OIC and BPNG, respective-

ly. The ICCC also regulates CTP policies written by MVIL. 

“The industry is expecting significant changes with

the new Insurance Act, which has been with the gov-

ernment for the last three or four years and had con-

sistent private sector input,” Tolley told OBG. 

Capital requirements stand at PGK2m ($813,000)

for non-life insurers and PGK4m ($1.6m) for life; life

underwriters must also have an approved guarantee

of PGK4m ($1.6m) and establish a statutory fund for

policyholder assets. While the regulator implemented

a risk-based capital (RBC) framework in 2009, the risk

weightings per asset class remain looser than in Aus-

tralia. Indeed, Finity’s Hurst argues that although PNG’s

RBC is simple and calculates capital requirements

according to the greatest risk faced by an underwriter,

insurers are not expected to maintain a buffer above

the minimum requirements and capital charge calcu-

lations do not take account of catastrophe exposure.

With 16 active volcanoes in PNG, the most in the South-

west Pacific, according to the UN Office for the Coor-

dination of Humanitarian Affairs, this is a significant gap. 

Insurers’ auditors usually require an actuarial report

of assets and liabilities as part of the audit – a boon to

Australian-based Finity, which has provided actuarial

services since 2004 to approximately 60% of insurers

(foreign-owned underwriters tend to use actuaries

from affiliated companies in other jurisdictions). The

OIC can also require underwriters to produce financial

condition reports from an actuary, as it has increasing-

ly done over the past two years. “The OIC has increased

their number of on-site visits and have asked a few

underwriters to produce financial condition reports,

which is encouraging,” Finity’s Hurst told OBG. “Gener-

ally, however, underwriters are given time to adjust

their capital positions to comply with RBC rules.” 

Insurers must reapply for their licence annually, and

the OIC either renews the licence or withdraws it. Since

2010 the OIC has prepared an overhaul of the 1995

Insurance Act, receiving submissions from the indus-

try in 2012. While the review is not expected to change

RBC risk weightings, it is likely to strengthen sections

36 and 37 of the act, which require all risks domiciled

in PNG to be placed with domestic insurers. It may also

clarify rules for insurance intermediaries and distribu-

tion channels. “Our external consultant is finalising the

report on the review of the Insurance Act following sub-

missions from the industry in 2012,” Elema told OBG.

“We hope to present a draft bill to Parliament in 2015.” 

In the life and superannuation segments the regu-

lator, BPNG, has focused on new prudential and gov-

ernance standards by issuing new rules in November

2012. Aiming to improve the governance of superan-

nuation trustees, the rules limit CEO terms to five years,

board positions to nine years and the number of board

positions per person to five, a majority of whom must

be independent. BPNG also requires all superannua-

tion funds to have boards of at least five directors, with

the chief financial and investment officer positions

mandatory, alongside quarterly reporting requirements.

Although the new rules were to be implemented from

January 2014, BPNG extended the deadline to 2015,

recognising the limited pool of human resources for

which funds and insurers would need to compete. 

CIRCULARS: Awaiting an overhaul to the non-life act,

the insurance commissioner used two circulars in 2013

to refine the application of the existing law. The first,

in June, reiterated the need to offer reinsured risk to

PacificRe before being allowed to place it offshore.

While the 1995 Insurance Act already required this, the

circular allows PacificRe to take as much of the risk as

it wants. The firm’s financial capacity is limited, howev-

er; its premium income from PNG underwriters rose from

PGK6.43m ($2.6m) in 2010 to PGK7.46m ($3m) in 2011,

according to OIC. While it is not rated by rating agen-

cies like AMBest, usually a precondition for underwrit-

ers reinsuring risks, it would be capped at “B” under

PNG’s sovereign rating ceiling. 

A second circular in July required all offshore rein-

surance – both facultative and treaty – to be placed

through the sole reinsurance broker, GlobalRe. Licensed

in July 2013, GlobalRe concluded strategic partner-

ships initially with Oxford Insurance Brokers and with

Cooper Gay, two London-based brokers. 

Although most global reinsurers, including MunichRe,

SwissRe, CATLIN, KoreaRe, CathedralRe and the Lloyd’s

market, handle at least some treaty and facultative

reinsurance out of PNG, the new rules would require

local underwriters to use GlobalRe’s broking services
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to access the global reinsurance market. The smallest

insurer on the market, InsPac, was the first to face the

new rules as its treaties came up for renewal in Decem-

ber 2013, prompting a judicial review of the case that

was still ongoing in the first half of 2014. 

SHALLOW INVESTMENTS: PNG’s relatively shallow

financial sector means investment options, particular-

ly for life insurers and superannuation fund managers

with longer-tenor liabilities, are constrained. Non-life

insurers are limited to placing 15-25% of their assets

in government securities, 0-15% in property and 55-

65% in commercial bank term deposits. The illiquid

nature of trading on the local stock exchange means

non-life underwriters typically hold far less than the 15-

25% cap on commercial equity ownership. 

While non-life insurance firms are less reliant on

investment yields for their profits – and life insurers

have only limited assets to invest – superannuation

funds, which invest through the three local investment

managers (Pacwealth, BSP Capital and Kina Funds Man-

agement), have taken significant positions in the prop-

erty market as well as offshore. As of March 2013

superannuation funds held most of their assets in list-

ed and unlisted equity (PGK2.68bn, $1.1bn) and in non-

financial assets (PGK1.22bn, $495.9m). 

In light of slumping property prices in Port Moresby

in particular, Nambawan reduced its exposure to local

equity and property from 65% of assets to 60% in 2013,

according to Block. The IMF noted that the two main

superannuation funds are significantly more exposed

to a downturn in the property market in its Article IV

consultation published in December 2013. “Banks

appear less exposed to the slowdown in the property

market than superannuation funds, which may face

write-downs on their commercial property exposure,”

said Craig Michaels, S&P’s sovereign credit analyst for

PNG. Yet while their property holdings are substantial,

the ability to mark investments to market is impaired

by the wide variations in property valuations on the mar-

ket (see Real Estate chapter). 

Still, NASFUND returned 11% to members’ accounts

for 2013, up from 10% in 2012. “Superannuation funds

have sought to diversify their assets including through

foreign investment because of increased attention to

risk in the property sector and the limited domestic mar-

ket,” the IMF also noted in its December 2013 Article

IV consultation. As superannuation funds pare down

their exposure to property, their appetite for govern-

ment debt is likely to increase and fill the gap posed by

banks nearing their sovereign exposure limits. In a Feb-

ruary 2014 sale of government inscribed stock, for

example, Nambawan bought over 95% of the issue. 

OUTLOOK: A profitable industry with low loss ratios,

despite the recent uptick in fire, PNG’s non-life market

is witnessing growing competition at a time when the

regulator is seeking to retain more risk domestically.

Despite growth slowing down in 2014, underwriters still

anticipate expansion in key policy classes due to rising

vehicle sales, construction work as a result of govern-

ment infrastructure investments and other business

from state-owned enterprises. In life and superannu-

ation, government efforts to promote indigenous SMEs

should support expanding employee benefits and retire-

ment savings products. Establishing and enforcing con-

sistent rules will be key to support medium-term growth.

Expanding penetration for individuals and businesses

will be critical as well, in line with the state’s financial

inclusion strategy. In the long run the risk of natural dis-

asters is still a concern, with the Asian Development

Bank forecasting losses linked to climate change-relat-

ed disasters of as much as 15.2% of GDP by 2100.
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The central bank launched a financial inclusion strategy in 2013

With 94% of non-life (non-compulsory third-party motor

cover) premiums stemming from corporates and the

lion’s share of life coming from group policies, the scope

for expanding insurance penetration in the market is

vast. Yet with GDP per capita of $2200 in 2013, accord-

ing to Standard & Poor’s, scaling products down will be

key to driving volume and premium growth. While the

government is focusing on micro-bank products in its

financial inclusion strategy, the bundling of microinsur-

ance with credit products has potential to drive wider

retail insurance adoption. A micro-life policy by Pacif-

ic MMI (PMMI) rolled out in 2012 is structured as a lim-

ited term-life cover sold bundled through the leading

microfinance bank’s mobile platform. 

FINANCIAL INCLUSION: Launched in December 2013,

the Bank of Papua New Guinea’s (BPNG) two-year

National Financial Inclusion and Financial Literacy Strat-

egy builds on the Pacific Financial Inclusion Programme

(PFIP) backed by $5.3m in funding from UN Develop-

ment Programme, the UN Capital Development Fund,

AusAID and the EU over four years to 2013. Having

already licensed five mobile banking services since

2011, with a total of some 360,000 registered users by

late 2013, BPNG aims to add 1m previously unbanked

clients –50% women –to the market by 2015 (see Bank-

ing chapter). As the life insurance regulator, BPNG has

also benefitted from technical assistance from the

Pacific Financial Inclusion Programme (PFIP) in build-

ing up its supervisory capacity and knowledge of

microinsurance. PNG is one of three countries in Ocea-

nia, alongside Fiji and Timor-Leste, to have piloted a

microinsurance scheme, according to MunichRe. 

One of the key challenges is identifying groups of peo-

ple, either associations such as oil palm growers, micro-

finance institutions or clients of a particular service,

through which to sell the policies. Containing distribu-

tion and operational costs such as claims processing

is key to the success of policies with such low margins.

While the Life Insurance Corporation, affiliated with

National Teachers Insurance, had launched a low-cost

funeral policy in 2008, it has struggled to appeal to micro-

finance institutions and savings and loans societies to

distribute it, according to PFIP research. 

MILIFE: In April 2013 Nationwide Microbank (NMB),

PNG’s largest microfinance institution, which is backed

by AusAID, the Asian Development Bank and the UN and

had assets of PGK70.98m ($28.9m) and 125,000 depos-

itors in 2012, launched a pilot microinsurance product

– and the Pacific’s first mobile microinsurance scheme

– in Lihir. Underwritten by PMMI and supported by the

PFIP, the MiLife term-life policy provides funeral cover

in the event of accidental or natural death (excluding

HIV/AIDS) and is bundled with NMB’s mobile banking

service, MiCash. Covering policyholders aged 18 to 60

and their spouse, the policy costs PGK55 ($22) a year

and provides pay-outs of PGK5000 ($2033). 

Funerals in PNG are typically expensive and often

result in the family of the deceased incurring debt.

With the quick payment of claims crucial to the scheme’s

success, PMMI and NMB seek to process claims with-

in five working days following the completion of doc-

umentation, crediting the MiCash account of the pol-

icyholder’s spouse. 

Claims under the scheme are appraised by local NMB

staff, reducing processing times. NMB signed up 30

MiCash clients in Lihir in the first two months, and it

expects to roll out the scheme to other provinces in

2014. The pilot project has been closely followed by

other microfinance banks, such as PNG Microfinance

and the National Development Bank’s People’s

MicroBank, mobile financial service providers like Dig-

icel as well as BSP, which already operates a success-

ful rural banking programme. 

While the bundling of life insurance with transaction

banking or credit products offers much potential, insur-

ers are also looking at possible applications in non-life,

such as comprehensive motor cover. Although it is still

in its pilot phase, the scaling up of microinsurance

through a low-cost mobile banking platform in 

PNG could offer lessons for other low-income markets. 

The scope for expanding

penetration is vast,

although scaling products

down will be key to driving

volume and premium

growth. The bundling of

microinsurance with credit

products is one potential

means of increasing

penetration. 
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Wayne Dorgan, Managing Director, Pacific MMI Insurance

What would you say is the relevance of microin-

surance in Papua New Guinea?

DORGAN: Microinsurance is the fastest-growing

microfinance product in the world. Here in PNG we

used to call it insurance for the grassroots, as it was

first implemented with the idea of targeting the bot-

tom end of the market – mainly subsistence farmers

– by offering the smallest premium at PKG0.12 ($0.04)

per day. At the moment there are 24 general insur-

ance entities in the country, serving only 15% of the

economy. So microinsurance is capital for socioeco-

nomic development as it targets the remaining 85%

of the population with products that have an imme-

diate impact on their livelihood. For example, PGK5000

($2032) worth of life coverage can assure a loan for

the same amount, which may allow people to set up

road-side stores or market their gardens by employ-

ing a family member retailing their produce. The next

line of credit may go up to PGK10,000 ($4065). 

So instead of cross-selling to other services, which

is characteristic of commercial banks, microinsur-

ance tries to find solutions to grassroots-specific

problems, but its effectiveness depends to a great

extent on the implementation of the financial inclu-

sion programme. Hopefully, in years to come these

micro-clients will climb the social ladder and turn into

small and medium-sized enterprises to the benefit

of the local economy and the employment rate.

Which problems are specific to PNG’s market from

an insurer’s point of view?

DORGAN: Public relations is the biggest challenge

for the industry around the world, as it still suffers

from a negative perception. This is not the case in

PNG, even though the industry is over 110 years old,

as it continues to be dominated by corporate clients,

who are always informed consumers. Although the

industry in PNG has been fairly readable, there 

are, of course, unique risks. Regional centres have 

been built on top of volcanoes or in provinces like

Bougainville, where law and order continues to be

an issue. These areas characteristically lack high insur-

ance uptake, but this is gradually changing thanks to

the growth of the middle class, which is benefitting

from the implementation of the PNG liquefied nat-

ural gas (LNG) project. This segment is becoming

more affluent but often continues to be unaware of

insurance products. That is why education is a big

component for the growth of the industry, especial-

ly within the corporate landscape. Good employees

are hard to come by in this country, and products like

life and medical insurance play a factor in retaining

human capital by limiting turnover and expenses in

the long run. Having a mini-hospital onsite for min-

ing projects, for instance, is more cost effective than

sending employees to be treated somewhere else. 

How has the insurance industry been perform-

ing in PNG in recent years?

DORGAN: The local industry could have doubled in

size if the two LNG projects had not been granted

carte blanch exemptions to place their insurance

offshore with captive insurance companies. This prac-

tise is effectively a way to finance risk; however, it

ignores the domestic capacity to handle these proj-

ects. Having a local insurer also means that the com-

pany will comply with local legislation. At the moment

the market is shrinking from a revenue point of view

and brokers are trying to reduce premiums, which

does not necessarily mean that they are providing

better services to their clients. 

As far as I am concerned, insurance should be sold

on services provided, not on price. In the long run,

there will be more opportunities as new energy proj-

ects come on-stream, but mostly small frequency

claims, as most of these firms will apply for the same

exemptions as the previous LNG project. Ethics and

due diligence are coming into place in PNG and 

this is a positive development, as the insurance indus-

try is at the forefront of the fight against corruption. 
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Oil output increased from 28,421 bpd in 2012 to 29,604 bpd in 2013

The near future will bring positive change for the ener-

gy sector and the economy as a whole as the invest-

ment and construction phase of the $19bn Papua New

Guinea liquefied natural gas (LNG) project winds down

and the first shipments of gas begin to flow from the

ExxonMobil facility. Even with the optimism surround-

ing this signature achievement, focus is already being

shifted onto the next generation of projects and the

development of other oil and gas plays in the country.

Progress is also being made in the utilities sector, with

major rehabilitation and power generation projects,

and expansion of water and sewage network.

The billions invested in PNG LNG have trickled down

across nearly all sectors of the economy, from servic-

es to real estate, as the country waited for export rev-

enue streams to come to fruition. But the government

will now start to see a more direct impact on its bot-

tom line as LNG exports begin to move. The mining and

petroleum tax, for instance, is projected to increase from

PGK815.7m ($331.5m) in 2013 to PGK1.01bn

($407.23m) in 2014, in addition to PGK133m ($54.06m)

from mineral and petroleum dividends and another

PGK600m ($243.9m) in asset sales, according to the

Department of Treasury (DoT). The PGK600m ($243.9m)

will be a one-time revenue boost from an equity sale

in the PNG LNG project in 2014, which will reduce the

government’s 22.5% stake in the venture. In addition,

non-tax revenue is projected to rise significantly to

PGK1.64bn ($666.66m) in 2015, an increase from

PGK1.26bn ($512.2m) in 2014, primarily as the result

of the inclusion of the LNG dividend from the project. 

PRODUCTION: Present on a commercial scale since the

1980s, petroleum output in PNG has been on the decline

over the past decade as the country’s oil fields contin-

ue to mature. Oil output declined each year from the

2007 starting point of 46,689 barrels per day (bpd) to

28,421 bpd in 2012, before rebounding by 4% in 2013

to 29,604 bpd, according to the country’s sole petro-

leum producer Oil Search (OSH). The central highlands

are the centre of production, primarily the Southern

Highlands Province. As of 2013 there were nine active

petroleum prospecting licences (PPL): Kutubu, SE Gobe,

Gobe Main, Moran, NW Moran, Hides-04, Angore, Juha,

SE Mananda and the Hides gas-to-electricity project.

The largest producer remains the Kutubu licence, which

produced an average of 15,848 bpd in 2013, up 6.6%

over 2012 output. This was followed by Moran with

11,295 bpd, up 9.7% over the previous year’s produc-

tion; SE Gobe at 1412 bpd, down nearly 34%; and Gobe

Main at 982 bpd, down nearly 8%. 

Condensates from the Hides gas field contributed

another 325 barrels of oil equivalent per day (boepd),

up 5.8% over 307 boepd in 2012. Natural gas produc-

tion from the Hides field amounted to 15.11m stan-

dard cu feet per day (scfd) in 2013, up 5% from the

14.39m scfd registered in 2012. 

PNG LNG:Overall energy production and exports should

experience a dramatic uptick in 2014, when the first

gas shipments from the PNG LNG project begin to flow.

When fully operational, the plant boasts a capacity of

6.9m tonnes per annum (tpa) from its two trains, along

with condensates. The project began its first shipments

in late May 2014 – months ahead of schedule. Feed-

stock for the pipeline will be sourced from the Angore

and Juha gas fields in the Western and Hela Provinces,

with additional supplies to be derived from associated

gas resources in the operating oilfields of Hides, Kutubu,

Agogo, Gobe and Moran. Natural gas produced in these

fields will be processed at the Hides conditioning plant

in the highlands and pumped into a 700-km pipeline

connected to the liquefaction and storage terminal on

the coast. Additional third and fourth trains, which

could bring the total output to more than 10m tpa, are

being considered depending upon the availability of ade-

quate supplies of supplementary natural gas. 

Project operator ExxonMobil is also PNG LNG’s largest

stakeholder with a 33.2% share in the project through

its subsidiary Esso Highlands. Other participants include

OSH with a 29% interest; the Independent Public Busi-

ness Corporation (IPBC) subsidiary National Petroleum

The mining and petroleum

tax is projected to bring in

$407.23m in 2014, as well

as $54.06m from mineral

and petroleum dividends

and $243.9m in asset sales.
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Company (formerly Kroton No 2) holds 16.6%; Santos

has 13.5%; JX Nippon Oil and Gas Exploration with 4.7%;

PNG landowner group Mineral Resources Development

Company holds 2.8%; and Petromin PNG Holdings, which

is in the process of being transferred to Kumul Petro-

leum Holdings, with 0.2%. A series of cost overruns

caused by a wide variety of issues ranging from cur-

rency depreciation to poor weather and landowner

disputes have also pushed investment costs up from

the original estimates of $15.7bn to around $19bn. 

As of the end of 2013, piping for the first LNG train

had been completed along with the trestle for the LNG

jetty used to transport the gas offshore for loading

onto tankers. The first gas was delivered in August 2013

from the Kutubu field, while work had also begun at

the Hides conditioning plant supported by 88 Antonov

flights to the 3.2-km-long runway at the Komo Airfield.

The entirety of the plant’s production has already been

allocated under long-term purchase agreements that

have been inked with the Chinese Petroleum Corpora-

tion, Taiwan (1.2m tpa), the Osaka Gas Company (1.5m

tpa), Tokyo Electric Power Company (1.8m tpa), and Chi-

na Petroleum and Chemical Corporation subsidiary

Unipec Asia Company (2m tpa).

LICENSING: Under the framework laid out by the 1998

Oil and Gas Act and the 2002 Oil and Gas Regulation,

exploration and production is regulated by the Depart-

ment of Petroleum and Energy (DPE). One of the DPE’s

key responsibilities is to issue PPLs and petroleum devel-

opment licences (PDL). The former of these covers the

exploratory phase of development and is good for a

period of six years with a conditional five-year exten-

sion possible. If extended to the full 11 years, 50% of

the original tenement size must be relinquished. If suf-

ficient resources are discovered and the operator wish-

es to move on to the development and production

phases, a PDL is good for 25 years and it is possible to

extend it for up to 20 more years. Other permits issued

by the DPE include the petroleum retention licence

(PRL), processing facility licence and pipeline licence.

IN THE PIPELINE: Encouraged by the success of the

PNG LNG venture and enticed by the untapped poten-

tial spread across the rest of the country, companies

are scouring PNG in the hopes of developing the next

big oil and gas play. The most developed of these is the

Liquid Niugini Gas project, sourcing gas from the Elk-

Antelope fields in the southern highlands near the PNG

LNG gas fields (see analysis). 

Another major project is taking shape in the Gulf and

Western Provinces led by Calgary-headquartered Tal-

isman Energy. Talisman has already acquired signifi-

cant stakes in nine petroleum exploration licences

across the wet-gas-rich area to supply its LNG aggre-

gation strategy. One of the most developed oil and gas

plays within this project is the mid-sized LNG project

focused initially on the Stanley gas field located in PRL

4. Talisman holds a 40% share, along with original licence

holder Horizon Oil (30% share) and more recent entrants

Mitsubishi (10%) and Osaka Gas (20%). 

According to Horizon Oil, the Stanley field is expect-

ed to be on-stream in 2015. First discovered in 1999,

initial production will focus on separating condensate

for storage and export from a terminal along the Fly

River. Crude oil will also be piped to the terminal in the

town of Kiunga via 15-cm pipelines and then transferred

to 4.5-tonne, 33,000-barrel-capacity tankers for trans-

port down the Fly River and ultimately the Napa Napa

refinery. The natural gas will initially be reinserted at

high pressure back into the formation for commercial-

isation in the future either as feedstock for a LNG export

project or a gas-fired power plant. The concept of a

gas-powered thermal power plant fuelled by natural

gas from the Stanley field has been explored for some

time, with strong demand for electricity from the near-

by Ok Tedi Mine. The LNG prospects for the fully utilised

project estimate a mid-scale facility with an output

between 2m and 4m tpa of LNG, combining different

resources located in the vicinity. 

FURTHER AFIELD: Other resources which could likely

tie into the project are the Elevala and Ketu fields and

the most recent discovery at Tingu-1. These three plays

are currently around one to two years behind the Stan-

ley field in the developmental schedule, according to

Horizon Oil. These latter resources are located in PRL

21, which is split between Talisman (32.5% equity),

Horizon Oil (27%), Osaka Gas (18%), Kina Petroleum

(15%) and Mitsubishi (7.5%). Other PPL licences in the

vicinity in which Horizon Oil has a stake include PPL 259,
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 2012 2013 Change

Kutubu 14,865 15,848 6%

Moran 10,290 11,295 9%

Gobe Main 1065 982 -8%

SE Gobe 2120 1412 -34%

SE Mananda 82 67 -18%

Total Oil 28,421 29,604 4%

Hides liquids 307 325 6%

Total oil & condensates 28,728 29,929 4%

Oil production, 2012-13 (bpd)
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PPL 430, PPL 372 and PPL 373. Talisman also holds part

or all of nine PPLs and five PRLs, including PPL 235. 

In 2012 drilling was completed on five exploration

and appraisal wells, three of which increased Talisman’s

gas resources in the country. The Weimang-1 exploration

well in PPL 235 was suspended as a gas discovery in

2013 after a successful appraisal well, Elevala-2, was

drilled at the end of 2011 on the Elevala discovery in

PRL 21, according to Talisman. In the same licence area,

the Ketu-2 appraisal well also increased the extent of

the Ketu discovery, and in the PPL 235 area the Puk

Puk-2 appraisal well did not encounter gas, but identi-

fied the gas water contact in the Puk Puk discovery,

resulting in an increase of the field’s resources. The

Aiema-1 well in PPL 235 was plugged as a dry hole.

Another major partner in the development of West-

ern Province gas is Canadian exploration company

Eaglewood Energy, which holds five licences spread

across the country. Three of these – PRL 28, PRL 259

and PRL 430 – are located in the immediate area of

the Stanley gas field. Situated between PPL 4 (Stanley

field) and PRL 21 (Elevala, Ketu and Tingu-2), PPL 259

is operated by majority stakeholder Eaglewood with a

45% share, along with Horizon Oil (35%), Osaka Gas (10%)

and Mega Fortune (10%). A new exploration well is

planned for the licence area in 2014 as 300 km of new

seismic data has been acquired over last four years,

according to Eaglewood. The company was also award-

ed licences to construct and operate a gas condensate

processing facility and pipeline in March 2014, which

will help to secure the way forward as infrastructure

works for the project begins. 

DOWNSTREAM: PNG’s only domestic refinery is the

36,000-bpd-capacity Napa Napa plant operated by

InterOil. Situated just up across the harbour from Port

Moresby since it was shipped from its original home in

Alaska back in the 1970s, the refinery produces the usu-

al array of products, including petrol, jet fuel and diesel,

for the local market. With no established petrochem-

icals industry to speak of domestically, the company also

exports by-products of naphtha (light and mixed grades)

for use primarily as petrochemical feedstock in other

countries. The other significant output of the refining

process is low sulphur waxy residue, which does have

a use on the local market and is sold for power gener-

ation and local bunker fuel, although the majority of

this is also exported overseas to more sophisticated

refineries for use as a cracker feedstock. 

In 2013 the refinery produced a throughput of 27,999

bpd, up 14% over 24,483 bpd in 2012, and an annual

operating capacity of 72% in 2013 compared to just

58% the previous year, according to InterOil’s annual

report. InterOil sold 9.4m barrels of petroleum prod-

ucts in 2013, consisting of 51% to the refinery and 49%

retail sales. Domestic sales edged out exports by a rate

of 57% to 43%. Making full use of its vertically integrat-

ed business operations, InterOil is also by far the largest

retailer and distributor for refined products. This marked

the third consecutive year of sales increases, up 10.5%

over the 8.5m barrels sold in 2012 and 27% over 7.4m

barrels in 2011. In spite of downstream sales of 738m

litres of petroleum products in 2013, the firm’s mid-

stream refining operations incurred losses on the year

due largely to $37.15m in foreign exchange losses.

Downstream sales margins increased as the average

sales price rose from PGK2.32 ($0.94) per litre in 2012

to PGK2.48 ($1.01) per litre in 2013, allowing the busi-

ness segment a profit of $29m in spite of declining sales

as work on the PNG LNG project winds down. 

POWER: Although heavy investment in the country’s

oil and natural gas sector has led to a surge in domes-

tic hydrocarbons production in recent years, only a

small amount remains in PNG, with the lion’s share des-

tined for lucrative exports. As such, the majority of new

power plant development in PNG is focused on alter-

native power generation, mostly through hydropower

projects. While still relatively underdeveloped, the coun-

try’s electricity sector has been making progress in

recent years to boost both generation capacity and

electrification. As of early 2014, the country’s combined

installed capacity totalled approximately 500 MW,

around half of which is derived from hydropower plants. 
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PROVIDING ENERGY: The majority of power is gener-

ated and transmitted by the national power company

PNG Power, with the second-largest participant in the

sector, OK Tedi Mining, serving the mine and surround-

ing populations in the Western Province. Other small-

er population centres not connected to the main pow-

er grids are served by smaller dedicated distribution

networks through small-scale, localised power gener-

ation derived from diesel generators and small-scale

biomass, hydro and solar plants. 

Aging infrastructure, challenging terrain, landown-

ership issues and a lack of investment have historical-

ly stifled efforts at expanding both the distribution and

generation capacities of the power sector, although a

number of electrification extension programmes and

large power generation projects are now being success-

fully implemented. 

A state-owned enterprise (SOE) falling under the

jurisdiction of PNG’s IPBC, the vertically integrated PNG

Power operates three separate primary power grids

around the country, as well as generation, distribution

and retail sales operations. In 2012, the latest year for

which data was available, PNG Power supplied approx-

imately 91,000 customers with 1061 GWh of electric-

ity. Both sales and the amount of power generated by

the company have increased steadily each year, rising

from 781 GWh in 2007 to 1018 GWh in 2011, while

sales rose from 648 GWh to 820 GWh over the same

time period. The discrepancy between generation and

sales is due to a number of technical and regulatory

issues, ranging from loss during transmission to diffi-

culties in collecting payment for distributed power. 

POWER UP: The largest of the country’s transmission

and distribution networks covers the greater Port

Moresby area; the Ramu system serves Lae, Madang

and the Highlands; and the Gazelle system covers the

Gazelle Peninsula area on New Britain Island and Rabaul.

The four units comprising the Rouna hydropower sta-

tion situated on the Laloki River provide the majority

of power to the Port Moresby grid with 62.2 MW of

installed capacity. This is supplemented by electricity

generated at PNG Power’s 30-MW diesel power plant

at Moitaka, as well as the independent power produc-

er Kanudi thermal power station supplying 24 MW of

diesel-fuelled capacity. Like the Port Moresby system,

the Ramu power network derives most of its electric-

ity from hydropower generation. The Ramu Hydro Pow-

er Station situated on the Yonki Dam provides 75 MW,

although it is currently being upgraded, while the Pauan-

da run-of-river hydropower plant located in the West-

ern Highlands Province provides 12 MW. 

Lastly, the Gazelle Peninsula System serves the town-

ships of Rabaul, Kokopo and Keravat on New Britain

Island. The primary power generation to the grid con-

sists of the 10-MW hydropower plant at Warangoi and

the 8.4-MW Ulagunan diesel-fuelled thermal power

station. The company also provides electricity to 16

regional centres, predominantly with electricity supplied

by 75 diesel-powered thermal generation units. The

most recent additions of small-scale, remotely locat-

ed operations include Tari in the Hela Province and

Arawa on Bougainville Island.

NETWORK UPGRADES: A key component within PNG’s

Medium Term Development Plan 2011-15 is to improve

the country’s inadequate infrastructure to foster both

economic growth and an improved standard of living

for its population. In the electricity sector, the low elec-

trification ratio and frequent power disruptions are

being addressed through a number of programmes

designed to modernise the transmission and distribu-

tion network (see analysis). To extend power to the

perpetually expanding National Capital District (NCD),

the government and the Asian Development Bank (ADB)

have rolled out the Port Moresby Power Grid Develop-

ment Project, which is designed to extend the reach of

the grid and increase distribution and generation effi-

ciency. The programme’s six projects are expected to

require a total investment of $83m. These projects

include: the construction of the Kilakila substation and

an associated 6.1-km-long, 66-KV transmission line

from Six Mile to Kilakila; substation capacitor and stat-

com augmentation; upgrade of the 11-KV distribution

system between substations to increase reliability; loss

reduction studies and technical support; Rouna 1

Hydropower Station refurbishment and upgrade; and

upgrades for the Sirinumu Toe-of-Dam Hydropower

Plant. Following the completion of feasibility studies for

the projects in October 2012, the IPBC, PNG Power

and the ADB signed a loan agreement in May 2013 and

all projects are scheduled to be completed in 2016. In

early 2014 PNG Power signed an agreement with Ger-

man company Fichtner to oversee the project, man-

age the procurement process and select contractors.
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After recent declines, oil production rose by 4% in 2013 to 29,604 bpd

The national utility firm
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country with power;
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infrastructure, difficult
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investment have hampered
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distribution and generation

network.
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 2006 2007 2008 2009 2010 2011 2012

Energy generated (GWh) 781 819 850 896 960 1018 1061

Energy sales (GWh) 648 669 696 726 758 805 820

Number of customers ('000) 82 87 89 89 91 91 91

Power statistics, 2006-12



ENERGY OVERVIEW

A similar programme kicked off in August 2013 for

the Ramu system, this time with the Japan Internation-

al Cooperation Agency (JICA), which signed an agree-

ment to provide a loan of up to $81.65m for the Ramu

Transmission System Reinforcement Project. The main

objective of the project is to reinforce the 132-KV trans-

mission line between the Ramu hydropower plant and

the Taraka substation in Lae via the Erap substation.

The government is also overseeing the Town Electrifi-

cation Investment Programme. The project is being

funded by a multi-tranche finance facility provided by

the ADB, with the PNG government footing 20% of the

bill. Estimated at $72m, the first tranche will be used

for three projects. The first is for the construction of

the 3-MW Divune hydropower plant in Oro Province and

100 km of distribution lines. The other two projects

involve a 145-km-long transmission line between the

existing Lake Hargy hydro station and Kimbe in West

New Britain, and the construction of the 3-MW Rama-

zon hydropower plant and 50 km of power lines in the

Autonomous Region of Bougainville.

WATER: Endowed with extensive hydro resources,

PNG’s latent water supply is so abundant that studies

have been carried out on the potential to pipe water

from PNG to its considerably drier southern neighbour,

Australia. In fact, PNG boasts nearly five times the

renewable water supply of Australia at approximately

119.5m litres per capita, according to the UN Food and

Agriculture Organisation’s Aquastat, with only 3% of its

cultivated land is used to grow water-intensive cash

crops for export. But with less than one-third of the

population serviced by improved water infrastructure,

there remains room for improvement in the delivery of

water and sanitation services, particularly in rural areas. 

The delivery of services falls to Water PNG (formal-

ly known as the PNG Water Board) under the Water

Supply and Sewerage Act of 1986, which mandates the

SOE to carry out services in both urban and rural areas.

In addition, the Department of Health (DoH) is also

allocated responsibility for ensuring the quality of drink-

ing water and septic tank regulations under the Pub-

lic Health Act of 1973. Water services in the NCD have

since been privatised and are run by Eda Ranu, and in

Goroka services are managed by the Goroka Urban

Authority. Eda Ranu is operated by Malaysian firm JC-

KRTA and government-owned company Water and

Sewage on a 22-year contract. As an SOE, Water PNG

is tasked with a cost-recovery and profit mandate to

supply metered water and sanitation services outside

of the NCD. However, the company has in fact delegat-

ed responsibility for the majority of its districts towns

– those with populations of less than 1000 – to the

DoH, according to a 2013 report by the International

Water Association. As a result, Water PNG services

three of 89 district towns, as well as 12 provincial towns. 

CHANGING STRATEGY: Seeking to unify the regula-

tory framework under an overarching policy, the Depart-

ment of National Planning and Monitoring and the DoT
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are currently undertaking an overhaul of the national

water policy. As part of this strategic review, the gov-

ernment is moving to corporatise Water PNG as it has

previously with other SOEs now owned by the IPBC. “We

are still waiting for the corporatisation process to be

completed and hope to have it completed within the

year,” William Sweet, the chairman of Water PNG, told

OBG. “When this is finalised, this should allow Water

PNG to become much more efficient in its operations.”

Sweet also said Water PNG and Eda Ranu could be

merged in the future. At the very least, there is a strong

possibility that the two firms will cooperate on future

projects, with Water PNG acquiring the rights to a sig-

nificant water source to serve as a backup for the NCD

or to cater to growth in the area. Known as portions

647 and 648, the new source is derived primarily from

an overflow pond at the convergence of the Laloki and

Brown rivers, and produces 7.4bn litres of water per day. 

MANAGING DISTRIBUTION: Although securing new

water sources is crucial, one of the largest challenges

to extending and maintaining services to these more

remote areas, as well as the growing suburban areas

surrounding Port Moresby, is the substantial amount

of non-revenue water (NRW) lost each year. These NRW

losses account for roughly half of the water produced

by Eda Ranu and around one-third for Water PNG.

Although NRW loss is incurred for both technical and

commercial reasons, the latter accounts for the lion’s

share by far in PNG. Commercial losses in 2013 were

around 20m litres per day, or more for settlements out-

side the city, according to Paul Gore, the general man-

ager of commercial services at Eda Ranu. 

In order to address the issue, Eda Ranu has been

aggressively engaged in reducing commercial losses in

a number of different ways. One of these is to work

with settlements to set up an official water distribu-

tion point that replaces any ongoing non-sanctioned

water disbursement. While these remote control dis-

bursement points provide substantially less revenue

because they charge rates at a fraction of tariffs in

centralised urban areas, they do allow for the recov-

ery of some money and, more importantly, establish a

system to effectively monitor consumption. In theory,

these points can then establish a precedent for legal

water dispersion in the future when rates can be nor-

malised with the rest of the system. 

In addition to developing this water source, anoth-

er major ongoing project is the Port Moresby sewer-

age system upgrade. A joint venture between the IPBC,

JICA and Eda Ranu, the $135m project consists of new

trunk sewage main and branch sewers, new pump sta-

tions and refurbishment of existing stations, a new

treatment plant, a new ocean outfall and new sludge

drying beds. The project broke ground in January 2014

and is expected to be completed within three years. 

OUTLOOK: The first highly anticipated shipments from

the PNG LNG project signal a new stage in develop-

ment for the energy sector as the country begins to

reap the rewards. The ExxonMobil project may only be

the tip of the iceberg, however, and numerous inter-

national petroleum companies continue to vie for a slice

of future resources, such as the Total-led Elk-Antelope

fields and the continued development of the Western

Province oil and gas plays. Both of these projects should

take major steps forward in the coming years, with pro-

duction expected out of the Stanley field as early as

2015. An entire year of full production at the PNG LNG

facility will also bump up overall output. Development

is under way in the utilities sector as well, with substan-

tial progress being made in increasing the electricity

system’s reliability and generation capacity, while water

and sanitation works are also being extended. Lesieli

Moala Taviri, the country manager for Origin Energy,

told OBG, “The skills gap is the biggest problem faced

by the downstream industry in PNG. Partnering with

major corporations like Total is the way to go in my opin-

ion.” Indeed, how much progress takes place and how

rapidly it occurs may rely in large part on government

cooperation with the private sector and on the end result

of ongoing alterations to the regulatory framework.
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Peter Graham, Managing Director, ExxonMobil PNG

How is the completion of the Papua New Guinea

liquefied natural gas (LNG) project likely to affect

the country economically and geopolitically?

GRAHAM: I am happy to say that the PNG LNG proj-

ect shipped its first cargo on May 25, 2014, after start-

ing production months earlier than planned. There are

not many projects in the Asia-Pacific region that can

say they’re ahead of schedule, and I think this achieve-

ment demonstrates to the world that a project of this

magnitude can be implemented in PNG – which will be

vital for future investments. We are already seeing

increased foreign investment, and economic growth

over the past few years has been quite outstanding.

The project’s completion will not only see PNG join

the exclusive group of LNG producers, it will also

strengthen relationships in the Asia-Pacific region,

especially among the growing Asian economies. On

the domestic front, it will have a big effect on the econ-

omy, with the potential to uplift critical sectors like

health care, education and infrastructure. Throughout

PNG’s history, there are only a couple of projects that

have been truly transformational for the nation’s econ-

omy, and I have little doubt that this is one of them.

What is the real potential of the gas sector in PNG?

GRAHAM: Compared with other established resource-

rich nations, PNG today has a relatively small volume

of proven reserves. All the same, PNG is set to become

a strategic supplier, given its location near fast-grow-

ing Asian markets and how recently it has become a

new producer. Since we began this project, other majors

have entered the country, making this initiative a tes-

tament to PNG’s potential. More exploration is likely to

mean more discovery of reserves in the long run, and

this is what the country needs to support future devel-

opments. There is space for more trains at our exist-

ing facilities, but we will need additional proven reserves

of natural gas to underpin further investment in 

the PNG LNG project. We have an active exploration

programme that we hope will add to existing reserves.

When poorly managed, hydrocarbons often lead

to corruption and even conflicts. How can PNG best

manage its resources to avoid this?

GRAHAM: The recent signing of an application to the

Extractive Industries Transparency Initiative is a sign that

PNG is willing to account for its revenues in a transpar-

ent way. As for the creation of the PNG sovereign wealth

fund, it remains to be seen how this will be structured

and operated. That the government has put so much

effort into understanding what has worked elsewhere

in the world is very encouraging. It will be important

that the government applies project revenues to stat-

ed priorities, in which case the outcome will be trans-

formational and the benefits enormous.

Looking back on this project, what would you say

have been the major stumbling blocks?

GRAHAM: Construction in PNG faces many challenges,

not only from the rough terrain, limited infrastructure

and difficult weather, but also due to the complexity

of land ownership and access. There are an estimated

60,000 landowners in the project’s areas, and perhaps

our greatest challenge has been to sustain consulta-

tion with local communities and manage expectations.

Government agencies, though challenged by the

project’s size and pace, have done a remarkable job in

meeting its milestones, from negotiating the fiscal

terms and benefit-sharing agreements prior to project’s

launch, to financing the government’s equity share.

Various government agencies have also stepped up to

meet the needs of the project – for example, process-

ing work permits and visa applications for thousands

of foreign workers with an average turnaround of just

ten days, and clearing massive quantities of material

through Customs without delays. In the end, with sound

engineering, good planning, creative solutions and an

amazing team of dedicated people, we have brought

a complex project to completion. We could not have

done this without the support of Papua New Guineans

and their government, and for that we thank them.
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Michael Hession , CEO, InterOil

How can the oil industry help contribute to the

broader economic development of Papua New

Guinea and the well-being of its citizens? 

HESSION: One primary way is through jobs. Our

company believes in local talent and is committed

to developing it. Today, InterOil employs more than

1100 people in PNG, ranging from experts in drilling

and logistics to community relations specialists. The

overwhelming majority are locally hired, and their

wages in turn support thousands of family mem-

bers. Beyond that, integrated business activities in

exploration, refining and distribution have not only

fuelled the nation, but they have also produced mil-

lions of dollars in revenue for the government and

enabled the people of PNG to benefit from their

own natural resources, as they should.

What results have exploration activities shown

so far in 2014, and what are the prospects for

new drilling going forward? 

HESSION: I am glad to say that we have started our

exploration campaign, specifically drilling wells at the

Raptor-1, Bobcat-1 and Wahoo-1 sites in the Gulf

Province. We plan to drill up to four additional explo-

ration and appraisal wells in cooperation with Total

and Oil Search in the PRL 15 area, which contains

the Elk-Antelope field – one of the largest gas dis-

coveries in the Asia-Pacific in the past 20 years. In

all, we are expecting to drill up to eight wells in this

$300m drilling campaign, and I anticipate more over

the next three years. The first results are expected

within three months of the start of the campaign,

and I can safely say that this is one of the largest

drilling programs in PNG’s history. 

Additionally, we have been given permits to look

for oil and gas in 4m acres near the south coast of

PNG, and it is our intention to explore this area to

the fullest, as we see in it a large number of prom-

ising prospects and the start of a great journey for

InterOil. We have been receiving countless offers

for partnerships, including several major ones. Nev-

ertheless, we feel confident in our capacity to exploit

these resources, and do not see the need to farm

out at this stage. There are few countries like PNG

left on the planet that can boast such vast poten-

tial but that have not yet been fully licensed.

InterOil and Total will be cooperating for the

development of the Elk-Antelope project. What

is the significance of this partnership?

HESSION: Total will help bolster our seismic and

drilling activities while holding a material interest in

PRL 15, which presents huge opportunities for the

country. The partnership could also clear the way for

other joint ventures. For us, the introduction of Total

to this project is a vote of confidence and a defin-

ing moment for our company’s operations in PNG. 

Given InterOil’s extended history with PNG, how

would you describe the long-term prospects for

expanding activities in the country? 

HESSION: This has been a landmark year for us. We

have a new management team, a major partnership

to develop a large gas field, and some significant,

long-term exploration rights. A decision on PNG’s sec-

ond liquefied natural gas (LNG) plant could be made

within two and a half years and, if successful, ship-

ping could begin by 2020. There is more to come.

Helping PNG realise the benefits of all these devel-

opments will contribute significantly to the econo-

my through jobs, taxes and royalties. 

InterOil has been a partner to PNG for more than

17 years, through both recessions and good times,

and we plan to be here for many years to come. The

LNG project alone is expected to take 20-30 years

to run its course. There are also a number of addi-

tional promising areas to explore, more wells to drill

and we do expect to find more oil and gas. Our part-

nership with PNG is one that we are proud of, 

and the country’s future is one we are excited about.
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The PNG LNG project has encouraged firms to explore new areas

Much of the rapid growth that has occurred over the

past decade across a wide swath of Papua New

Guinea’s economy has been either directly or indi-

rectly the result of massive investments and project-

ed future earnings of the ExxonMobil PNG liquefied

natural gas (LNG) project. As this project prepares

for its first delivery starting in 2014, many are look-

ing for the next big resource project to fill the void

and fuel a new wave of investment. 

The most likely candidate to fulfil this role is the

Elk-Antelope prospect within petroleum retention

licence (PRL) 15 located in the Gulf Province. Billed

as the largest untapped gas field in the country, oil

and gas outfit InterOil estimates the project to con-

tain between 6.47trn and 10.44trn cu feet (tcf) of

initial recoverable sales gas, along with 105.3m-

151.4m barrels of oil equivalent (boe) of initial recov-

erable condensate and between 1.18bn and 1.89bn

boe of combined initial recoverable resources. To be

constructed in phases as more resources come on-

line, the project is projected to have an initial lique-

faction capacity of 3.8m tonnes per annum (tpa), with

a ceiling of 8m tpa and a possible expansion to 12m

tpa, depending on exploratory results. 

LET’S MAKE A DEAL: The project could prove to be

PNG’s next multibillion-dollar gas-export facility. It

is being developed in a joint venture between France’s

Total, which now holds a 40.1% stake, along with

InterOil with a 36.5% share and Oil Search (OSH)

holding 22.8%. The pace of development for the

venture has picked up momentum, with Total agree-

ing to pay $613m to InterOil for a stake in the Elk-

Antelope fields even as exploratory drilling work

continues. Depending on the assessment results,

the deal could ultimately fetch InterOil as much as

$3.6bn if the plays are found to contain enough gas

– at least 9 tcf – to support the development of two

LNG trains and a processing facility. According to the

deal signed in December 2013, InterOil would hold

a 30% interest in the integrated LNG development. 

Total had moved to secure a deal after earlier talks

in 2013 between InterOil and ExxonMobil, which is

assumed to be the natural frontrunner due to its par-

ticipation in PNG LNG, but failed to reach an agree-

ment. Complicating matters further, in 2013 OSH also

purchased a 22.8% stake in the fields for $900m

from minority partner Pac LNG Group, a move which

guaranteed the company a seat at the table that

includes the right to pre-empt the agreement con-

cluded by InterOil and Total in December 2013. By

using a financial vehicle to sell down a portion of its

interest in PRL 15 to Total, instead of selling off a

direct stake in the project, InterOil essentially circum-

vented the pre-emptive rights OSH had to match

the offer. These terms of the agreement were later

restructured in March 2014 to comply with OSH’s

rights in the project, increasing InterOil’s interest to

35.5% of the licence in the process. 

NEGOTIATING TERMS: After being cut out of the

deal, OSH disputed the validity of the InterOil’s March

26, 2014 revision of the deal in which Total acquired

a 40.1% interest in PRL 15 located in the Elk-Ante-

lope area through the purchase of all shares in a whol-

ly owned InterOil subsidiary. InterOil confirmed the

dispute later in March, telling local press that any

efforts to negate the deal signed with Total would

be “strongly defended.” For InterOil, the new arrange-

ment means a windfall of $401m from Total for clos-

ing the transaction and another $73m upon the final

investment decision for an Elk-Antelope LNG proj-

ect, $65m on the first LNG cargo and lastly pay-

ments for certified gas volumes following appraisal

of Elk-Antelope. Following the transaction, the own-

ership structure of PRL 15 broke down to Total’s

40.1% stake and InterOil’s 35.5% share, followed by

OSH’s 22.8% interest and 1.6% held by indirect par-

ticipating interests. Shortly thereafter on March 27,

InterOil bumped up its stake again by acquiring 

an additional 1% of project from independent par-

ticipating interests, bringing its total share to 36.5%. 

The Elk-Antelope field

could be the country’s next

big project. It is estimated

to contain 6.47trn-10.44 tcf

of initial recoverable sales

gas, 105.3m-151.4m boe of

initial recoverable

condensate and 

1.18bn-1.89bn boe of

combined initial

recoverable resources.
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FACING UNCERTAINTY: This distribution could well

be altered again before all is said and done, howev-

er, as the PNG government and landholders of PRL

15 maintain the right to take on a 20.5% and 2% inter-

est, respectively, in any oil and gas project upon the

issuance of a development licence. If this does play

out and the government is able to raise the neces-

sary money to cover its share of the buy in, the new

ownership structure would recue Total’s share in the

project from 40.1% to 31.1%, leaving InterOil with

27.5%, OSH with a 17.7% share, the government and

landowners with 22.5%, and indirect participating

interests holding the outstanding 1.2%. 

No stranger to PNG’s natural gas sector, OSH is

highly active in the strategically important energy

sector and holds a 29% stake in the PNG LNG proj-

ect. The government also has a vested financial inter-

est in the company after Prime Minister Peter O’Neill

announced in March 2014 that the PNG govern-

ment would purchase just under 150m shares in

OSH at A$8.20 using funds raised from a loan from

UBS. Previously the government leveraged its earli-

er holdings in OSH to obtain cash from the Abu

Dhabi-based International Petroleum Investment

Company for its participation in the PNG LNG proj-

ect. OSH is already partnered with ExxonMobil in

the PNG LNG project, which carried out its first gas

shipments in May 2014, a project it has expressed

interest in expanding in the past. The proximity and

estimated size of the Elk-Antelope play would be a

convenient fit for adding additional trains to the

existing venture as any future expansion would also

tap into the existing pipeline, cargo terminal, gasi-

fication facilities and other infrastructure. 

MOVING FORWARD: Exploration work on the proj-

ect is continuing in earnest with InterOil in the midst

of a $300m, eight-well drilling campaign as of March

2014 that is projected to carry over into 2015.

Although PRL 15 and the Elk-Antelope fields have

been the primary focus of exploratory efforts to

date, these efforts are being expanded to include

the other five adjacent petroleum prospecting

licences (PPL) held by InterOil. The government

granted InterOil a total of four new PPLs – 474, 475,

476 and 477 – in March 2014 that are valid for six

years and cover the same area as PPL 236, PPL 237

and PPL 238, which were previously held by InterOil. 

The company initiated three separate drillings in

March 2014, the latest of which was the Raptor-1

site located 20 km south-west of Wabo in the Gulf

Province and which will be drilled to a total depth

of 4500 metres, according to InterOil. The exploration

well is being drilled in PPL 475, which borders PRL

15 to the west. The first two wells were the Bobcat-

1, which is situated approximately 20 km north of

Raptor-1, and Wahoo-1, which is near the coast about

180 km south-east of Raptor-1. Bobcat-1 is situat-

ed within the 1.2m-ha PPL 476, and Wahoo-1 is

located within the 1.2m-ha PPL 474 along the coast

of the Gulf of Papua. 

The fourth and final exploration well scheduled as

part of the campaign will be Antelope Deep, which

will be set up in PRL 15 and is scheduled to be spud-

ded sometime in 2015. Lastly, a total of four more

appraisal wells are also planned for drilling over the

next two years. These begin with the Antelope-4

and Antelope-5 wells scheduled for the third quar-

ter of 2014 (both located in PRL 15), followed by

the Triceratops-3 well (PRL 39) in the fourth quar-

ter of 2014 and Antelope-6 (PRL 15) in 2015. Each

well will cost approximately $50m to drill over a 60-

90 day period, with the exception of the Antelope

Deep well, which is projected to cost around $60m. 

ADDITIONAL BENEFITS: Along with the explorato-

ry and appraisal programme, a substantial amount

of infrastructure will also be required to lift, strip,

transport, liquefy and ship the gas and associated

condensates. Although the pipeline will not traverse

as much ground as the PNG LNG project, which

extends up into the highlands, this project still

requires a healthy amount of investment. Some of

these projects, such as preliminary works needed to

develop a condensate stripping plant, were carried

out as early as 2010 when InterOil signed a deal

with Japan’s Mitsui for the front-end engineering

and design stage. Other major construction outlays

that will be needed include approximately 120 km

each of condensate and dry natural gas pipelines,

storage tanks, an export terminal, administrative

buildings and other support infrastructure. 

Other oil companies have also taken advantage of

opportunities and are busy drilling. For instance,

Canadian firm Talisman Energy plans to continue

seismic acquisition across various blocks with a 

view to identifying suitable prospects for drilling in

the future. The Tingu-1 well drilled in PRL 21 yield-

ed positive results in August 2013 with gas tested

at 45m-50m standard cu feet per day and 50-60 

barrels of condensate per million cu feet of gas,

leading to a major discovery estimated at about

459bn cu feet of gas and 25.6m barrels of condensate.
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Along with extensive exploratory works, new plays will require considerable support infrastructure 

As the government and

landholders of PRL 15

maintain the right to

collectively take on a 22.5%

interest in any oil and gas

project following the

issuance of a development

licence, the project’s

ownership structure could

change significantly.
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ENERGY INTERVIEW

Peter Botten, CEO, Oil Search

The first liquefied natural gas (LNG) cargos have left

Papua New Guinea en route to Asian markets. What

does that mean for PNG and Oil Search?

BOTTEN: PNG was able to deliver one of the most com-

plex projects in the energy sector to date. Having begun

construction in the middle of a global financial crisis,

the project was delivered ahead of schedule against

all odds. I believe all stakeholders in the project should

be congratulated, including governments, landowners

and project participants for this outstanding achieve-

ment, which has undoubtedly surprised a lot of peo-

ple who thought it could never be done in PNG.

The commencement of production is the result of

more than 15 years of work. For Oil Search, which has

29% interest in the $19bn PNG LNG project, it means

that our annual production will quadruple starting from

2015 onwards, turning us into a significant regional LNG

exporter. Furthermore, the Elk/Antelope field in the

Papua Basin, the largest undeveloped gas resource in

PNG, provides an additional potential source of gas for

LNG development. The currently active drilling campaign

and resource assessment programme there will soon

reveal the true potential of the field for either a stand-

alone plant or for an expansion. 

Detractors of the project allege that PNG’s citizens

have not benefitted from the PNG LNG project. Is

this a fair criticism?

BOTTEN: Having the benefits from the resources sec-

tor appropriately distributed among the different ben-

eficiaries is key for PNG and I believe that 2015 will be

a critical year, as the government will have to start

delivering on its promise of responsible development.

This can only be done by overhauling the country’s

infrastructure and finally bringing services to where they

are most needed to lift the population’s living standards.

Failing to do so may lead to social tension, as the PNG

LNG project has naturally raised expectations among

the local population, especially in the Highlands regions.

In all fairness, a lot has been done already during the

construction period in terms of reaching out to the local

communities, so now it is a question of sustaining the

same effort over the long run. This project is already

an integral part of the country’s socioeconomic fab-

ric, but it will account for little if outside the barbed

fences of billion-dollar projects, the roads continue to

be plagued by potholes, and electricity and water remain

limited for families and businesses alike.

What should be the role of the private sector, espe-

cially energy companies, in contributing to the

country’s social and economic development?

BOTTEN: The country would certainly benefit from

better coordination between the government and the

private sector, and public-private partnerships are clear-

ly the way forward. While local governments often

struggle with implementation, because of limited capac-

ity, the private sector cannot just sit and watch. It should

help them to deliver services where it can. This is true

for the entire private sector, not just energy compa-

nies. We will all benefit from a stable operating envi-

ronment. A concerted effort is needed, especially in a

country like PNG, which inevitably falls behind in many

aspects of socioeconomic development. 

As the country’s largest oil producer, we are contin-

uing to support the growth of PNG LNG, as well as

keeping the country’s oil production from further declin-

ing through more efficient appraisal and exploration.

At the same time, we are heavily involved in critical

sectors, like power generation, as we know that a series

of industries would consider expanding if they could

count on a reliable supply of power at a cheaper rate.

Specifically, we are working on a biomass power gen-

eration project in Lae, which could provide as much as

35 MW for the city plus the wider northern region,

while involving a large amount of landowners growing

trees to fuel the station. It is time for the private sec-

tor to step up and help the government in delivering

these sorts of services, otherwise we risk long-term

social dislocation and disruption to all our businesses.

113

THE REPORT Papua New Guinea 2014

Ongoing support
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ENERGY INTERVIEW

Raka Taviri, CEO, Water PNG

PNG Water has the task of reaching 15 districts

and two towns in the next five years. What does

this mean for the firm and how will you fund it? 

TAVIRI: Bringing a water system to a district, which

includes both production and delivery of water sup-

ply, costs between PGK5m ($2m) and PGK10m

($4.1m) in PNG, depending on the location and the

size of the population. If you multiply this for the rest

of the country, adding the costs of maintenance of

the existing system, clearly we are talking about a

substantial investment. In the past, donor agencies

have contributed to assure access to fresh water

and sanitation in PNG, and although these partner-

ships continue, we are lobbying the national govern-

ment for a stronger commitment to the sector. 

For the past three years we have been receiving

direct funding, which shows the level of interest by

the present administration, but nothing has been allo-

cated for 2014 yet, despite having been considered

for the mid-year budget review. Not only is water a

basic human right, it is key to achieving greater

socio-economic development in PNG, as it has a

direct impact on people’s health and productivity. As

we all know, plenty of diseases are transmitted via

water, from common dysentery to typhoid, and unless

we strictly monitor water operators, the situation is

bound to worsen in the future. Less than one-third

of our population has access to clean water, so there

is plenty of room for progress in the delivery of water

and sanitation services in PNG. 

What legislation can help streamline the sector?

TAVIRI: The Department of National Planning and

Monitoring (DNPM) and the Department of Health

(DoH) are currently working on a new national pol-

icy. Personally I would like to see the implementa-

tion of a water policy that covers the full spectrum

of the industry, from power generation to drinking

water and irrigation. We are also in the process of

corporatising Water PNG, like other state-owned

entities under the Independent Public Business Cor-

poration. We are in favour of this transformation, as

it will streamline our operations. Of all the districts

that Water PNG operates, only four are profitable,

while the rest are basically community services, as

the majority are located in rural areas, with a low cus-

tomer base and high costs of operations. 

How serious is Port Moresby’s water crisis?

TAVIRI: According to the National Weather Service,

the El Niño draught will continue till the end of 2014

or even longer, and the situation is becoming alarm-

ing. The level at Sirinumu Dam, Port Moresby’s main

water source, has been decreasing steadily, and

important decisions need to be made for its long term

sustainability. While Water PNG currently operates

and manages reticulated water supply and sewage

systems in 19 major provincial towns and districts,

water services in the National Capital District have

been privatised and are now supplied by Eda Ranu.

At this point I would advise that we start looking

at alternative generation solutions, because the

moment Sirinumu reaches 25% of capacity, the city’s

distribution will be severed. Considering that the

city has a population of nearly 700,000 residents, one

can imagine the consequences of such a scenario.

That is why we have expressed the desire to acquire

rights to water sources and convergence of the Lalo-

ki and Brown rivers as a backup for the National

Capital District, the population of which is bound to

expand in the near future. I also see the importance

of improving awareness among citizens about the

importance of water, which is often taken for grant-

ed, especially in the cities. There is no lack of water

in this country, but waste continues to be the real

problem. There have been talks in the past about sup-

plying water to our drier neighbour in the south,

but until we solve our domestic problems, I do not

think this will be a realistic option even though PNG

boasts five times the hydro resources of Australia. 
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Remote locations are often serviced by purpose-built projects

With thousands of kilometres of rivers and monthly aver-

age rainfall often exceeding 300 mm, Papua New Guinea

is well suited for hydropower production. Unfortunate-

ly, the same geography and climate that makes the

country conducive for power development also creates

barriers to its development. Most notably its rugged

features pose significant challenges to connecting loca-

tions conducive to building hydropower plants to the

industrial and population centres that need power.

These challenges, along with other issues, have result-

ed in only around 230 MW of installed hydroelectric

power across PNG in spite of boasting a potential in

excess of 4200 MW of installed capacity capable of pro-

ducing some 36,800 GWh per year, according to esti-

mates by the International Energy Agency. In reality, this

figure is likely much greater with one 2012 World Bank

study noting that a dearth of actionable hydrological

data made it difficult to assess the country’s full poten-

tial, particularly on its two largest river systems. 

PNG is by no means alone in coming late to the

hydropower party – a situation the country shares with

its regional peers. Like PNG, Asia as a whole employs

just a fraction of its hydropower potential, and has an

estimated total of at least 1300 GW of unused power,

according to the World Bank. PNG’s peak electricity

demand and electricity ratio is expected to increase rap-

idly over the next two decades. If the country is to

maintain adequate power supplies as electrification

and industrial usage increases, new hydroelectric capac-

ity will likely play a key role. According to the country’s

Strategic Development Plan 2010-30, installed capac-

ity in the country will need to nearly quadruple from

500 MW currently to 1970 MW by 2030. Hydropower

is to make up the bulk of this, expanding from 215 MW

in 2010 to 1140 MW by the end of the plan. 

CURRENT STATE: The majority of hydro assets are

owned and operated by the state-owned enterprise PNG

Power, which runs hydropower plants with a combined

installed capacity of 176 MW. The largest of these is

the Rouna network which helps to power the Port

Moresby System. Rouna is composed of four primary

hydro units on the Laloki River, with units one and three

contributing around 12 MW each and units two and

four a bit more at 24 MW and 40 MW, respectively. The

smaller 1-MW Sirinumu Toe-of-Dam also contributes

to the Port Moresby grid. 

The country’s next largest grid, the Ramu system

serves Lae and the surrounding areas and is also pri-

marily powered by hydro stations. These include the 75-

MW Yonki facility and the 12-MW Pauanda power plant.

The Gazelle grid’s chief contributor is the 10-MW

Warangoi hydropower station. West New Britain also

maintains smaller hydro facilities, including the 0.8-

MW Ru Creek plant and the 1.5-MW Lake Hargy pow-

er plant, both operated by PNG Power. 

GROWING CAPACITY: As part of its effort to improve

its electrification ratio, the government is also work-

ing with international institutions through its rural elec-

trification programme to extend power service to the

more remote regions of the country. Another means

of serving pockets of the population that would oth-

erwise be without power is through the development

of private hydro projects. The most common of which

are carried out by large mining operations working in

remote regions of the country. With large power con-

sumption needs and no grid access, purpose-built

hydropower projects are often the best, if not only,

means of providing enough power for both their own

industrial operations and the surrounding villages. One

of the most established of these is the privately owned

58-MW hydropower system serving the Ok Tedi Mine

and surrounding areas in Western Province. Timber

company PNG Forest Products also operates two small

hydropower plants with a combined capacity of 8 MW

that supply power for the firm’s operations with the

remaining excess sold back to the Ramu grid. 

Seeking to add new capacity to the grid, a number

of hydropower projects are now in various stages of

development. The most advanced of these is the con-

struction of the Yonki Toe-of-Dam hydropower plant

The country has thousands

of kilometres of rivers and

monthly average rainfall

often exceeds 300 mm,

which makes it well suited

to hydropower production.
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The country’s peak

electricity demand is

expected to grow rapidly

over the next two decades,

and the government plans

to increase installed

capacity from 500 MW in

2013 to 1970 MW by 2030.

Testing the waters
The country’s hydro resources have the potential to transform the 
utilities segment
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project being carried out by PNG Power. An extension

of the original Yonki Dam built in 1991, the current addi-

tion seeks to add two more 9-MW generation units.

Although the engineering, procurement and construc-

tion contract was awarded in 2008, the project was

mired in delays, pushing back the expected completion

time from 2012 to 2014. The original contractor was

replaced in 2011 by Japan’s Daiho Corporation. After

civil works were completed in early 2013, Daiho con-

tractor Nippon Koei began installation of the final com-

ponents, with assistance from Austria’s Andritz Hydro.

The PGK75m ($30.49m) Yonki plant should be commis-

sioned before the end of 2014. 

Progress is also being made on two more PNG Pow-

er sites where preliminary works for small-scale

hydropower projects were being carried out as of late

2013. Each of the two stations are to have an installed

capacity of roughly 3 MW, with one site near Pondot-

to in Oro Province, and the other near Buka in

Bougainville. Furthermore, the refurbishment of the

Ramu 1 power station is set to increase the efficiency

of the aging plant while boosting installed capacity

from 45 MW to 60 MW, according to PNG Power. After

successfully refurbishing the Rouna 2 station in 2006,

Andritz Hydro was also awarded a contract for the

design, supply, procurement, manufacture, workshop

testing, transport, installation and commissioning of the

necessary equipment for the project. Work on the sta-

tion’s five generation units was initiated in June 2013

and is expected to be completed by September 2015. 

DOWN THE RIVER: Looking further out at long-term

developments, three projects that are considerably

more ambitious and would go a long way towards bridg-

ing the electricity supply and demand gap in the coun-

try are the Naoro Brown, Ramu 2 and Wabo projects.

The first of these, the 80-MW Naoro Brown hydroelec-

tric power plant, is being developed by PNG Power

under a public-private partnership at an estimated cost

of PGK570m ($231.7m). Another project in the feasi-

bility stage as of mid-2014 is the 130-MW Ramu 2 pow-

er station, which will be the Ramu system’s final plant,

channelling water from the Yonki Reservoir. 

Lastly, PNG Energy Developments Limited (PNG EDL)

continues to look into the feasibility of developing the

Purari Hydro Resource at Wabo in the Gulf Province. If

the project moves forward, it would be by far the largest

power project ever undertaken in PNG at 1800 MW and

has the potential to single-handedly transform the

country. A 50:50 joint venture between Origin and PNG

Sustainable Development Programme, PNG EDL is to

construct the dam, which is designed to have a capac-

ity factor in excess of 90% and provide a reliable source

of electricity for remote villages and rural communi-

ties, as well as industrial development. The viability of

linking the project to Australia’s national grid via an

undersea cable is also being explored as a means to

offload excess power. Made up of two, 250-km lengths

of high-voltage, direct-current cable, the transmission

link would run from PNG down to far north Queens-

land and ultimately feed into the national electricity grid

at Townsville, via Weipa.

Although the project has yet to move past the ear-

ly developmental stages, its sheer scale continues to

intrigue potential participants, who have been con-

ducting research and exploratory surveys of the area

for more than 30 years at the proposed site on the Purari

River. These surveys have revealed that the Purari is 

one of the wettest basins in the country, with the riv-

er reaching flow rates of 2500 cu metres of water 

per second and consistent rainfall that averages around

8 metres of rain per year near the village of Wabo.
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The country’s hydropower potential is thought to be underestimated

Development of the Purari

Hydro Resource at Wabo

could be the largest power

project in the country at

1800 MW. The dam is

designed to have a capacity

factor in excess of 90% and

provide a reliable source of

electricity for remote

villages and rural

communities, as well as

industrial development.
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The government is seeking to streamline its assets in energy

As the energy industry takes on an increasingly impor-

tant role within the economy, the government of Papua

New Guinea has been moving in recent years to update

its regulatory framework for the sector through the cre-

ation of new government entities and an overhaul of

related laws. Under the current Oil and Gas Regulation

of 2002, which updated the 1998 Oil and Gas Act,

exploration and production activities are regulated by

the Department of Petroleum and Energy (DPE). 

MAKING CHANGES: The system is on track for a major

shake-up in the near future as the government moves

forward to create a Petroleum and Energy Authority

(PEA) to oversee the sector in a similar manner as the

Mineral Resources Authority, which was created in 2007

to administer the mining industry. The goal of this trans-

formation is to create a robust regulator in the face of

strong foreign investment, which would replace the

DPE, according to statements made by William Duma,

the former minister of petroleum and energy, at the

PNG Mining and Petroleum Investment Conference in

December 2013. He went on to outline the major fea-

tures of the new authority, stating that it would be gov-

erned by a board of directors subject to new updated

legislation. Petroleum operations would be overseen

by a petroleum advisory council and would be split into

separate oil and gas divisions, while energy (electrici-

ty) would be guided by an energy advisory council. 

The new PEA would also take on the responsibilities

of policy research, formulation and development. A

draft of enacting legislation for the new authority is

planned to be submitted to Parliament by November

2014, followed by a period of transition and full imple-

mentation by mid-2015. 

This new legislation could also include changes to

the natural resources tax regime as well, a process that

has been ongoing since the end of 2012. While Prime

Minister Peter O’Neill has indicated “there will be no

drastic or radical change to the laws that exist today,”

he has also made statements to contradict that. In late

2012, O’Neill said the government wanted to achieve

“fair and equitable distribution of benefits to all stake-

holders”, which has prompted concern that the state

could boost taxes and other financial measures skewed

towards both the state and landowners. 

STATE REPRESENTATION: The government owner-

ship structure of energy assets is currently convoluted

with numerous state entities holding stakes in oil and

gas projects. The Mineral Resources Development Com-

pany, for instance, holds a stake in the Kutubu oilfield,

as well as the PNG liquefied natural gas (LNG) project,

while the Independent Public Business Corporation

subsidiary National Petroleum Company (formerly Kro-

ton No 2) also holds a 16.6% share in PNG LNG. 

Petromin PNG Holdings was created in 2007 to oper-

ate as a stand-alone state-owned entity with the man-

date of maximising the value of its mineral wealth. As

such, it held stakes in numerous energy projects, includ-

ing a number of exploration licences and a minimal share

in the PNG LNG project. After just six years, Petromin

was scrapped in favour of the new Kumul Trust struc-

ture. Under this scheme, all state-held mineral resources

fall under the trust’s three entities: Kumul Petroleum

Holdings, Kumul Mining Holdings and Kumul Corpora-

tions Holdings. According to the government, Kumul

Petroleum Holdings would absorb all government oil

and gas assets. The exact structure had yet to be

released publicly by mid-2014. 

In addition to these companies, in March 2014 O’Neill

announced that the government would purchase just

under 150m shares in Oil Search (OSH) at A$8.20 per

share. The oil and gas company has numerous inter-

ests in PNG, including a stake in PNG LNG and in petro-

leum retention licence 15, which holds the majority of

natural gas expected to be tapped in the country’s next

big LNG project. As of mid-2014 it remained unclear

what entity would be responsible for these shares. 

The government previously used a separate block of

OSH shares as collateral to obtain a loan from the Abu

Dhabi-based International Petroleum Investment Com-

pany in order to fund its share of the PNG LNG project.

The government has

announced plans to

establish the Petroleum

and Energy Authority,

which is expected to serve

as a robust regulator in the

face of strong foreign

investment.
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Established in 2013, the

new Kumul Trust structure

divides all of the state’s

mineral resources into

three entities and is

planned to absorb all of the

government’s assets in the

oil and gas sector.

In flux
Future developments could largely depend on regulatory and 
structural changes
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Mining
Mineral reserves among the most diverse in the region

Undeveloped gold mines can lift current production

Foreign multinationals keep a close eye on regulation

Extracting undersea deposits is the next frontier



MINING OVERVIEW

About 200 mineral exploration and mining licences have been issued

Situated within the Pacific ring of fire and immensely

rich in mineral deposits, Papua New Guinea is one of

the last frontiers for mining firms searching for unex-

ploited treasure. Yet the same geologic forces which

have concentrated gold, copper, nickel and other pre-

cious metals within the country – at the convergence

of the Australian Plate to the south and the Pacific

Plate to the north – have also contorted the earth’s

crust into rugged mountain ranges and steep valleys.

The logistical challenges posed by these geological

conditions, combined with delicate social and cultur-

al relationships among the country’s diverse inhabitants,

have in previous years proven to be significant barri-

ers for multinationals seeking to commercialise PNG’s

vast natural resources.

ON THE UP: In spite of these issues, strong global

demand for raw materials amidst the backdrop of the

commodity super-cycle continues to fuel investment

in the country’s mining sector. While mining develop-

ment has slowed in recent years, several new, poten-

tially large-scale mines are nearing the production

phase and exploration work is continuing at other sites

across the country. As of July 2014, 345 active miner-

al exploration and mining licences had been issued by

the Mineral Resources Authority (MRA), covering a

large area of the country.  In addition there are 175 con-

version tenements and 249 new or renewal applica-

tions under consideration. 

As of early 2014, a total of seven mines produced

the lion’s share of PNG’s mineral output, with all but

one focusing primarily on the country’s rich copper/gold

porphyry deposits. These are the Ok Tedi mine in West-

ern Province, Porgera in Enga Province, Lihir and Sim-

beri in New Ireland Province, Tolukuma in Central

Province, Hidden Valley in Morobe Province, and Ramu

in Madang Province (which produces nickel/cobalt). 

BOOK VALUE: While still a major source of finance in

the country’s ongoing economic development, mining

revenues for the government have fallen significantly

in sync with softening global commodity prices. These

external factors, when combined with lower output

from PNG mines and domestic uncertainty over new

mining legislation, have been trying for the mining sec-

tor over the past year.

After peaking at PGK6.38bn ($2.59bn) in 2010, gold

exports have fallen in consecutive years to PGK5.97bn

($2.43bn) and PGK5.2bn ($2.11bn) in 2011 and 2012,

respectively, with first-quarter 2013 results of

PGK999.5m ($406.3m), as per data from the Bank of

PNG (BPNG), the central bank. Exports of the country’s

second-most-valuable mineral export, copper, showed

similar declines as shipments fell from PGK3.09bn

($1.26bn) in 2010 to PGK2.07bn ($841.4m) in 2012,

and PGK325.7m ($132.4m) through the first three

months of 2013. As a result, money generated from

resource extraction industries, which includes both the

mining and energy sectors, declined from an estimat-

ed 24% of government revenue in 2011 to just 12% in

2012, according to a January 2014 report released by

ratings agency Standard & Poor’s. 

After spiking from PGK614.5m ($249.79m) to

PGK1.9bn ($772.3m) from 2009 to 2010, mineral pay-

ments to the government declined to PGK1.56bn

($634.1m) and PGK1.53bn ($621.9m) over the next

two years, with first quarter 2013 receipts totalling

PGK267.2m ($108.6m), according to BPNG data. 

Government revenue from the mineral sector is

derived primarily via company tax, which accounted for

78.63% of income in 2012, followed by dividends at

9.87%, with the remainder coming in the form of a div-

idend withholding tax. However, with domestic mines

projected to boost production, exports and related

government revenue are on course to bounce back.

According to the country’s national budget, financing

from the mining and petroleum tax is expected to

increase from PGK815.7m ($331.6m) in 2013 to PGK1bn

($406.5m) in 2014, in addition to a further PGK133m

($54.1m) set to be accrued from dividends. 

OK TEDI: An important contributor to the economy for

a number of years, the Ok Tedi mine is the longest-run-

Although gold and copper

sales form the backbone of

sector revenues, exports

have fallen in recent years.

Results for first quarter

2013 show that revenues

for the two minerals stood

at $406.3m and $132.4m,

respectively. 

Mining and petroleum

taxes are expected to

increase their contribution

to the national budget,

rising from $331.6m in

2013 to a projected

$406.5m for 2014.
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ning gold and copper operation in PNG. Situated at Mt

Fubilan in the Star Mountains of Western Province, the

open-pit operation has been operating under Ok Tedi

Mining Limited (OTML) since 1984 and has produced

more than 4.3m tonnes of copper, 11.6m oz of gold

and 27.25m oz of silver. Ore from the mine is extract-

ed and transported by slurry pipelines and barges more

than 1000 km down the Fly River to storage vessels sit-

uated in the Gulf of Papua before being loaded on to

bulk freighters for further refining in Asia and Europe. 

Production at the mine declined to around 120,000

tonnes of copper concentrate in 2013 from just over

125,000 tonnes in 2012 and 130,456 tonnes in 2011,

according to OTML data. Gold production remained

below annual average at around 450,000 oz as well. 

Total reserves at the mine are estimated by OTML to

measure 569 tonnes at 0.59% copper and 0.70 grams

per tonne (g/t) of gold, with ore reserves of 129m

tonnes at 0.70% copper and 0.79 g/t gold. Output was

negatively affected by several factors in 2013, includ-

ing pit flooding in July and August, mechanical failures

with grinding and mill crushing machinery, and ship-

ping complications with the mine’s largest customer,

Pasar, due to the effects of a typhoon. 

Similar to other mines, Ok Tedi has experienced lean-

er times over the past year, as lower commodity prices

and lower concentrate shipments drove down after-

tax profits to $17m in 2013 from the previous year’s

earnings of $472m, according to company reports. 

INJECTING NEW LIFE: As the grades from the open-

pit mine decline, an interim mine extension approval

was granted by the government in 2012 and further

extended until September 2014. The state has approved

an extension to the pit shell, which would allow min-

ing to continue through to the end of the current spe-

cial mining lease in 2022. The extension is expected to

yield an additional 700,000 tonnes of copper and 2.3m

oz of gold. While the mine will remain productive through

2022, its annual ore throughput will decline consider-

ably during the transition as throughput will be con-

strained to 15m tonnes per annum (tpa) compared to

current levels of 23m tpa, according to OTML. 

Over this time gold recovery rates are expected to

decline from current levels of around 450,000 oz per

annum to just over 200,000 oz by 2021, before a brief

spike in 2023 nearing 400,000 oz and then tailing off

towards the end of the mine life. Copper output will

follow a similar trajectory, declining from 120,000 tpa

to about 75,000 tpa in 2021 before rebounding to

almost 125,000 tpa in 2023. 

SECTOR CHALLENGES: The review of the mine’s exten-

sion options coincided with a more controversial deci-

sion  to transfer ownership of OTML to the state, which

was made by the government in September 2013. The

move was initiated by legislation passed in Parliament

at the behest of Prime Minister Peter O’Neill, which

essentially cancelled majority-holder PNG Sustainable

Development Programme’s (PNGSDP) 63% stake in

OTML and transferred it to the state. 

As a result, the government now holds a 100% share

of the mine. Other legislation, passed at the same time,

also annulled a 12-year-old decree providing former

operator BHP Billiton, an Anglo-British mining compa-

ny, immunity from prosecution for the environmental

damages stemming from the mine in the 1990s, as

well as taking control of a $1.4bn SDP developmental

fund that is currently held in Singapore. 

The PNGSDP has vowed to challenge the move, with

the World Bank’s International Centre for Settlement

of Investment Dispute registering PNGSDP’s arbitration

request on December 20, 2013. Court proceedings

have also been launched in Singapore, where PNGSDP

is registered as a company by limited guarantee. No final

decision had been reached at the time of writing, with

the case still pending. PNGSDP has since transferred

its operations to Australia. 

The mine was originally owned and operated by BHP

(now BHP Billiton) throughout the 1980s and 1990s

until BHP divested its 52% stake in the project to the

government in 2002 as part of a settlement for envi-

ronmental damage incurred from waste dumped into

the Fly River catchment. As part of the arrangement,

the state took control of 36.6% equity in OTML, while
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The government has increased its stake in some local operations

Lower commodity prices

and concentrate 

shipments have driven

down profits and earnings

for some mining operators

over the past year.

Gold & copper exports by value, 2003-13 (PGK bn, f.o.b.)
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the government-owned, but independently run, PNGS-

DP retained the remaining 63.4% (including an 18%

stake purchased from Canadian mining company Inmet

in 2011). This was under a mandate to create and man-

age a developmental fund to compensate landowners

for damage incurred by the mine. In addition to the trans-

fer of the PNGSDP, the mine was also ordered by PNG’s

National Court to cease mining operations in January

2014 due to its waste disposal practices, which involve

discharging rock waste into the river system. The mine

was continuing to operate at the time of writing, with

OTML representatives stating that they had yet to be

served with a cessation order by the authorities.

PORGERA:The second of the country’s leading deposits

is the Porgera mine, operated by heavyweight Barrick

Gold, which is also one of the longest-running gold

operations since it began production in 1994. Situat-

ed in the highlands of Enga Province in the centre of

the country, roughly 600 km north-west of Port Mores-

by, the Porgera mine sits at an altitude of 2200-2700

metres and is accessible by a 680-km roadway wind-

ing down to the coastal port of Lae. 

Along with Barrick Gold’s 95% equity stake held by

a subsidiary in the joint-venture (JV) ownership, the

remaining 5% share is split evenly between the Enga

provincial government and local landowner groups. 

The lion’s share of production is generated from the

site’s open-pit mine, which boasts a maximum output

of 100,000 tonnes per day (tpd) and is complement-

ed by a higher-grade subterranean operation with an

output of 3000 tpd. On-site processing operations have

a capacity of approximately 17,000 tpd. 

Production from the open-pit and underground min-

ing operations for Barrick yielded 482,000 oz of gold,

up from the 436,000 oz tallied the previous year, accord-

ing to company reports. Operations in 2013 shifted

towards focusing primarily on higher-grade under-

ground ore (averaging approximately 7.5 g/t compared

with 3 g/t for the pit mine), which has yielded higher

output, but has also shortened the projected mine life

from 13 years to nine. As a result of increased through-

put and grade, total production at the site rose by 11%

over 2012 output. 

Proven and probable reserves for Porgera are esti-

mated at 25.5m tonnes graded at 0.12% for 3.05m oz

of gold at the end of 2013, with reserves declining sig-

nificantly from 6.22m oz in 2012. 

Although the company incurred fewer operational

disruptions in 2013 compared to the previous year, the

Porgera mine has continued to be plagued by illegal

miners entering the site, resulting in losses due to theft

and destruction of property, as well as increased safe-

ty risks. Local media reported in March 2014 that about

1000 illegal miners entered the open-pit area of the

mine, hampering operations as well as damaging expen-

sive and sophisticated mine equipment. Local and

provincial government security forces have so far been

ineffective in securing the area. 

LIHIR: As other mines anticipate the winding down of

their operations, the Lihir gold mine ratcheted up pro-

duction in 2013 with the completion of its million-

ounce plant upgrade. With this $1.3bn investment now

completed, operator and owner Newcrest Mining has

been able to accelerate output at one of the largest

working gold deposits in the world. 

The Lihir operation is 100%-owned by Newcrest, fol-

lowing the acquisition of Lihir Gold in August 2010. Year-

on-year (y-o-y) gold production ending in June 2013

totalled 649,340 oz, up from 604,336 oz produced the

previous year, according to company records. In addi-

tion, the mine yielded another 19,770 oz of silver y-o-

y compared to 10,558 oz in 2012. 

Situated on Niolam Island in New Ireland Province,

around 900 km north-east of Port Moresby, the con-

ventional open-pit mine operates within the extinct

Luise Volcano Caldera. The mine employs traditional drill,

blast, load and haul techniques of a single ore body with

three linked open pits: Minifie, Lienetz and Kapit. Pro-

cessing of the predominantly refractory sulphide ore

is carried out using autoclaves pressure oxidisation

before the gold can eventually be recovered by a con-

ventional leach process. 

Major expansion of the mine’s processing plant was

completed in early 2013, resulting in a new annual

maximum capacity of 1m oz. The improvements con-

sist largely of a substantial replication of existing process

streams including the installation of a fourth autoclave

(nearly double the size of the three existing autoclaves)

and milling equipment, oxygen production capacity,

leaching capacity and flotation. 

The new, 450-tonne-per-hour autoclave and a 70-

tonne-per-hour oxygen plant are among the largest in

the world. As a result of these upgrades, capacity of

the facility has been dramatically improved, leading to

a 52 % increase in tonnes milled in the second half of

FY 2013 compared with the first six months, and the

mine is expected to achieve a capacity of around 1.4m

oz per annum by 2018. First discovered in 1982, the

mine’s mineral resource is estimated by Newcrest to con-

tain 64.2m oz of gold including an ore reserve estimat-

ed to hold 32.7m oz of gold as of December 2012.
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The capacity of some facilities has been increased following infrastructure and machinery upgrades

Although greater focus on

higher-grade underground

ore rather than on open-pit

mining has boosted output,

it has also shortened the

projected lifespan for some

mines.
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After production was initiated in 1995, gold mining is

expected to continue at a high output until 2021, with

processing of lower-grade stockpiles planned to con-

tinue through at least 2030. Early mining efforts have

targeted primarily the Lienetz and Minifie pits, leaving

future activity for the adjacent Kapit site. 

HIDDEN VALLEY: One of the most recent additions to

PNG’s mining portfolio, the Hidden Valley gold mine,

operates as a JV between Newcrest and South Africa’s

Harmony Gold Mining. The 50:50 partnership was

cemented in 2008 when both companies agreed to form

Morobe Mining JV to operate the Hidden Valley mine,

in addition to Wafi-Golpu JV and the Morobe Exploration

JV. Tapping into the same gold fields along the Papuan

Orogenic belt already exploited by other productive

mines such as Ok Tedi and Porgera, Hidden Valley is locat-

ed roughly 90 km south-west of Lae in Morobe Province. 

Mining operations consist of the Kaveroi and Hama-

ta open-pit mines, set approximately 6 km apart, with

a 5-km conveyor belt to transport ore to the process-

ing facility. The on-site ore treatment plant was com-

missioned in August 2009 before being upgraded in

2010. Operating at full capacity the project is set to be

able to extract more than 250,000 oz of gold and 3.6m

oz of silver per year over a projected 14-year mine life.

Annual production for the financial year ending on

June 30, 2013 totalled approximately 170,000 oz, down

4% from the 177,000 oz produced at the mine the pre-

vious year, according to Newcrest company data. Sil-

ver production remained steady at 1.71m oz in 2013,

slightly down on the 1.72m oz produced in 2012. The

decline in output was attributed to lower-grade ore

being processed as well as a decrease in throughput

due to processing inefficiencies and poor plant avail-

ability. Resources at the mine are estimated to contain

6.6m oz of gold and 115m oz of silver, including ore

reserves of 3.6m oz of gold and 64.2m oz of silver. 

RAMU: PNG’s most recent mine is the Ramu nick-

el/cobalt development in Madang Province. Opera-

tions are run by Ramu NiCo Management (MCC), which

was created by the project’s four stakeholders – Chi-

na’s MCC (85%); Pacific Highlands’ subsidiary Ramu

Nickel (8.56%); the PNG government, which is represent-

ed by Mineral Resources Madang (3.94%); and local

landowners through Mineral Resources Ramu (2.5%).

While the project has faced some opposition during its

development, including environmental concerns and

violent attacks in August 2014, production from the mine

is expected to reach 22,000 tonnes in 2014. 

MID RANGE: While not every mine can boast diverse

and extensive deposits, PNG also has a number of small-

er mines supplementing gold production, including the

Tolukuma, Simberi and Sinivit mines. 

The most active of these mines is Simberi, situated

on the northern-most island of the Tabar archipelago

in New Ireland Province. The owner and operator of the

mine, St Barbara, is investing heavily in new exploration

infrastructure and a processing plant upgrade in an

effort to boost production to more than 100,000 oz

per annum. The upgrades include expansion of the

oxide plant, as well as other measures which together

are projected to boost throughput to 3.5m tpa by the

end of FY 2014 in June. 

The low strip open-pit mine has been in production

since 2008, with output for the first 10 months of FY

2013 reaching 45,609 oz. The mine operator is project-

ing output for 2014 to reach between 85,000 and

100,000 oz. Proven and probable reserves at the mine

totalled some 60.44m tonnes graded at 1.4g/t for

2.21m oz of gold, according to St Barbara data. 

While it has been producing gold since 1995, the

Petromin-owned Tolukuma mine located in the Owen

Stanley Range has seen its output fall from a peak of

around 80,000 oz in 2005 to 35,000 oz in recent years.

The state-owned company is optimistic about a turn-

around in the coming years, however, and has mount-

ed an aggressive exploration campaign that has yield-

ed promising results, in particular for exploration licence

areas 580, 894, 1661, 1264, 683 and 1379. 

The Sinivit mine, owned and operated by Toronto-

listed New Guinea Gold, has not been fully operational
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Equipment upgrades are set to boost output for smaller operators

Several relatively new

mines should help to raise

production of gold, silver,

nickel and cobalt in the

medium term. In addition,

PNG is also home to a

number of smaller mines

producing gold. 

SOURCE: Bank of PNG

Mineral sector payments to gov't, 2011-13 (PGK m)

                                       Receipts

As of end of quarter                Company tax DWT Dividends (net) Total receipts

2011      

Mar     552.4 – –   552.4 

Jun    447.8 – –   447.8 

Sep    184.4 28.5 82.3   295.2

Dec    181.6 20.5 59.3   261.4

Total    1366.2     1556.8

2012      

Mar     167.3 – 125.7   293.0 

Jun    370.5 76.4 125.7   572.5

Sep    328.6 – –   328.6

Dec     339.2 – – 339.2

Total    1205.6     1533.3 

2013      

Mar    267.2 – –   267.2



MINING OVERVIEW

while the company attempts to raise capital and com-

ply with PNG regulations, which would allow it to resume

full-scale gold mining. The mine, which is located approx-

imately 50 km south-west of Rabaul in East New Britain

Province, has been active on and off since 2007. Out-

put has averaged around 8000 oz per annum, with the

most recent available figures showing output of 495

oz of gold and 504 oz of silver during a partial produc-

tion run in the first half of 2012. 

The government renewed the exploration licence

on the claim in May 2012, extending its validity until

2022, but this was subsequently overturned by a Nation-

al Court decision in December 2013. The renewal is cur-

rently being re-assessed. Exploratory results released

by the company in February 2013 increased its indi-

cated resource estimates on the primary Kavursuki vein

system to 283,000 tonnes at a grade of 3.7 g/t, which

equates to roughly 33,000 oz of gold.

DIGGING DEEPER: The next wave of mineral projects

is already moving forward to add to the current stock.

Similar to their predecessors, these are primarily gold

and copper development schemes, and include sites

such as Frieda River, Yandera, Wafi-Golpu, Mt Kare, Sol-

wara 1 (see analysis) and Woodlark Island. The Frieda

River project in particular has the potential to become

a high-performing copper and gold mine, which could

produce upwards of 100,000 tonnes of copper and

160,000 oz of gold per year for a projected 18-year mine

life, according to operator PanAust. The Yandera cop-

per mine located in Madang Province is next in line with

measured copper resources of 248m tonnes graded

at 0.43% and contained copper of 1.07m kg, accord-

ing to operator Marengo Mining. The project also con-

tains measured gold resources of 155m tonnes, with

a grade of 0.17% for 847,172 oz of contained gold, as

well as 45.81m kg of measured contained molybdenum. 

Situated in Morobe Province, the Wafi-Golpu deposit

was first discovered in 1979 and holds an estimated

28.5m oz of gold and 9.1m tonnes of copper, while the

Kula-Gold-operated Woodlark Island project holds 2.1m

oz and an ore reserve of 766,000 oz. Kula Gold’s sub-

sidiary Woodlark Mining (PNG) was granted a condi-

tional mining lease for the site in June 2014.

The Mt Kare project, operated by Australia-listed

Indochine Mining and located near Porgera in Enga

Province, also contains mineral resources estimated at

28.4m tonnes, with grades of gold at 1.68 g/t and sil-

ver at 17.2 g/t, which amounts to a total of 1.53m oz

of gold and 15.7m oz of silver, respectively.

In spite of the promising results, the current down-

turn in commodity prices and resulting tightening of

capital available for mine development has pushed

back the timetables for a number of projects. As many

of the world’s largest mining companies are signifi-

cantly scaling back exploration activity, the projected

commissioning dates for the Frieda River, Wafi-Golpu

and Yandera mines have all been postponed. 

BOUGAINVILLE: Lastly, Bougainville Copper, one of

PNG’s most challenged mines, holds more than 5m

tonnes of copper and 19m oz of gold reserves at the

Panguna copper deposit. Once the country’s main eco-

nomic driver, the mine, which is owned by the Rio Tin-

to subsidiary, has been closed since a separatist con-

flict began on the island in 1989 and the creation of

the Autonomous Bougainville Government. 

Prior to the suspension of mining, the Panguna site

was producing about 180,000 tonnes of contained

copper annually, along with a smaller quantity of gold.

Recent overtures by the O’Neill government could be

alluding to a thaw in relations as the PM became the

first PNG leader to visit Bougainville in 15 years, when

he made the journey in early 2014. Bougainville Cop-

per, which is still listed on the Port Moresby Stock

Exchange and is 53.83% owned by Rio Tinto, with the

government holding a 19.06% share, has also stated that

it is planning on setting up an office in Bougainville at

some point in 2014. 

ALLUVIAL MINING: Another promising segment of

PNG’s mining industry is alluvial mining, which has been

practised on a small-scale level since the 1920s. PNG

will host its first Alluvial Mining Convention in Lae in

September 2014, with the intention of bringing togeth-

er stakeholders interested in the segment. Although

alluvial gold production has been declining since 2011,

when PGK360.3m ($146.5m) was produced, the first

half of 2014 saw PGK225.8m ($91.8m) worth of pro-

duction, potentially marking a rebound.

OUTLOOK: While the volume of 2014 gold exports

should exceed 2013 figures due to new mining activ-

ity, revenues are likely to remain flat as a result of soft-

ening commodity prices. Any production increases are

expected to be spearheaded by Newcrest’s Lihir gold

mine as a result of its first full year of operations after

completing its million-ounce upgrade, as well as pro-

cessing enhancements at the Simberi mine and increas-

ing efficiencies at the Hidden Valley processing facili-

ty. Aside from these projects, the medium-term outlook

in PNG is less clear due to the mining industry’s cur-

rent global investment climate, which has led to delays

in some of the country’s largest projects, all of which

are unlikely to be realised before the end of the decade. 
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Lower commodity prices and limited availability of capital are key challenges for mine development

Gold and copper account

for the bulk of most

planned mineral projects,

and range from Frieda

River, Yandera and 

Wafi-Golpu to Mt Kare and

Solwara 1.
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Byron Chan, Minister for Mining

Given current world economic trends, when can the

recovery of the mining sector be expected?

CHAN: We had a slow start to 2014, but the sector is

set to recover promptly in the second quarter of 2015.

This is what analysts are forecasting for the industry

worldwide. Specifically in Papua New Guinea, the

improved economic conditions and the windfall derived

from the PNG liquefied natural gas (LNG) project should

strengthen the position of the kina, thereby providing

a more secure platform for investments made by the

major and mid-sized companies that have sustained the

industry during this downturn. We have seen a lot of

firms significantly scaling back production over the last

couple of years, but this is nothing new in such a cap-

ital- and labour-intensive industry as mining. 

In what ways did mining operators contribute to the

present market conditions?

CHAN: In hindsight, perhaps industrial plans were based

on overly optimistic gold prices as a benchmark, but

forecasts are always tricky, as commodity prices depend

on many external factors. The fact that massive proj-

ects like Lihir Gold and Hidden Valley have scaled down

production has inevitably affected our tax revenues, but

we feel confident about the future, which is why we

are currently issuing new licences. We recently issued

a mining lease to Woodlark Mining for a period of 10

years, which shows the interest that foreign investors

still have in PNG. Once operational, Woodlark Mining

will be essential for the socioeconomic development

of Milne Bay, especially after the closure of the Misi-

ma Mine. At this stage, I would encourage more firms

to fast track their feasibility studies and apply for licences

in order to show investors and financiers that they

have access to the resources that would be developed.

How significant is the development of Solwara 1,

the world’s first deepwater mine?

CHAN: The Solwara 1 project is the first of its kind in

the South Pacific region, and clearly it will take mining

into a new era of deepwater exploration. While in the

past we have seen activities at 200 metres of depth,

we are talking about seabed mining at 1500 metres,

which requires state-of-the-art technologies and entails

engineering challenges never faced before. PNG’s gov-

ernment, which is a partner with a 15% stake and is

contributing PGK327m ($132.9m) towards the cost of

the operation, will also have intellectual property rights

in the project, which puts this country at the forefront

of the industry worldwide. The seabed of Solwara 1 is

very rich in minerals, especially gold, copper and zinc,

and it is expected to generate significant revenues

when production starts in 2016, with an estimated life

expectancy of five years. While the project is contro-

versial, the current administration has conducted all the

necessary environmental impact studies, and the UN’s

International Seabed Authority has, in fact, welcomed

Nautilus Minerals’ agreement with PNG. 

What major legislative changes are expected to

improve the industry? 

CHAN: For a while we have been striving to achieve the

most efficient level of production, the highest degree

of environmental protection and the most equitable

distribution of social benefits when it comes to the

mining industry in PNG. The goal of new legislation will

be to increase the participation of the government and

landowners, as we want to be a more involved in devel-

opments. With the LNG windfalls entering the system,

we expect the kina to be much more stable in the future,

offering a perfect backdrop for long-term investment.

As such, there is little doubt that PNG now offers a much

better environment to conduct business, and we would

want investors to park their capital here, as they have

in Singapore, Dubai and Hong Kong. The recently cre-

ated PNG Sovereign Wealth Fund and Kumul Mining

Holdings will also act as transparent and accountable

organisations to sustain the industry. We do not want

to bite into operators’ profits, as in some other mar-

kets, but we will require a more equitable distribution.
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Nigel Parker, Managing Director & CEO, Ok Tedi Mining

The debate over the benefits or disadvantages of the

fly-in-fly-out employment model in the PNG resource

industry is, in my view, often misguided, as it tends to

target foreign employees, when in reality it is more

applicable to the national workforce. Most resource

extractive operations are located in very remote areas

of PNG, so there is a need to recruit skilled workers from

outside the local area. As the proportion of foreign

employees in most extractive operations is less than

10% of the total workforce, the majority of employees

are in fact nationals from other parts of the country.

At Ok Tedi, for example, the workforce is composed of

6% foreign employees (in a mix of residential and fly-

in-fly-out), 22% local area nationals and 45% national

employees on the fly-in-fly-out roster, with the bal-

ance of the workforce living on-site, but drawn from

other areas of PNG. This composition exists despite

the fact that Ok Tedi has, over the last 35 years, estab-

lished a modern township in Tabubil with over 1000

houses for residential employees.

The fly-in-fly-out model has its benefits, especially

for non-local employees, and in particular nationals, who

can regularly travel back to see their families, keep their

cultural ties intact and also contribute to the social and

economic development of their village, district and

province. Not having this flexibility would have a sig-

nificant social impact on employees and their families

in a culturally diverse country like PNG.

The debate within the resources industry also extends

to the value of townships and their future use once

resources are depleted and the extractive operations

are closed. The significant investments in public infra-

structure – such as hospitals, power stations, roads, air-

ports and utilities – as well as the social fabric that is

built around an extractive resource township, pose a

major challenge for resource companies that want to

avoid leaving behind a negative legacy and potential

future liabilities. If authorities are going to insist on

resource companies establishing townships in PNG,

there has to be a long-term plan that meets the needs

of all stakeholders in order to justify the massive invest-

ments required to build infrastructure in remote areas. 

One of the models proposed so far involves resource

companies allocating sufficient revenues to meet the

costs of providing utilities and services, such as roads,

electricity generation and distribution, water, and

garbage collection – effectively a full-service town-

ship. What hasn’t been addressed is the establishment

of governance structures for townships created in this

way. This has many socio-political implications and will

inevitably require a broader discussion at a national lev-

el. The Australian municipal model, which was inherit-

ed from the colonial period, has essentially failed in the

delivery of essential services to the people. 

With regard to the Ok Tedi experience, the fact that

the Tabubil township is built on a special purposes lease,

which will expire when the mine closes, means that third

parties cannot obtain long-term land tenure in Tabu-

bil for potential commercial activities. This represents

one of the major constraints to attracting investment

and assuring long-term social and economic develop-

ment. After a mine closure, the land reverts to the orig-

inal landowners, therefore investors are reluctant to

invest significant amounts of capital in infrastructure.

This issue could be addressed by the government tak-

ing the necessary steps to convert special purpose

mining leases into urban development leases, so that

individuals or organisations can be granted subdivi-

sion land titles under the PNG Land Act.

The future of Tabubil is a complex issue, and the

same is true for other resource supportive townships

in PNG, as land is considered a part of the soul in this

country. I believe that there has to be a concerted

effort by the government, landowners and mining com-

panies to consider the advantages and disadvantages

before deciding whether a resource company should

be required to develop a supportive township. How to

develop Ok Tedi’s Tabubil hospital in a way that will be

sustainable post-mine closure will require cultural sen-

sitivity and coordination between all the stakeholders.
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Exploratory licence areas will be reduced to a maximum of 1250 sq km

Although mineral extraction provides a large portion

of the country’s economic output and exports, much

of Papua New Guinea’s vast mineral wealth remains

underexplored due, in part, to the mining sector’s chal-

lenging regulatory regime. Grey areas include, but are

not limited to, land rights issues, royalties, length of con-

tract, environmental and social obligations, contract

sanctity by the government, and perhaps most impor-

tantly, a lack of clarity regarding ongoing revisions to

the country’s overarching mining law. 

NEW MINING ACT: The sector operates under an over-

lapping regulatory framework including the 1992 Min-

ing Act, the 1977 Mining (Safety) Act and the PNG

Mineral Policy. The country has been looking to over-

haul its complex legislation as part of creating a broad,

overarching structure that will both update existing

policies as well as lay the groundwork for previously neg-

lected areas. First initiated in 2009, the legislative review

appears to be nearing the finish line after the mining

minister, Byron Chan, told local press in December 2013

that Parliament had been briefed on proposed changes

to the Mining Act the month prior and had expressed

“overwhelming support”. 

After finalising and reviewing the proposed changes

with a number of consultants in 2013, the Department

of Mineral Policy and Geohazards Management

(DMPGM) is currently planning to receive final approval

by stakeholders and submit the revised Mining Act to

the government at some point in 2014, with full imple-

mentation expected by 2015. 

SPECIFICS: According to Chan, the review is focused

on amending eight core areas. These include mineral

ownership; greater national participation; increased

and better distribution of mine-derived benefits; infra-

structure developments; relocation and resettlement

planning; mine closure and rehabilitation; sustainabil-

ity of communities impacted by mining projects; and

improved monitoring and regulation by the state. 

These changes are expected to be sweeping, touch-

ing upon nearly every aspect of the existing law, as well

as helping to formulate policy for previously unacknowl-

edged developments. 

Beginning with the preconditions necessary to apply

for an exploration licence, prospective mining compa-

nies operating under this new revised code will first have

to fulfil a number of obligations, specifically formulate

a community engagement plan and grievance mech-

anism, secure an environmental permit and satisfy oth-

er criteria, according to the DMPGM. The requirements

will increase regarding the application of a mining lease

as well, and will include a conceptual mine closure plan,

mine waste management plan, landholder relocation

plan, local business engagement plan, and social map-

ping and landholder identification.

AMENDMENTS: Once an exploration licence is grant-

ed, its validity will cover a five-year period (up from two

years under current legislation). The maximum size of

exploration licence areas will be halved from 2500 sq

km to 1250 sq km, while also limiting the maximum

amount of exploration licences held by a single entity

to 10. Licence applications received by the Mineral

Resource Authority are mandated to be turned around

within three months and can be submitted online. 

Mining leases, which are used during the production

phase, are set to be extended from 20 to 40 years, with

a possible 20-year renewal in order to cater to large-

scale, long-term projects. Special mining leases will be

phased out entirely. Other administrative changes

include mining retention licences as well as reporting

protocols and transfer pricing to curb tax avoidance. 

The state will also have the right to assume up to 50%

participation in any mining project, with 5% each des-

ignated for provincial governments and landholders dis-

tributed from the state’s share. This is up from the 30%

maximum stake that currently applies. Under the new

framework this 30% share – which is purchased by the

government paying an equivalent rate of capital expen-

diture for the project – may be supplemented by a new

provision granting the government the authority to

purchase another 20% equity stake at full commercial

Revision to the sector’s

regulatory regime, which is

currently governed by the

1992 Mining Act, the 1977

Mining (Safety) Act and the

PNG Mineral Policy, is under

discussion in Parliament.
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during the production
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extended from 20 to 40

years. 

Devil in the detail
Understanding the amendments to the regulatory framework
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value in any resource project (for a total of 50%). Roy-

alties will remain set at a rate of 2% freight on board.

Downstream processing requirements, mandating that

70% of minerals extracted must be smeltered and

refined in the country, could prove to be a challenge,

however, to the new mining act. The main hurdle to this

requirement, apart from the huge capital costs required

by mining companies to build and operate smelters, is

the lack of adequate power capacity necessary to run

these energy-intensive operations. 

EXTENSIVE CHANGE: Increased social and environ-

mental safeguards are also anticipated, which would

likely lead to greater obligations by miners in areas such

as a mine closure fund for local communities, involun-

tary resettlement policy, sustainable mining develop-

ment policy, mining safety, community awareness and

consultation programmes, and other modifications to

the requirements of environmental and socio-econom-

ic impact statements. New regulations governing the

management of previously unexploited resources such

as seafloor mining, geothermal resources, coal seams

and coal-bed methane are also expected. 

In addition to the review and development of min-

ing policies and legislation, the government has initi-

ated a number of key changes in the sector including

the introduction of the Kumul Trust, the establishment

of a sovereign wealth fund and, controversially, nation-

alisation of Ok Tedi Mining Limited (OTML). 

Highly dependent on the revenues from OTML, Par-

liament passed legislation in September 2013 that

signed over the 63% share of the company held under

the PNG Sustainable Development Programme (PNGS-

DP) project. Further, the government is also seeking con-

trol of the $1.4bn, long-term investment fund, which

was under the helm of a board of public and private

appointees in Singapore.

ALTERING PERCEPTIONS: Although the end results of

the policy formulation will not likely be finalised until

2015, an updated and stable framework for the coun-

try’s evolving mining sector is hoped to alleviate some

of the perceived risk currently associated with PNG. The

unresolved changes to the country’s mining regulato-

ry framework combined with other stand-alone inci-

dents such as the takeover of OTML, restructuring of

government mineral asset holding companies and issues

with the Solwara 1 project continue to have a detri-

mental effect on the perceived risk of operating min-

eral extraction projects in the county. 

Under the current regulatory framework, PNG con-

tinues to receive low marks. According to the Fraser

Institute’s “2013 Annual Survey of Mining Companies”,

the policy perception index measuring governments on

the attractiveness of their respective mining policies

ranked PNG 84th out of 112 countries, with an over-

all score of 24.7 out of a possible total of 100. 

Policy factors examined include uncertainty con-

cerning the administration of current regulations, envi-

ronmental regulations, regulatory duplication, the legal

system and taxation regime, protected areas and dis-

puted land claims. Infrastructure, socio-economic and

community development conditions, trade barriers,

political stability, labour regulations, quality of the geo-

logical data base, security, and labour and skills avail-

ability were also examined.

A number of factors have influenced the country’s

low score. A recent decision by Parliament to nation-

alise the PNGSDP, for example, has had a negative

impact on international perceptions on the country as

a safe destination for investment. The country’s Cur-

rent Practices Mineral Index (with a maximum score of

1) has declined in each of the past three years the sur-

vey has been issued, falling from 0.67 in 2010/11 to

0.60 in 2011/12, and to 0.29 in 2012/13. The Invest-

ment Attractiveness Index, which measures the effects

of government policy and attitudes towards explo-

ration investment, scored PNG higher at 56.2 out of

100, or in 50th position, above Indonesia and Malaysia.

Assuming no change in the existing regulations and land

use restriction 23% of respondents indicated that the

current system encouraged investment, compared with

40% who said that it was a mild deterrent, and 9% opt-

ing for a strong deterrent, while 26% said that it was

not a deterrent to investment. In terms of the legal sys-

tem, the majority of respondents held negative views

on whether or not PNG’s system was fair, transparent,

non-corrupt, timely and efficiently administered. Opin-

ions were equally split – with 35% each – on whether

this was a mild or strong deterrent to investment. 

A recent move by the Mineral Resource Authority

should help address some of these concerns. A new

tenement management system was implemented in July

2014 in partnership with land management software

developer, Spatial Dimension. The new system will enable

real time management of tenements and provide updat-

ed cadastral data, while online applications will com-

mence as soon as regulatory support is in place. This

will help ensure that PNG continues to move towards

meeting the standards of the Extractive Industries

Transparency Initiative, which were recently adopted

by the PNG government. It is expected that these ini-

tiatives will help boost PNG’s rankings going forward.
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Limited power capacity remains a challenge for running energy-intensive operations in some areas

An upgraded and stable

regulatory regime for the

mining sector should help

to improve international

perceptions of the country

as an destination for

investment.

Under proposed legal

amendments, a mine

closure fund will be created

for local communities, in

addition to community

awareness and

consultation programmes,

as part of an effort to

boost social and

environmental safeguards.
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Sophisticated machinery is needed to support deep-sea exploration

the Solwara 1 deep-sea mining project, which is already

in an advanced stage of development after being award-

ed environmental permits and mining leases in 2009

and 2011, respectively, and has already completed the

construction of much of the specialised equipment

necessary for the project. 

Operated by Toronto-listed Nautilus Minerals, the

project employs proprietary, advanced technology to

carry out low-impact operations yielding high-grade ore

at a site located off the coast of New Ireland and East

New Britain Provinces. Just the second deep-sea min-

ing lease issued in the world, the project targets SMS

(or “black smokers”) that form along seabed ridges in

water depths ranging between 450 and 5000 metres

to harvest concentrated deposits of gold, copper, sil-

ver and zinc from the Bismarck Sea. 

SPECIFICS: A fraction of the size of traditional land-

based mines, at approximately 0.11 sq km and a depth

of 1500 metres, Solwara 1 deposits will be worked by

robotic seafloor-production tools supported by a pro-

duction vessel on the surface, according to Nautilus. 

Three types of custom-built production tools, essen-

tially remote-control robots weighing up to 300 tonnes,

will be employed in the cutting and materials collect-

ing operations. These consist of the auxiliary cutter, fea-

turing an 11.6-metre boom used to level off the seafloor

into more manageable benches, the bulk cutter; which

will grind up large swaths of the targeted material; and

the collecting machine which will suck up the materi-

al and transport it to the sub-sea slurry lift-pump and

then up to the surface. Built by Soil Machine Dynam-

ics in the UK, the three tracked robots are powered by

a cable connected to the surface-support vessel and

controlled using cameras and 3D sonar sensors. 

Upon arrival at the surface-support vessel water is

removed from the slurry and transferred to storage

holds. Lastly, ore is transferred to export vessels for trans-

portation to shore facilities for further processing.

Core samples taken from drillings in 2011 at the Sol-

wara 1 site have revealed indicated levels of copper at

As large-scale commercial

mines mature into

production phases

characterised by declining

grades and rising costs, the

untapped potential of

seabed mining is becoming

a viable alternative.
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Most of these efforts are

focused on identifying and

monetising low-hanging

fruit. This consists of

high-grade deposits found

in seafloor massive

sulphides, which contain

mineral grades up to 15

times higher than those

generally found on land.

What lies beneath
At the forefront of growing interest in deep-sea mining

As global demand for precious metals and other min-

erals presses mining companies to seek out new deposits

in remote locations, the next phase of the mining

growth story could well take place beneath the oceans.

Recent technological advances have brought the indus-

try to a point where regulatory hurdles, rather than tech-

nical abilities, are the primary barrier to embarking on

a new wave of subsea mines, much as the petroleum

industry opened up vast new reserves with the advent

of offshore drilling. Once the domain of fiction, the

commercialisation of underwater mineral deposits via

the utilisation of a fleet of tank-like robots is now on

the verge of becoming a reality. 

ATTRACTIVE: As large-scale commercial mines mature

into production phases characterised by declining

grades and rising costs due to isolated locations and

challenging social and political environments, the

untapped potential of seabed mining is becoming a

viable alternative. Initially most of these efforts are

focused on identifying and monetising low-hanging

fruit. This consists of high-grade deposits found in

seafloor massive sulphides (SMS), which contain min-

eral grades up to 15 times higher than those general-

ly found on land. By targeting only these precise areas,

undersea mining operations are able to operate with-

in a very small locality and thus produce a fraction of

associated waste material, while delivering a high ratio

of material from a low volume of input. 

Other challenges associated with land-based oper-

ations will also be forgone such as no displacement of

indigenous people, ease of transportation by shipping

directly from the site, reusable equipment and higher

workers safety due to the fact that mining operations

are carried out remotely.

SOLWARA 1: Although a number of countries have been

aggressive in offshore exploration of potential miner-

al resources, Papua New Guinea has already situated

itself on the frontline of underwater mining develop-

ment and has issued numerous offshore mining explo-

ration permits. More tangibly, the country is home to
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7.2%, more than 10 times the global mining average of

0.69%. There are also high concentrations of second-

ary minerals, including gold at 5 grams per tonne (g/t),

23 g/t of silver and 0.4% zinc grade. With a total of 1.03m

tonnes of seabed to be mined, the estimated yield

would include 80,000-100,000 tonnes of copper and

100,000-200,000 ounces of gold – equivalent to that

of a modest onshore mine, but with much shorter time-

frame of around three years.

STUMBLING BLOCKS: While the development of the

support infrastructure for the project has continued

uneventfully, the regulatory and financial aspects stem-

ming from the partnership deal that Nautilus and the

PNG government signed in March 2011 to jointly devel-

op the site have fared less well. 

The original projected deadline to begin mining oper-

ations came and went due to disagreements between

the project’s two partners. The primary source of dis-

agreement arises from the government’s resistance to

contributing its $118m share of developmental costs

incurred as a result of its 30% equity stake in the proj-

ect, for which Nautilus initiated the agreement’s dis-

pute resolution mechanism in 2012. The PNG govern-

ment subsequently began a process of international

arbitration to help resolve the dispute.

Nautilus was ultimately awarded damages of some

$118m by the international arbitrator in early October

2013, but delays to payment led Nautilus to terminate

the existing agreement and file for damages in Febru-

ary 2014. One month later, in March, the company

announced work on the Solwara 1 project was advanc-

ing and that seafloor production tools being built for

the project were 90% finished and that the pump and

the riser system were roughly 50% completed. 

For its part, the government as a whole remained

largely silent on the issue, although the minister of

mining, Byron Chan, did tell the local reporters in March

2014 that the delay over payment was due to pressure

by environmental groups and landowners seeking a

more favourable financial position from the contract. 

Chan also addressed a mining conference held in Port

Moresby in December 2013 regarding the issue and

noted that government officials had been working with

local communities in New Ireland, nearby to where the

Solwara 1 project is to be carried out. This is in order

to conduct awareness initiatives regarding the devel-

opment of the offshore mining policy and its implica-

tions under the current and the proposed legislations.

He went on to elaborate that these talks were carried

out with the support and cooperation of New Ireland’s

provincial government and various other local-level

governments, Nautilus and the relevant national gov-

ernment departments in collaboration with the South

Pacific Commission, specifically via the South Pacific

Geoscience Commission (SOPAC). 

Michael Joyner, investor relations executive at Nau-

tilus, left the door open for further cooperation with

the government, telling the press in March 2014 that,

“We are currently negotiating with the government in

terms of an amount they are going to put into the com-

pany.” By the following month, a new agreement had

been made between Nautilus and the government,

which saw the state take a 15% stake in the project with

the option of increasing its holdings to 30%

For its initial stake, the government paid a non-refund-

able $7m deposit and, according to the new agreement,

was required to secure an additional $113m before

July 31, 2014. Full payment was made into an escrow

account in May 2014, effectively solidifying the new

agreement and leading to the dismissal of the previ-

ous dispute. Nautilus also has a number of other poten-

tial mine sites within PNG waters where it could relo-

cate operations upon completion of Solwara 1. In total,

the company has mapped out a dozen viable mining

sites, named sequentially Solwara 1 through Solwara

12, for which it has obtained exploratory licences. 

BIG PICTURE: Perhaps the most technically challeng-

ing aspect of underwater mining in PNG is the formu-

lation of new regulations, given that the country would

be among the first in the world to carry out deep-sea

mineral production. The government has indicated that

seafloor mining regulations will be included in its new

mining act when it comes into effect starting in 2015

and development of an offshore mining policy is under

way. Much of the groundwork for underwater mining

regulations has already been laid out under the Madang

Guidelines, which were formulated in December 1999

in a cooperative effort involving the governments of

Pacific Islands countries, the Metal Mining Agency of

Japan, the Pacific Islands Forum Secretariat and SOPAC. 

Since then broader cross-border efforts have been

formed to keep up with sector developments. These

include moves by the UN’s International Seabed Author-

ity (ISA) to formulate a global standard for mining – a

prudent move considering that more than half of the

world’s ocean floor lies outside generally recognised

territorial boundaries. 

Although formal international regulation will not be

completed by the ISA for at least two to three years,

the authority had already issued 17 exploration per-

mits as of July 2014, with two more due to be signed.
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Formulating regulations for underwater mining will be a challenge given that it is a new area

The UN International

Seabed Authority had

issued 17 exploration

permits as of July 2013,

with two more due to 

be signed. 

The government has

indicated that seafloor

mining regulations will be

included in its new mining

act when it comes into

effect in 2015.
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Tough terrain has been one of the major infrastructure challenges

The telecommunications sector in Papua New Guinea

has changed dramatically in recent years. Until recent-

ly the industry was characterised by high prices and slow,

inconsistent service, although increased competition

is now causing this to change. While communications

will always be difficult in a country where many peo-

ple are geographically isolated and the terrain is so

challenging, the relevant infrastructure in PNG is quick-

ly developing towards international standards – and at

prices that are near enough to international norms. 

CHANGING LANDSCAPE: The country has long been

working to find the right formula for the government-

owned telecoms operator, bmobile (formerly known as

BeMobile), which has operated in PNG since 1997. In

2008, the company responded to the challenge of a

new entrant, Digicel, by bringing in new investors. 

Hong Kong-based private equity group General Enter-

prise Management Services took 20% of the stock, Tril-

ogy International Partners of the US took 20%, PNG’s

National Superannuation Fund received 5%, and Nam-

bawan Super, another defined contribution fund, also

received 5%. The restructuring, however, did not stop

the decline of bmobile. The government argued that

the outside investors, together known as the Capital

Way consortium, failed to deliver on their promises to

regain market share from Digicel

In late 2013 and early 2014 PNG saw a number of

significant telecoms deals, restructurings and invest-

ments – transactions that are quickly changing the

competitive landscape of the country. At first, it seemed

as though activity in PNG telecoms was set to stall and

that momentum would be lost. In August 2013 a trans-

action that would have resulted in Vodafone Fiji man-

aging bmobile fell through. According to sector research

and consulting firm TeleGeography, this was largely

due a disagreement over infrastructure rollout. 

After the collapse of the deal, the decision was made

by the PNG authorities to provide additional financial

support to bmobile without an external partner. The

government recapitalised the carrier by investing

$88.2m and increasing its share of the company to

85%. The benefits of the intervention were substantial.

Sundar Ramamurthy, CEO of bmobile, said that perform-

ance metrics improved quickly after the new capital was

invested, with the completed call ratio in Lae and Port

Moresby jumping from 33% to 98.5%. However, the

CEO also warned that the initial recapitalisation would

not be sufficient to accomplish everything that need-

ed to be done for the company, but it was a start and

would allow bmobile to be competitive in the market. 

Ramamurthy, who had previously worked with the

Independent Public Business Corporation (IPBC) on the

creation of a national data company, said that a key part

of the company’s strategy would be shifting focus from

voice and SMS segments towards data. The government

investment, while effective, was essentially a rescue

effort. The company is estimated to have 10% (or less)

of the market and in late 2013 Ramamurthy said that

one option was to simply shut down the carrier. 

NEW DIRECTION: In addition to having its balance

sheet bolstered, the company also made efforts to

repair its reputation. After the recapitalisation, it tried

to wipe the slate clean, with a director from its main

shareholder going as far as apologising for the errors

made in the past in the management of bmobile. IPBC

managing director Wasantha Kumarasiri said that he

recognised that the company had charged too much

in the past and that he understood why customers

would still harbour negative feelings toward the carri-

er and asked for forgiveness. Up until the entrance of

mobile operator Digicel in 2007, bmobile demanded very

high rates, and this has never been totally forgotten. A

SIM card from bmobile was PGK125 ($54) before the

arrival of Digicel; however, this was dropped to PGK25

($11) after Digicel began offering SIM cards for PGK20

($9). While bmobile has always been somewhat favoured

because it is the national company, it has never fully

capitalised on its home team advantage. 

MANAGEMENT PARTNER: The government still has a

lot to do in terms of both financing and management,

In late 2013 and early 2014

PNG saw a number of

significant telecoms deals,

restructurings and

investments – transactions

that are quickly changing

the competitive landscape

of the country.
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and some steps have already been taken to shore up

the bmobile brand and the company's offerings. After

the Fiji deal fell through, the IPBC entered talks with

Vodafone UK to directly manage bmobile, and in July

2014 Vodafone entered a non-equity strategic rela-

tionship with the PNG operator. 

The deal, which will involve bmobile's operations in

both PNG and the Solomon Islands, will allow local cus-

tomers to roam on Vodafone's international network

and Vodafone's corporate customers with managed

services contracts elsewhere to access these services

via bmobile. The two companies will also jointly offer

business and retail customers various products and

services under the terms of the exclusive agreement. 

MARKET LEADER: While bmobile has struggled, Dig-

icel has been steadily expanding. In 2011 the compa-

ny acquired Datanets, an IT services firm that ran an

internet service provider (ISP) that offered WiMAX and

portable connections. In 2013, Digicel purchased the

very-small-aperture terminal business of Remington

Group, a locally-owned diversified conglomerate, and

then later in the year took over as the wholesale provider

for Daltron, a local ISP that is part of the WR Carpen-

ter Group. In sum, the company, which already domi-

nates the mobile phone business, has significantly

expanded its presence as an internet company.

Digicel has also been active in building its wholesale

capacity. In early 2013, the company signed an agree-

ment with SES Partners and O3b Networks to utilise

the former's NNS-9 C-band satellite capacity and the

latter's medium earth orbit constellation. The combi-

nation of the two networks will allow for both efficient

and low latency connectivity. The O3b system is designed

to improve connectivity via the use of eight satellites

in orbit at 8000 km. The configuration allows signal trans-

missions to reach most of the world's currently under-

served markets and the company has so far received

orders from the Cook Islands, Madagascar, Somalia,

Palau, Malaysia and American Samoa. John Mangos,

CEO of Digicel, told OBG, “We have been building a lot,

but the results of this will really show in 2015.”

FIXED-LINE DEVELOPMENTS: In May 2014, Telikom

PNG, the state-owned fixed-line operator, acquired

Datec, a wholly-owned subsidiary of Steamships Trad-

ing Company. Datec provides a wide range of ICT serv-

ices, solutions and products in networks, applications,

training and web design. Datec will be used in part to

help Telikom PNG expand into internet and data serv-

ices. The two companies will remain separate, accord-

ing to media comments made by Telikom PNG chair-

man Minish Patel, and Datec will focus on providing

services that the state operator has so far been unable

to provide successfully, such as some retail services.

Telikom PNG has recently been undergoing a com-

plete overhaul. In July 2013, the company signed a

PGK600m ($243.9m) deal with China’s Huawei to help

upgrade infrastructure and improve service. About

PGK500m ($203.25m) of the funding comes from the

Export-Import Bank of China via the IPBC and the rest

from Telikom PNG itself. Investments will include

improvements to the company's existing infrastructure

– making it entirely internet protocol based so prob-

lems can be addressed before complaints arrive – and

putting new infrastructure in place to improve mobile

connectivity. The current management of the compa-

ny also commented that the front line marketing and

service presence needs work. 

The IPBC has said that the company's assets need a

complete upgrade and failure to do so could result in

Telikom PNG's business shrinking dramatically. To

improve efficiency, the firm is seeking to reduce total

staffing from 1400 to 900 through voluntary attrition.

However, management has also been quick to point out

that Telikom PNG has already restructured its debts to

reduce interest costs and is now profitable. One key focus

area for the company is its subsidiary, Citifon, the CDMA

mobile operator that was formed in 2011. Telikom PNG

has decided to end investment in that technology and

transition the carrier to 4G. 

High-speed mobile connections are seen as the

future for PNG's telecoms sector, and Digicel is already

ahead. The company switched on ten 4G LTE sites in

March 2014, eight of them in the central business dis-

trict. The service is being made available to post-pay

customers first and will eventually be made available

to pre-pay – a new LTE SIM card is needed to utilise the

service. Following the initial trials, the plan is to roll the

service out to more of the country over time. 

NEW ENTRIES: The biggest recent news for the sec-

tor has been the issuing of a mobile operator conces-

sion to Awal Telecom, a Dubai-based company. A total

of three licences were granted – gateway operator,

individual application operator and individual mobile

operator – and these are good for 10 years. The com-

pany says it will be branded within the country under

the name A-Tel and that it will be targeting areas in PNG

that are currently underserved. The company pointed

out in public comments that it was not seeking to take

customers away from the existing carriers. 

The response from the public has been mixed. Some

people have commented that introducing Awal will add
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to the competition and help to lower rates. Others have

argued that Telikom PNG should be the one to provide

the competition and that it would be better to keep

more ownership domestic. Concerns have also been

raised about the viability of the new entrant and whether

it has the ability to be successful or even to survive. There

have been questions regarding Awal's track record, its

corporate structure and lack of infrastructure. 

Concerns raised include the fact that the company's

International Telecoms Union (ITU) membership was not

obtained until after the PNG licences were being

acquired. In June 2014, the National Information and

Communication Technology Authority (NICTA), in part

responding to the criticism, emphasised that the author-

ity must still evaluate the company to ascertain whether

it is has the capital and experience to build out the pro-

posed network. The licences are just one step of the

process, and commercial questions also hang over the

deal. Prior to the entrance of Awal, industry leaders had

questioned whether PNG could support a fourth car-

rier, given the small size of the market. 

SPACE TO GROW: PNG remains a place somewhat on

the fringes of the ICT revolution. It is ranked 142 of 192

in terms of download speeds on Ookla's Household

Download Index (rated at 4.73Mbps). It is behind

Bangladesh, Iraq and Argentina, but interestingly ahead

of Indonesia, Laos and the Philippines and not far

behind Malaysia (at 125th place, rated at 5.95Mbps).

In terms of internet penetration, ITU statistics indicate

that 6.5% of the population uses the internet. That is

less than the Solomon Islands (8%), Vanuatu (11.3%),

the Marshall Islands (11.7%), Kirabati (11.5%), Indone-

sia (15.82%) and Tuvalu (37%). The situation is much

the same in terms of telecoms. Mobile phones per 100

inhabitants was at 40.98 in 2013, fewer than Solomon

Islands and Somalia. The industry has long said that the

high cost of the internet and phone services is an

impediment to business and needs to be corrected.

The sector is beginning to perform much better and

it is starting to operate closer to international norms.

Not only are internet rates coming in line and expect-

ed to fall further, but performance is already at fairly

good levels. Despite the country's low ratings on Ook-

la's Household Download Index, PNG held up well against

other island nations, which are at a disadvantage giv-

en their remoteness. The Northern Mariana Islands,

for example, are ranked 168 at 3.24Mbps, Antigua and

Barbuda are 167 at 3.26Mbps and the British Virgin

Islands are 164 at 3.40Mbps. And while internet and

mobile phone penetration may be comparatively low,

it is quickly rising. Between 2012 and 2013, the per-

centage of people using the internet almost doubled

in PNG, from 3.5% to 6.5%, while the percentage of

people with mobile phones grew exponentially from 1.6%

in 2006 to over 40% in 2013.

DROPPING COSTS: Perhaps most importantly for the

sector, costs are beginning to drop. In early 2013, Telikom

PNG cut its wholesale internet rate from PGK0.09 ($0.04)

per MB to PGK0.03 ($0.012) per MB. This follows a drop

from PGK0.64 ($0.26) to PGK0.09 in 2010. Datec imme-

diately said it would be doubling customer quotas, but

industry observers and critics wondered whether the

change would be meaningful. While the headline price

has changed, so too have the terms of the contract.

Whereas before, a customer would buy a quota and be

charged a penalty rate for spikes over the quota, under

the new system, according to Telikom PNG’s announce-

ment and comments from ISPs, the wholesaler put a

hard cap on the ceiling. ISPs therefore have to estimate

their peak demand ahead of time and buy sufficient

quota to cover the maximum spikes. Noel Mobiha, an

academic and former acting chief executive for Telikom

PNG, said in comments toThe National newspaper that

the drop in the headline rate may not end up lowering

costs for the end user. According to his calculations, if

a company uses only 30% of their quota but has occa-

sional spikes to 100% of their allowable bandwidth,

they could end up paying more under the new pricing

scheme than they paid before the change.

Whatever the case, prices are and will continue to

drop because of increased competition and the avail-

ability of options other than Telikom PNG’s wholesale

offerings. While retail access remains relatively expen-

sive and quality can be inconsistent, it is getting very

close to being acceptable to most businesses and indi-

viduals. According to Mangos, the retail cost of inter-

net bandwidth has dropped more than 95% in the last

two years and that at higher volumes, bandwidth costs

in PNG are comparable to those in Australia. 

GROWING POPULARITY: At the end of 2013, the coun-

try had 240,000 users on Facebook, up about four-fold

in three years, and usage patterns seem to be very local

in focus. The 10 most popular Facebook brands among

PNG users are mostly from within the country. A local

jobs site, PNGworkForce is in the number one spot, fol-

lowed by Digicel, Skerah (a PNG business and tourism

promotion site), GoGo Cola, Hausples (a property site)

and pngBuynRent. 

E-commerce has existed in PNG for some time, with

the first retailing site, EsiShop, introduced in 2006. New

additions to the segment include MarketMeri, a trad-

ing site similar to eBay that was founded in late 2013.
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PNG is a place well suited for e-commerce development.

Because so many people live in rural areas (an estimat-

ed 85%), internet shopping could hold high potential

simply because it is easier for a person with a mobile

handset to order goods than it is for them to go to the

nearest retailer. Online shopping would also improve

pricing for consumers, as the local markets might be

less competitive than the larger retailers in the cities.

Another area that is rapidly growing in the country

is online publishing, with a wide range of blogs. While

PNG is a vibrant democracy with a strong media sec-

tor, the internet has brought a new dimension to the

public discourse. Blogs and Twitter accounts, such as

PNGblogs, PNGexposed, PNG Attitude, Malum Nalu,

Doc Spin It and a number of others offer the public a

wide range of perspectives on the country, its econo-

my and events of the day. While at times confronta-

tional and controversial, they have helped to enliven

the on-going debates in the country and have raised

some important questions. 

CLOUD COMPUTING: For the time being, cloud com-

puting opportunities are quite limited within the coun-

try. The lack of international bandwidth, high costs and

latency issues make it difficult to utilise international

services, while local issues with respect to connectiv-

ity also make certain technologies prohibitive. Howev-

er, with falling prices, some of the services that just a

short time ago may have seemed impossible are now

very much within the realm PNG’s grasp. Datec already

provides a wide range of relevant and innovative offer-

ings including Linux VC containers, virtual private servers,

dedicated servers, co-location and data backup. And

while prices are high, they are slowly moving within reach

of many businesses. Although prices are still high –

Datec's 1 TB cloud backup solution costs PGK749 ($304)

per month compared to Amazon’s 1TB storage costs

of about $30 per month – having a local provider can

reduce other costs and improve service. Demand also

appears to be increasing as companies see the need

to improve efficiency and combat fraud. While slowing

economic growth has them looking more closely at

costs, they are seeing that one way to improve the bot-

tom line is by making better use of technology. 

“Moving forward, managed services and outsourc-

ing will increase,” Graham Rix, CEO of Daltron, told OBG.

“In the past five or six months, we have had a lot of

companies investing in IT to improve efficiency.” 

REFORM & LIBERALISATION: The key to PNG's rapid

liberalisation and market development is good regula-

tion. By world standards, the market is very young.

Phone service was only introduced in the country in

1964, and from there, development was slow but steady,

following the course of liberalisation charted by many

developing nations. The Post and Telecoms Services Divi-

sion was corporatised in 1982, and telecoms was split

from the post office in 1996. 

After some delay, competition was introduced to the

mobile sector in 2007 with the arrival of Digicel and in

2009 a new regulator was formed. The NICTA took over

the responsibilities of the previous regulator, the PNG

Telecoms Authority, as well as some of the duties of

the Independent Competition and Consumer Commis-

sion as they relate to telecoms.

NICTA has been a deft and relatively effective regu-

lator. While it has been working to regulate the indus-

try in a difficult environment, such as dealing with a

state-owned fixed-line monopoly (Telikom PNG) and a

private near monopoly (Digicel), it has slowly applied

the right sort of pressure to convince the various inter-

ests to allow more competition. 

In early 2012, NICTA initiated an inquiry into whole-

sale internet costs. It published a paper on the subject,

which was comprehensive and measured, ultimately

concluding that Telikom PNG has a superior market

position that could potentially be abused. In 2013, the

Ministry of Communications and Information Technol-

ogy deemed that wholesale internet services were so-

called declared services and that access has to be guar-

anteed to all and that rates have to be set at the same

rate for all customers, including Telikom PNG itself. 

The wholesale provider cut rates almost immediately. 
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REGULATION: As part if its review of the telecoms

industry, NICTA also examined Digicel for possible mar-

ket dominance issues. The key problem identified as

the high cost of calls from Digicel customers to bmo-

bile customers. The latter accused the former of mak-

ing out-of-network rates too high. After a good deal of

discussion, NICTA finally ordered rates from one carri-

er to another to be capped at 40% above in-network

rates. It recognised that discriminatory pricing may at

times be justified but that excessive differences are

potentially problematic in terms of competition. 

The authority has also examined domestic roaming

and facility sharing, and in early 2014 determined that

there was no need to recommend these be designat-

ed as declared services. NICTA is still examining whether

any measures need to be taken with respect to the pric-

ing of entry-level broadband. According to the regula-

tor, the price of wireless broadband in the country is

about 20% to 80% of the average monthly income, and

fixed broadband is about 150% of that level. NICTA said

that the international benchmark is 5% of average

monthly income for broadband services. It has issued

a consultation paper on the subject. 

NICTA has initiated various other inquiries on data

collection, consumer protection and universal access,

but its most important work has been keeping the small

market competitive. Its major victory has been to push

the dominant players toward more balanced positions

in the market by using its power to recommend the des-

ignation of declared services. It has also used licens-

ing in a similar manner. In particular, it has issued 20

individual network gateway services licences, each of

which allows the licensee to establish an internation-

al gateway capable of competing with the APNG-2

cable to Australia. The first batch of licences, issued in

2011 and 2012, went to established players: Telikom

PNG, Digicel, Datec, Daltron, Remington Group, Hitron

and bmobile. Most of the rest have gone to newcom-

ers that could potentially shake up the market. Many

of the licences were issued in 2013 and 2014. 

NICTA has said it understands the limitations of these

licences: if the licensees use satellites, they will have

to deal with latency issues. But there are numerous pos-

sibilities that exist: medium earth orbit satellites, such

as O3b, or even the installation of another undersea

cable. Additionally, even the threat of new competition

or the possibility of losing non-urgent traffic to com-

petitors will keep the pressure on APNG-2 rates. The

regulator has also issued a great number of non-gate-

way individual application licences, which allow for the

provision of internet services. At last count, 36 had

been awarded, the most recent being in mid-2014.

Given the efforts of the regulator, a market is now

forming that has the potential to be highly competi-

tive. While possible bottlenecks remain, and it appears

that considerable consolidation has taken place in the

ISP space and that Digicel will remain the dominant wire-

less provider, there is room for alternative options in

the market. International capacity will increase while

consumers will have a range of choices in terms of

delivery. The regulator is also remaining vigilant, and

has appeared to be watching closely to make sure anti-

competitive strategies remain at a minimum. 

PNG DATACO & NTN: The country is also pursuing

some larger initiatives that promise to help in the cre-

ation of a more competitive market. In early 2013, PNG

DataCo received network and gateway licences, and its

board met for the first time in early 2014. According

to reports, the company will take over the job of whole-

saling bandwidth from Telikom PNG and will run the main

international gateway. It will sell to all carriers, includ-

ing new entrants and Telikom PNG, on an equal basis.

Telikom PNG will be restructured and will focus on the

retailing of relevant products and become much like

any of the other ISPs or network operators. The expec-

tation is that this will make for lower and better pric-

ing and encourage more development in the sector. 

PNG DataCo will operate the National Transmission

Network (NTN). The NTN is a fibre project that will link

the major cities in the country. The main leg of the net-

work is a 700-km line running from the Hides gas field

to the PNG liquefied natural gas plant. Another 50-km

line will run from the plant to Port Moresby. That cable

system will connect to a fibre optic line being con-

structed from Lae to the Southern Highlands, which

will itself link into PPC-1. PPC-1 links Australia to Guam

with onward connections to the US and Asia and it has

10 times the capacity of APNG-2 (see analysis).

OUTLOOK: The PNG telecoms sector is in a period of

transformation. If all goes according to plan, interna-

tional connectivity will improve, local connectivity will

become faster and cheaper, redundancy now lacking

will be built into the system and costs will fall further.

It is also likely that consumers will have more choice as

new players enter the market. 

As speeds increase, capacity improves and costs

come down, ICT is set to become a more integral part

of many PNG businesses to help them improve their

competitiveness. Meanwhile, with mobile penetration

increasing and internet growth rising, the communica-

tion patterns of PNG’s population are set to change. 
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Jimmy Miringtoro, Minister for Communication & IT

As telecoms services become cheaper elsewhere,

why do they remain expensive in PNG?

MIRINGTORO: The telecoms sector had a late start in

PNG; at the time of independence the government had

different priorities and we are still paying the conse-

quences of that oversight. When the market finally

opened up to competition in 2007, Digicel quickly

became the market leader. It virtually became a monop-

oly and, as is often seen in emerging economies, this

lead to prohibitive prices, especially for voice and inter-

net services. We are now working in cooperation with

the International Communications Union to introduce

new laws and regulations to establish price controls. 

Affordability remains a serious issue, especially in the

most remote areas. Our long-term objective is to ensure

that information and communications technology (ICT)

will be affordable and accessible to the people of PNG.

We are confident that, as the infrastructure improves,

telecoms prices should fall over the next few years. 

What are the government’s priorities in terms of cre-

ating a more competitive environment?

MIRINGTORO: Introducing another operator remains

a priority, as competition will push prices down. I am

happy to say that the National Information and Com-

munications Technology Authority has approved the

license for Dubai-based AWAL Impex International, and

they have committed to rolling out services over five

years. The firm plans to reach remote areas that bmo-

bile and Digicel considered uneconomical, such as

island areas where the population is very spread out.

The national broadband network, which is under

construction, is also expected to have a transformative

effect on the sector, as it will create a low-cost back-

bone for domestic and international access. Part of

the fibre-optic network will follow the length of the 

PNG Liquefied Natural Gas project, and we expect to

commission it at the beginning of 2014. The final con-

nection to the PPC-1 Pipe Cable System, which connects

PNG internationally, is due to be complete by 2015.

How much scope is there for another player, given

the size of the market and cost of providing access?

MIRINGTORO: There are different market forces around

the world and each corporation sees business oppor-

tunities in a different way according to their specific

strategies. I believe that the next few years will be very

exciting for PNG’s telecoms sector, as we anticipate the

XV Pacific Games in 2015 and the APEC meeting in 2018.

This new infrastructure, coupled with a new operator,

makes PNG a very interesting market, and we feel that

the country is on the cusp of big changes. Scepticism

remains, but that is true for virtually any industry.

What has been the contribution of the government

so far in rolling out new infrastructure?

MIRINGTORO: Telikom, which is fully owned by the

Independent Public Business Corporation of PNG, signed

a deal with Huawei, of China, to embark on a two-year

programme of investment and to grow fixed-line broad-

band business while developing 4G mobile internet

services. On the government side we will have to cre-

ate the conditions for business to thrive, and that means

facilitating the issuing of licences. 

How important will ICT be for PNG’s development?

MIRINGTORO: We are a very diverse country, with 900

languages and 800 different cultures, so the process

of integration has never been easy for us, but we feel

that technology will be instrumental in speeding it up.

The government takes the ICT sector very seriously,

and if we do things right we will be able to deliver new

services such as e-Education, e-Health and e-Govern-

ment applications in the future. I am thinking also of

the socioeconomic impact in provinces with a turbu-

lent past, such as the Autonomous Region of

Bougainville and the role that ICT could play in attract-

ing new investment to maximise the region’s wealth of

natural resources. I have no doubt that PNG could turn

into a homogeneous society by 2030, and that the ICT

sector will be one of the main drivers in the process. 
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Increased connectivity is a main goal for industry leaders

Much of the work completed to improve Papua New

Guinea’s telecommunications sector will help increase

connectivity and bring costs under control. The issue

of new telecoms licences is set to increase competi-

tion, the recognition of so-called declared services will

help prevent anti-competitive activity, and the sepa-

ration of Telikom PNG’s retail and wholesale activities

will help stimulate a more vibrant market. However,

the creation of the National Transmission Network

(NTN) will likely be the most important factor in trans-

forming the sector. The NTN will provide access to more

people, thus increasing the size of the market, and

also ensure that the majority of the country – and most

importantly Port Moresby – is connected to the high-

speed international undersea cable that was previ-

ously serving only a small part of PNG.

PPC-1: The key to the project is the Pipe Pacific Cable

(PPC-1), which runs from Sydney and Brisbane in Aus-

tralia to Guam. It was built in 2008 to improve pric-

ing on connectivity between Australia and the US, as

Australia was previously limited to the Southern Cross

Cable, which was built in 1998. 

PPC-1 was connected to PNG at Madang in 2010

via an 80-km spur line and in 2012 the so-called miss-

ing line – a 300-km fibre connection between Madang

and Lae – was completed, allowing PNG's commer-

cial centre to directly access the high-speed line to

Guam and the world beyond. Up to that point, Lae's

primary route to the internet had been via a microwave

system to Port Moresby, a system that had been

installed in 2008 to replace a colonial era terrestrial

link. The previous set up was far from ideal, as traffic

would come overland via the unpredictable microwave

connection and link up at Port Moresby to APNG-2,

an aging copper link to Australia (a market that is

itself already reaching capacity limits).

The idea behind the NTN is to bring all these pieces

together and make sure that the nation is accessing

its international gateways in an efficient and balanced

way. PPC-1 makes landfall in a less-than-ideal place,

and the NTN would ensure that the connection is

used effectively. In the spring of 2014, Telikom PNG

started building a microwave trunk line to connect Lae

and Port Moresby, thus significantly improving the

connection between the capital city and the Madang

PPC-1 landing. The microwave link, which is being con-

structed at the cost of PGK53m ($21.5m), is expect-

ed to be finished by the end of 2014. It utilises the

Aviat WMT 6000 trunking radio, which can handle

data throughput of up to 3 GB per second, and is

being built by Aviat Networks, a US-based company.

STABLE CONNECTION: But the real heart of the

project is the creation of a fibre optic link between

Lae and Port Moresby to connect the two in a more

stable manner and, more importantly, to bring the

capital city into direct fibre contact with the Madang

landfall of PPC-1. This will involve a few stages of con-

struction. The main leg of the project is a 700-km link

that extends from the Hides gas field to the PNG liq-

uefied natural gas (LNG) plant near Port Moresby,

and after this the plant will be connected to Port

Moresby by a 50-km link. 

Meanwhile, a fibre optic line is being constructed

from Lae to the Southern Highlands (where the Hides

field is located), and once connected, this should com-

plete the Lae-Port Moresby circuit and end depend-

ence on the inconsistent microwave fix. The system,

once up and running, will not only bring better con-

nectivity to Port Moresby, but will also bring multiple

levels of redundancy to the entire network. The cap-

ital city will be able to use PPC-1 and fall back on

APNG-2 when necessary, while the two links to Lae

will offer a backup route should one line – either the

fibre or microwave – go down. The increased capac-

ity may also allow much needed repairs to be made

to APNG-2, thus further increasing capacity.

MAJOR POTENTIAL: It is expected that the investment

in the NTN will total PGK500m ($203.25m), though it

is not exactly clear when full operations will be

achieved. According to public comments made by
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telecoms executives in late 2013, the gas field to PNG

LNG leg and the PNG LNG to Port Moresby leg should

be finished in 2014, with most of the rest of the net-

work completed in 2015. It is expected that the entire

link will be finished sometime in 2016 or 2017.

The NTN is in part needed because of PNG’s poor

positioning on the global undersea cable network.

Due to history, economics and location, PNG's links

to the outside world are less than optimal. The coun-

try is not located in the way of a major line, such as

Fiji and the Southern Cross Cable, and has historical-

ly lacked the wealth to justify its own direct line, such

as the French Polynesia and the Honotua cable. As a

result, it was left with two imperfect solutions: a used

cable doubling back to a country that is itself far from

other large global economies, and a link to a better

cable, the PPC-1, but one that makes an inconvenient

landfall. While all the countries of the Pacific region

have been searching for connectivity solutions, PNG,

despite being the largest and most populous of them,

has not achieved better connections and, in many

ways, is worse off than some of its neighbours, such

as Fiji, New Caledonia, Samoa and French Polynesia.

OTHERS FACTORS: As the NTN is being constructed,

a number of other initiatives are also being pursued.

PNG DataCo will hold and operate the assets of the

NTN, and it is set to receive a number of major assets

from Telikom PNG including domestic microwave,

satellite and fibre optic lines; the two international

gateways; fibre links to the international markets; PNG

Power's optic fibre connections; and a stake in the fibre

linking the PNG LNG plant to Port Moresby. 

The creation of PNG DataCo was designed to ensure

that a rational market structure develops around the

wholesale capacity it controls. The goal is to have the

company act as an independent entity, dealing with

all parties on an arms-length basis, thus creating a

good environment for developing ICT capacity with-

in the country and ensuring the optimal use of the

international gateways. The creation of the firm, in

addition to the construction of the Madang link and

other efforts by the regulators, will help make the mar-

ket more competitive by eliminating bottlenecks for

both network structure and corporate structure. 

NBN: Another development relevant to the NTN is the

National Broadband Network (NBN). In 2013, the gov-

ernment published a National Broadband Policy that

called for, among other things: 100% broadband cov-

erage in urban areas, 30% coverage in rural areas and

50% coverage overall by 2018; the availability of afford-

able broadband; and high-speed internet in all urban

schools. The plan also says that local content should

be encouraged, it establishes a national broadband

committee, and sets a floor on entry-level broadband,

at 512 kbps in terms of download speed. While the

policy commits to the market-driven development of

national broadband, it says that affordability and uni-

versal access are priorities, and it therefore recognis-

es the need to balance pure commercial interests

with larger social interests. Specific goals mentioned

in the press regarding the first stages of the NBN

include 80,000 ADSL+ connections, 8000 100-mbps

GB passive optical network connections, a high-speed

broadband backbone and, eventually, 4G LTE servic-

es connected to the backbone. A wide variety of appli-

cations and services are also mentioned in the poli-

cy document including e-government, e-education,

e-health and digital television.

SOME CONCERNS: In 2013, PNG Telikom signed a

$200m deal with China’s Huawei to help implement

the NBN. Opposition politicians questioned the use

of a Chinese contractor for the job, given that the firm

would have access to and control over such key infra-

structure. Concern has also been expressed that even

with the sensible structuring of these initiatives, and

the efforts being made to avoid concentration with-

in the sector, the industry will remain dominated by

a few players and that rates will remain high. For exam-

ple, another significant agreement signed in Novem-

ber 2013 saw Sierra Support Services, which is owned

by Digicel chairman Denis O'Brien, awarded with a

$15m contract to build a new high-speed fibre optic

network in the country. 

Even with the forced separation of Telikom PNG’s

wholesale and retailing operations, and despite the

introduction of new players, consolidation is a ten-

dency in telecoms globally and PNG is not likely to be

an exception. Emmanuel Narokobi, owner of local firm

Masalai Communications, for example, has written

that “communications must not become a luxury to

be afforded by a certain few” and calls upon regula-

tors to be more proactive in terms of overseeing merg-

ers within the sector. Another risk is that technology

and private initiatives may leapfrog government-led

initiatives to construct a platform for connectivity.

“Expense is one thing, but if there is no more capac-

ity, then there is no more capacity,” John Mangos, CEO

of Digicel PNG, told OBG regarding PNG’s internation-

al connectivity. Already 4G LTE and satellite solutions

are being developed by the private sector, and these

can offer almost everything envisioned by the NTN. 
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The National Broadband Policy encourages the development of e-government, e-education and e-health

Among the sector reforms

is the establishment of the

National Broadband

Network, which aims to

provide 100% broadband

connectivity in cities and

30% in rural areas.
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Significant investment in the national road network

Expansion of the industrial port of Lae under way

Upgrading numerous regional airport facilities

Improving the roads across the Highlands Region
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Port upgrades are planned to reduce international turnaround times

Rugged terrain, tropical climate and a widely dispersed

population present formidable challenges to Papua

New Guinea’s transportation sector as it struggles to

keep pace with rising economic growth. While the influx

of investment over the past decade as the result of the

construction of the PNG Liquefied Natural Gas (LNG)

project has been a boon to the economy, the unprece-

dented size of the development has put significant

strain on the transportation and logistics sector. To

sustain this growth and support the country’s primary

industries such as agriculture and extractive resources,

several major infrastructure projects are currently under

way. The success of these projects will be critical in

improving access to the country’s more remote areas

where major energy, mining and agricultural invest-

ments are being made, in order to expedite the move-

ment of goods to air and seaports. 

GROWTH NEEDS: Investment is especially crucial due

to the budgetary constraints of years past, which have

left a legacy of a deteriorating road, air and maritime

transport systems and contributed little in the way of

major capacity expansions. Efficient movement of goods

and people is further restricted due to the fact that the

capital, Port Moresby, is not linked to the rest of the

country by road and there is no railway network. 

Private sector investment and external contributions

from organisations such as the World Bank and Asian

Development Bank (ADB) have stepped in to fill some

of these gaps, while government explorations into pub-

lic-private partnerships in the future should create fur-

ther opportunities in the sector moving forward. In

total, PNG will be receiving the largest amount of ADB

investment for the 2014-16 period of all Pacific trans-

port spending, totalling $484m, according to the bank. 

LONG-TERM INVESTMENT: While the increased spend-

ing on badly needed infrastructure projects should

begin to yield positive results within a few years, cur-

rent development projects represent only a starting

point in terms of the government’s long-term plans for

the sector. The transportation industry is featured

prominently in major developmental programmes,

including the PNG Strategic Development Plan 2010-

30 (PNGSDP), the Medium-term Development Plan

2011-15 (MTDP) and Vision 2050. 

Targets under the PNGSDP call for a tripling of the

national road system by 2030 in a move which is pro-

jected to add more than 119,000 formal and informal

jobs to the country and contribute PGK2.85bn ($1.2bn)

to GDP. In addition to expanding the length of nation-

al roads from 8460 km in 2014 to 25,000 km by 2030,

the plan also calls for upgrading existing roads (of

which currently only 2512 km, or 28.7%, are rated as

being in good condition) to 100% in good condition.

Shorter-term goals laid out in the MTDP call for 75%

of national priority roads to be in good condition by

2015 along with 22 national airports to be in full com-

pliance with safety certification standards by 2015.

BUDGET FOR WORKS: Targets for the water transport

sector under the PNGSDP include improving service to

the county’s 14 maritime provinces by tripling the num-

ber of routes serviced and the number of vessels ply-

ing their waters. Port upgrades are also planned to

bring them closer to international norms and slash

international port turnaround times from current aver-

age of three days to just one day by 2030. 

To achieve these objectives, the government is allo-

cating substantially more resources to the sector than

it has in the past. Annual expenditures by the Depart-

ment of Works (DoW), which carries out transporta-

tion projects such as road construction, are slated to

remain strong through at least for the next few years

with annual outlays ranging from PGK1.65bn ($670.7m)

to PGK1.78bn ($723.6m) each year from 2013 to 2017,

according to the 2014 national budget. These include

dozens of projects all over the country, the most sig-

nificant of which include PGK143.3m ($58.3m) for the

Highlands region road improvement investment (see

analysis), PGK100m ($40.7m) each for Lae city roads

and national roads rehabilitation and maintenance,

and another K170m ($69.1m) for Port Moresby’s roads. 

Funding from international

organisations is supporting

work on the transport

network. In 2014-16 the

Asian Development Bank is

providing $484m in

financing, for example.

Under the PNG Strategic

Development Plan 2010-30

the state aims to expand

the national road network

from 8460 km in 2014 to

25,000 km by 2030 and

increase the proportion of

roads in good condition

from 28.7% to 100%.
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“The 2014 national budget seems to be putting a

strong emphasis on infrastructure, something that was

long overdue. While Port Moresby has now a lot more

shiny buildings and shiny cars than in the past, outside

the capital city the situation has gone backwards in terms

of physical infrastructure,” Geoff Cundle, the CEO of mar-

itime firm Steamships, told OBG.

PRIVATE SECTOR PARTICIPATION: With infrastruc-

ture often insufficient to support the logistical needs

of resource extraction projects located in remote areas,

the private companies operating these projects fre-

quently develop road, air and sea transportation net-

works themselves. These developments can range from

upgrading a stretch of road or a bridge to handle heavy

duty to carving 3.2-km-long runways out of the jungle

capable of accommodating some of the world’s largest

cargo planes. While these improvements are necessary

to carry out business operations, this infrastructure

also benefits local communities by opening up access

to previously underserved regions. 

Recognising the importance of such private sector

initiatives, the government is encouraging infrastruc-

ture investment by allowing investors to recoup some

of their costs through the infrastructure tax credit (ITC)

scheme. Available to taxpayers engaged in mining,

petroleum and natural gas, primary production and

tourism activities, the ITC provides tax relief on approved

expenditures including infrastructure development

projects by offsetting their cost against the income tax

liability of the company undertaking the development.

The effective result of the ITC is that the government

still bears the full cost of the projects through a reduc-

tion in revenue rather than an increase in expenditure. 

BIGGER BREAKS: The government upped the ante in

2013 with the passage of an amendment to section

219C of the Income Tax Act on the ITC scheme which

empowered the National Executive Council (NEC) to

approve expenditure on individual national infrastruc-

ture projects so that ITCs can be claimed above the pre-

vious 0.75% threshold. In addition, the amendment

allows companies to claim expenditures exceeding the

cap but not approved by the NEC as an ITC for up to 20

income years. However, the amendment also limits the

application of ITC to national infrastructure projects to

those approved prior to November 19, 2013 to protect

state mining and energy revenue streams. 

According to a case study carried out by the Devel-

opment Policy Centre at the Crawford School of Aus-

tralian National University, the country’s four largest

resource projects (Lihir Gold, Oil Search, Ok Tedi Min-

ing and Porgera Joint Venture) spent an average of

PGK61.2m ($24.9m) a year from 2009 to 2011 on local

infrastructure investments funded by the national gov-

ernment under the ITS scheme.

In addition to these individual private sector improve-

ment projects, the government is looking to privatise

some of the construction for priority highway projects.

Current building programmes have been carried out by

the DoW and then handed off to the National Road

Authority for upkeep and maintenance, but these are

planned to be supplemented by contracting out indi-

vidual stretches of road to contractors who will then

operate the highways as toll roads. 

ROAD TRIP: Much of the country’s existing national

road network – at 30,000 km in total according to gov-

ernment estimates listed in the MTDP – was construct-

ed under Australian rule prior to the country’s inde-

pendence in 1975. Since then the majority of the

highways have fallen into disrepair due to a lack of

maintenance and heavy rains in many areas which cause

landslips and severe damage to unpaved roads. As of

2014 approximately 60% of PNG’s 8460 km of nation-

al roads and 80% of provincial and feeder roads were

in poor condition, according to the 2014 budget. 

These deteriorating conditions are exasperated by

an uptick in usage of heavy trucks used in the construc-

tion and support of large resource projects and the

growing use of passenger cars due to the rising afflu-

ence of the population. Annual sales of vehicles from

registered garages (which excludes undocumented
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The government is planning to privatise some priority highways which will then be operated as toll roads

The government is

encouraging private sector

investment through the

infrastructure tax credit

scheme, which is available

to taxpayers who build

infrastructure to support

mining, petroleum and

natural gas, primary

production and tourism

activities.
SOURCE:  Bank of PNG                *March 2002 = 100
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second-hand cars) rose by 72% between 2009 and

2012 to reach 10,503 units, the PNG Motor Traders Asso-

ciation told OBG. Heavier commercial vehicles, which

are particularly hard on roadways, accounted for 77%

of all sales during that three-year period. Heavy-duty

trucks experienced the strongest growth, increasing by

147%, followed by passenger cars at 77%. 

PRIORITY PROJECTS: In an effort to shore up the coun-

try’s declining road network, PNG has teamed up with

the Australian government to carry out a development

programme with the goal of ensuring that 75% of 16

priority national roads are in good condition by 2015.

These 16 priority highways constitute so-called miss-

ing links in the road network and developmental cor-

ridors. These links consist of the Highlands Highway (HH),

Buluminiski Highway, Koroba-Mendi Road, Porgera-

Togoba Road, New Britain Highway, Sepik Highway,

West Coast Road, Baiyer Road, Hiritano Highway, Coastal

Highway, Kokoda Road, Wau Road, Buka Road, Magi

Highway, Ramu Highway and Northern Road. Once

completed, these missing links will fill the existing gaps

and constitute a true national highway system con-

necting potentially productive regions across PNG. The

Partnership for Development Transport Infrastructure

Schedule includes maintenance and rehabilitation of

national priority roads, better functioning transport

sector agencies, and improving safety and security

standards to international norms. 

According a review of progress of the programme

made in 2013, Australia’s Ministry of Foreign Affairs not-

ed that the sector was on track to meet these targets

thanks in part to increased infrastructure spending by

the government, but that institutional capacity for

implementation remained limited and developmental

budget growth had not been matched by recurrent

budget increases for maintenance. 

FUNDING: This was addressed in the 2014 budget in

which funds for maintenance were included, bringing

state expenditure for roads and bridges for the year to

PGK1.42bn ($577.2m) according to the Treasury Depart-

ment. This represents roughly half of the PGK2.72bn

($1.1bn) allocated to the infrastructure sector as a

whole in the 2014 budget, which was up by 44.7% over

the 2013 budget allocation of PGK841.3m ($342m). 

As part of the roads rehabilitation and maintenance

programme, PGK100m ($40.7m) will be spent in 2014

by the DoW to upgrade and seal the gravel sections of

priority roads and maintain sealed roads. This includes

a PGK89.8m ($36.5m) contract signed in January 2014

by the DoW for Dekenai Constructions to carry out seal

upgrades on the Hiritano Highway between Malalaua

and Epo in Gulf Province. Of the 4200 km of national

priority roads, 3000 km were sealed, leaving 1200 km

gravelled at the beginning of 2014. 

The country’s other primary industrial and commer-

cial centres are also benefitting from renewed atten-

tion in 2014 as well with PGK100m ($40.7m) set aside

for work on new and existing roads in Lae. The agricul-

tural centre of Mount Hagen will receive another

PGK40m ($16.3m) for the same purpose, while the

tourism hotspot of Kokopo was allocated PGK15m

($6.1m) for upgrade works at the Tokua Airport and con-

necting road network. Moving forward with efforts to

fill in some the missing links and roads in economic cor-

ridors, the budget has also earmarked funds for the

development of priorities including the Sepik Coastal

Highway, Western Highlands-Madang Highway, East

New Britain Highway, Gulf-Morobe Highway and Gulf-

Southern Highlands-Hela Highway.

The World Bank approved $126.5m in funding in

March 2014 for the rehabilitation of hundreds of kilo-

metres of roads along the coastal provinces, accord-

ing World Bank statements. Implemented through the

second phase of the road maintenance and rehabili-

tation programme (RMRP), the first road to be refur-

bished is a 50-km stretch of the East Coast Road in Milne

Bay connecting Alotau and East Cape Point. The fund-

ing is being made available through a credit from the

bank’s International Development Association along

with $30.5m provided by the PNG government. Previ-

ous work on the original RMRP was done on the Hiri-

tano Highway connecting the Gulf and Central Provinces. 

One of the most crucial projects under way involves

shoring up the extensive HH and feeder road network

connecting the agricultural and resource industries in

the highlands with the port in Lae (see analysis). 

CAPITAL CITY: Another major project allocated in the

2014 budget is for the upgrading of Port Moresby’s dete-

riorating and potholed road network. This will include

PGK170m ($69.1m) earmarked for upgrading and main-

taining existing roads as well as for the construction
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The government is spending $577.2m in 2014 on roads and bridges

A development programme

will be carried out in

cooperation with the

Australian government to

ensure that 75% of 16

priority national roads are

in good condition by 2015. 
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of new roads. The 2014 outlay is part of the larger

PGK700m ($284.6m) project comprising PGK400m,

($162.6m) from the state and PGK300m ($122m) via

a soft loan from the Exim Bank of China to improve six

major roadways in the National Capital District (NCD).

It is hoped that the projects will be finished by the time

PNG hosts the 2015 South Pacific Games and the 2018

Asia Pacific Economic Cooperation (APEC) meetings.

The largest expenditure, at PGK196m ($79.7m), is to

build a four-lane, 10.7-km divided Gerehu-Hanuabada

road constructed by China Harbour Engineering Com-

pany PNG. This will link to the next 8-km stretch, Gere-

hu-9 Mile, worth PGK122m ($49.6m), which will also

be four lanes and built by the same contractor. Anoth-

er high-profile project is the PGK160m ($65m) Kook-

aburra Road project connecting Sir John Guise Drive to

the Hubert Murray Highway, including a flyover at the

Erima Junction, being built by Hawkins PNG. The sec-

ond phase of the Gordons Industrial Road project to

upgrade roads around the city’s industrial centre will

be carried out by Global Construction at a cost of

PGK85m ($34.6m). The last two projects comprise a four-

lane stretch between Erima and 9 mile (4.3 km at a cost

of PGK77m, $31.2m) including a four-lane bridge and

the Morea Tobo Road (PGK57m, $23.2m), which is 1.2

km of four-lane road and 4.7 km of two-lane road. 

PORTS: The marine subsector is a crucial cog in PNG’s

national transportation network due to the country’s

heavy reliance on imported goods, its lack of a com-

prehensive land-based options and the presence of

numerous islands outside the main landlocked territo-

ry PNG shares with Indonesia. This infrastructure has

been under increasing stress in recent years, however,

as the massive influx of materials needed for the coun-

try’s large-scale investments push the capabilities of

the ports to their limits. Container traffic has already

risen 35.9% over a five-year period from 254,592 twen-

ty-foot equivalent units (TEUs) in 2007 to 326,141 in

2012. While investment and related traffic are easing

as the massive PNG LNG construction phase winds

down, the development of a host of other new resource

projects as well as continued economic diversification

should continue to spur growth of commercial ship-

ping. Given the lack of established land connections,

PNG’s extensive river networks also serve as key trans-

portation arteries, particularly the Sepik and Fly Rivers. 

The country’s two primary seaports are Port Mores-

by Port, located in Fairfax Harbour, which supports the

capital and its commercial interests, and another on

the northern coast in Lae, catering to the country’s agri-

cultural and mineral extraction industries. The vast

majority of commercial shipping traffic is routed through

these two ports, which accounted for 79% of all move-

ments, or 753,444 TEUs, between 2010 and 2012. Oth-

er important regional ports are located in Alotau (on

the southern tip of New Guinea), Wewak (on the north

coast), Rabaul (in New Britain), Kieta (Bougainville) and

Lorengau (Manus Island). State-owned PNG Ports has

authority over the country’s 23 ports and manages 15. 

Due to increased demands of growing investment

and trade which are projected to rise further in the
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seaports are located in

Fairfax Harbour at Port

Moresby and Lae on the

northern coast. Together,

the two facilities

accounted for 79% of

container traffic in 2012.
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future, the port in Lae is in the midst of a massive over-

haul while the Port Moresby port has outgrown its orig-

inal home and is in search of a new site for relocation. 

EASING CONGESTION: New facilities will be crucial as

current congestion is impeding economic growth due

to logistics delays and high costs imposed upon users.

Upgrades are not limited to the primary commercial and

industrial ports, as traffic continues to increase at many

of the smaller ports around the country. A rise in tourist

interest is spurring the upgrades that began in 2013

at Alotau, which will feature a PGK41m (16.7m) proj-

ect to accommodate larger cruise ships, while the port

in Daru, located on a small island just off the southern

coast of Western Province, is also being refurbished. 

Future port expansions are also expected to support

the growth of 10 economic corridors across the coun-

try and unlock the potential of logistically limited areas.

One likely candidate for new facilities includes Madang,

with its close proximity to the Highlands region, Ramu

nickel mine and the Pacific Marine Industrial Zone.

Intermodal support is also being improved in the area,

in particular the 375-km highway connecting the West-

ern Highlands centre of Baiyer with Madang. 

Another potential site is Kikori in Gulf Province just

south of the Highlands, a region currently devoid of

major deepwater port facilities but primed for a resource

boom spearheaded by the Elk-Antelope oil and gas

project. As more large-scale resource extraction proj-

ects get under way, further purpose-built upgrades will

be necessary around the country as well. 

MOVING ON: Despite numerous upgrades over the

years to help boost efficiency and capabilities of Port

Moresby Port, the 42,000-sq-metre facility has been

stretched to its operational limits due to increased traf-

fic in the past few years. The port’s central location along

the waterfront is a limiting factor in the port’s capac-

ity ceiling due to fact that the site’s footprint is ultimate-

ly constrained by its surrounding commercial interests

as well as the logistical snarls created by fleets of large

tractor trailer rigs rumbling through the city’s major thor-

oughfares and parking along its streets. 

“I believe the Port Moresby port facilities will be relo-

cated outside of the city centre because the wharf

infrastructure is pretty old and the government is look-

ing into using it as a cruise ship terminal,” Kurt Behnke,

the general manager of Papua New Guinea Dockyard,

told OBG. “It will happen, it is just a matter of time.”

Although the relocation is viewed largely as an

inevitability, especially since Sir Mekere Morauta, the

former minister for public enterprises, stated that the

NEC had endorsed a PNG Ports relocation plan in 2012,

no clear timetable for the move has been set. Likely

locations for a new port are across the bay on the west-

ern shores or at the 71-ha man-made Motukea Island,

which already houses ship maintenance and construc-

tion facilities, Customs operations and other support

infrastructure. Operated by Australia’s Curtain Broth-

ers (CB), the private port has recently undertaken an

expansion which will add 4 km of wharf to the site. Gov-

ernment transportation sector plans indicate that inter-

connectivity of Motukea Island into the national road

infrastructure is a priority and the state has already

approved expanding the highway linking the port to Port

Moresby to four lanes as well as long-term plans to incor-

porate it into the Trans-Island Highway by 2030. The

PNG LNG pipeline has also been a boon for the CB port.

Other private operations in the immediate area

include Bismark Maritime Wharf, Steamships MES Wharf

and Napa Napa InterOil Port. In spite of these private

competitor ports, all located with Fairfax Harbour offer-

ing berthage and wharfage services, their markets are

well delineated leaving little overlap in head-to-head

commercial competition. Both Port Moresby Port and

CB can handle containers and dry bulk goods, with the

former also providing liquid bulk (petroleum and bunker

fuel) and passenger services as well as the majority of

container traffic. Bismark and Steamships work only

domestic coastal routes, with the latter accounting for

the lion’s share of the market, while the InterOil port

handles crude oil and refined petroleum products. 

LAE UPGRADE: Perhaps the most significant upgrade

currently being made to the country’s maritime trans-

port sector is the expansion of the industrial port in

Lae. The gateway to the highlands serves not only as

the primary access point for the agricultural sector

and a number of mining and energy projects in the

region, but also as a feeder port supporting numerous

outlying islands. As a result, more than half of the coun-

try’s total container traffic passed through the port from

2009 to 2012. Since 1995, annual cargo handled has

increased by 131,000 tonnes each year, including growth

exceeding 5% per annum for containerised cargo and

2.5% for general cargo, according to the ADB. 

To keep up with the growth of marine traffic, the gov-

ernment is in the midst of a PGK1bn ($406.5m) port

expansion which is expected to raise the port’s through-

put by 50% upon completion in 2015. Cargo handling

at the port is also expected to increase by 1.4m rev-

enue tonnes per year and boost the number of annu-

al ship calls from 600 to 900, according to the ADB.

Improvements for the port involve constructing new
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Port upgrades across the country are expected to support the growth of 10 economic corridors

Despite several upgrades,

the 42,000-sq-metre Port

Moresby Port in Fairfax

Harbour has reached its

operational limits due to

increases in traffic. Thus,

the port facilities are likely

to be relocated outside of

the city centre.
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port facilities, including a berth, tidal basin and termi-

nal works, buildings and storage areas, roads and

drainage, and support infrastructure such as water,

electricity and sewerage services. Consultancy con-

tracts for the project were signed in 2011 with bids for

the major civil works involving dredging and the con-

struction of the wharf and terminal awarded in March

2012 to China Harbour Engineering Company. Ground

was broken on the construction phase in June 2012.

There has been significant progress on the project

since then in spite of cost overruns, and as of Decem-

ber 2013 site clearance and excavation, dredging and

reclamation operations had been completed along with

85% of the wharf, 30% of slope protection works, and

5% of the container terminal and yard. 

Total investment in the project is estimated to come

to some $291.4m, with the ADB footing the bill for the

majority of these expenditures and the government

chipping in $94m. Funding from the ADB is sourced from

loans issued by the Asian Development Fund and the

OPEC Fund for International Development along with

other capital resources that cover a range of non-infra-

structure works in the city as well as the port upgrades,

including a $750,000 grant for HIV/ AIDS prevention

and $1.5m from the Japan Fund for Poverty Reduction. 

Work will continue at Lae throughout 2014, for which

the government has allocated PGK437.4m ($177.8m)

to the development of the city, including PGK270m

($110m) earmarked for the port itself with the remain-

ing funds to be used for supporting infrastructure such

as improvements to the road network around the port

to facilitate onward transport. Full port operations are

expected to be up and running sometime in 2015. 

NAVIGATIONAL AID: Complementing the expanded

shipping capacity, the government is also working to

improve the safety and navigability of its waters as traf-

fic increases. Also developed with the assistance of the

ADB, the Maritime and Waterway Safety Project (MWSP)

will aid not only commercial operations but also improve

conditions for the 65% of the population living in coastal

regions. The $47.9m project is managed by the Nation-

al Maritime Safety Authority (NMSA) and will replace

and maintain 99 navigational aids, install another 33

along the coastline, conduct hydrographic surveys,

expand the automatic identification system network,

and provide safety awareness and training sessions in

rural communities. Expected to be completed by 2018,

the project is funded mainly by ADB sources.

BOTTLENECKS: A second challenge remains to be

addressed in the form of administrative and bureau-

cratic inefficiencies. The root of these problems stems

from long lag times and procedural complexities required

by the various government agencies regarding import-

ing and exporting goods through PNG’s ports. As a

result, PNG was ranked 134th out of 189 economies

in terms of trading across borders by the World Bank’s

“Doing Business 2014” annual ranking. This was well off

the East Asia and Pacific regional average of 77 and far

behind Pacific Island peers: Fiji (111), Palau (96), Kiri-

bati (77), Tonga (63), Marshal Islands (62) and Samoa

(58). In spite of various streamlining programmes pro-

posed by the relevant government agencies, the report

has measured no notable reform in the sector since its

initial inclusion on the list in 2009. 

“The different government bodies such as PNG Ports,

Customs, quarantine and Ministry of Trade are not all

dancing the same dance so the changes made to speed

things up often don’t work as they should,” Khu Heong

Chye, group agency manager (South Pacific) at Carpen-

ters Shipping Agency, told OBG.

The problems are most apparent for importing goods,

which requires on average 32 days to complete com-

pared to the East Asia and Pacific regional average of

22 days and 10 days in OECD high-income nations. As

a result, the average cost to import a container into

PNG is $1250, 41% higher than the regional average

of $884 per container. The largest expense incurred is

the $450 paid for ports and terminal handling over an

average of seven days, followed by $300 each for Cus-

toms clearance and technical control (four days) and

inland transportation and handling (two days). There

is also an additional $200 in expenses to cover the 19

days of document preparation. 

It takes roughly one-third less time to export goods

with an average timeframe of 23 days, compared to the

regional average of 21 days and 11 days in OECD high-

income countries. Export costs are marginally less than

imports at $1149 per container, but still significantly

higher than the regional average of $856, giving oth-

er competitors a substantial edge in export markets. 

Ports and terminal handling are again the most sub-

stantial costs at $360 per container over an average

of four days, followed by Customs clearance and tech-

nical control ($300), documents preparation ($275), and

inland transportation and handling ($214).

“PNG Customs is still working to overcome delays, even

though most of those are due to errors by shippers who

are not complying with our legal requirement of sub-

mitting cargo manifests 48 hours prior to berthing.

This service is now available through our e-system,”

Ray Paul, the commissioner at PNG Customs, told OBG.
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Importing goods requires an average of 32 days to complete, while exporting takes an average of 23 days

Improvements to the Lae

port include construction

of new port facilities,

buildings, roads and

support infrastructure, with

full port operations

expected to start in 2015.
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TAKING FLIGHT: PNG’s aviation sector is also embark-

ing on a major makeover which is expected to provide

a major facelift of its primary airport infrastructure

(see analysis) as well as a restructuring of its national

carrier, Air Niugini (ARL). Owned by the state of PNG

through the Independent Public Business Corporation,

ARL has experienced a surge in passengers in recent

years and is in the midst of upgrading its fleet to keep

up with demand. ARL dominates the country’s air mar-

ket and has a near monopoly on international flights

to 10 international cities as well as 21 domestic routes. 

A second carrier, Airlines PNG, operates primarily as

a domestic airline serving 22 town and cities through-

out the country, in addition to charter services. The car-

rier’s fleet comprised 14 de Havilland Canada DHC

Dash 8-102s and another eight de Havilland Canada

Twin Otter DHC-6 300s as of early 2014. Both aircraft

are well suited for short field take-off and landings

encountered at some of the smaller, more remote

airstrips as well as the challenging conditions encoun-

tered in the high altitudes of remote resource devel-

opment mining and energy projects. While ARL holds

a significant edge in domestic market share, Airlines

PNG has been steadily chipping away at the lead as its

seats per week has increased from around 7500 in

October 2011 to around 14,000 by September 2013,

according to data from the Centre for Aviation and

Innovata. Over the same time ARL seats per week have

declined from around 32,000 in 2011 to 31,000. 

Virgin Australia also operates a code-share agreement

on a limited basis between Port Moresby and Cairns,

Australia, while Qantas has code-share agreements

from Port Moresby to Cairns and to Brisbane, Australia,

with these covering both passenger and freight traf-

fic. Some 3500 seats per week are booked on ARL from

PNG to Australia, compared with around 1000 seats each

for the Australian carriers. 

Meanwhile, ARL added six new aircraft in 2013 to its

stable of Boeing 737s, Boeing 767-300ERs, Fokker-

100s and various Bombardier Dash-8 models. The com-

pany is also retrofitting some of its older planes to

make them more comfortable leading up to the Pacif-

ic Games to be held in the country in 2015. The flag

carrier also has a Boeing 787 on order for delivery in

2017, and it is expected to be listed on the Port Mores-

by stock exchange in the near future, although no clear

timetable for the listing has been announced. 

OUTLOOK: PNG’s transportation sector looks to be

turning a corner as a number of substantial infrastruc-

ture upgrades are now in full swing. The HH project along

with the upgrade of the port in Lae should go a long

way to easing congestion and boosting economic oppor-

tunities in related sectors. Improvements at other ports,

combined with the eventual relocation of government-

owned facilities in the capital, should further ease con-

gestion for domestic and international shipping lines,

although monopolistic domestic shipping practices

could offset some of the efficiencies gained in terms

of lowering user costs. In the skies, much-needed

improvements in the country’s airports and airlines

should also improve efficiency, comfort and safety.

149

The national carrier is upgrading its fleet to keep up with demand

Two local carriers operate

domestic and international

connections to PNG,

alongside two Australian

airlines that run code-share

flights to Port Moresby. 
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Tim Blackburn, Managing Director, Swire Shipping

What is the potential for Lae’s port to be used as a

trade hub in the South Pacific region and beyond?

BLACKBURN: The island nations of the South Pacific

region depend on reliable, frequent and cost effective

shipping services to provide access to international

markets and to support sustained economic growth.

Lae is ideally located to act as a domestic and region-

al trans-shipment hub in the South Pacific. However,

realising this potential as a trade centre is dependent

on the development of an efficient, secure port, with

modern infrastructure designed to meet the require-

ments of port users over the long term. It will be ben-

eficial to take guidance from shipping lines and vessel

operators most familiar with the unique operating envi-

ronment, including those who have established long-

term partnerships with service providers. In addition

to increasing productivity, a trade hub in Lae could also

create opportunities for network optimisation and the

development of new shipping services in the region.

In what way will the relocation of Port Moresby’s

commercial port to Motukea Island help to improve

the city’s logistic challenges?

BLACKBURN: The proposed relocation will have an

immediate impact on the volume of heavy vehicles and

containers that are currently directed via the downtown

areas of Port Moresby. This will reduce the pressure on

roads and other infrastructure in the commercial and

residential centre of the National Capital District. 

From a logistics perspective, the relocation of the port

to Motukea will enable carriers to work more closely

with hauliers, depot providers and other partners in the

supply chain, to develop integrated logistics solutions

for importers and exporters while controlling costs.

From a health and safety and environmental posi-

tion, the relocated port will significantly reduce the

distances that containers travel between the wharf

and off-dock storage areas, thereby cutting back harm-

ful emissions. The consolidation of logistics and car-

go-handling activity at Motukea Island will also improve

the condition and the safety of the roads in the down-

town area for other users.

How can PNG create a more efficient transport

network and enhance interconnectivity?

BLACKBURN: In our opinion the priority is investment

in existing port infrastructure upgrades, which would

reduce berth congestion and improve cargo-handling

productivity on the wharf. This would allow port infra-

structure to meet international industry standards.

There is also an urgent need to invest in a better road

infrastructure around the ports and container depots,

as well as between ports and major commercial cen-

tres. Training in areas such as planning and logistics will

be required in order to strengthen interconnectivity. This

demands investment in improving processes, integrat-

ed systems design and the adoption of innovative tech-

nologies, which must be sufficiently robust to meet

the demands of the operating environment.

To what extent are fleet-wide slow-steaming initia-

tives redefining the shipping industry? 

BLACKBURN: Slow-steaming initiatives have had a

considerable impact on the shipping industry for a

number of different reasons. 

Operating ships at reduced speeds is an effective

means to reduce capacity during a period when there

is already an oversupply of ships; however, most impor-

tantly, slow-steaming significantly reduces bunker fuel

consumption, where bunker costs represent the sin-

gle largest component of daily operating costs.

At the same time, slow-steaming initiatives have also

led to increased ship scrapping, the demolition of old-

er tonnage and acceleration in the development of

new, fuel-efficient designs, which represent the future

of the shipping industry. 

In addition to new designs for ships, there have also

been major advances in engine technologies and excit-

ing innovations in alternative propulsion systems and

fuel sources, which will change our industry forever.
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The southern region accounts for half of all passenger trips in PNG

Given the remoteness of many communities and

resource development projects which have limited or

no access to other modes of transportation, air trav-

el in Papua New Guinea plays a more vital role in eco-

nomic and social development than its regional peers.

In a number of cases, the country’s 22 airports serve

as the only reliable link to the outside world due to

the complexity of the topography and terrain. 

With air travel providing essential services ranging

from medical evacuation and equipment delivery to

passenger transport and tourism, the government

has been pushing hard to improve the capabilities of

the nation’s 14 jetports and eight non-jet ports to

accommodate an ever-increasing demand for pas-

senger and cargo capacity while bringing operational

safety and efficiency up to international standards.

This emphasis on upgrading air transport has attract-

ed the aid of donors such as the Asian Development

Bank (ADB) as well as growing financial commitments

from the PNG government itself. 

BUDGET: In all, the state has allocated the National

Airports Corporation (NAC) PGK149.7m ($60.9m) in

the 2014 national budget, roughly 25% less than the

PGK199.5m ($81.1m) spent the previous year. To con-

tinue the sectoral reform, the 2014 budget estimates

similar expenditures in the coming years valued at

PGK148.7m ($60.4m), PGK151.5m ($61.6m) and

PGK154.4m ($62.8m) in 2015, 2016 and 2017, respec-

tively. The Civil Aviation Development Investment Pro-

gramme (CADIP) received the highest share of the gov-

ernment’s 2014 aviation outlay at PGK99.7m ($40.5m)

(down from PGK169.5, $68.9m, in 2013). The state also

allocated PGK30m ($12.2m) for the upgrading of Jack-

sons International Airport in Port Moresby (equal to

the amount in the previous budget), PGK10m ($4.1m)

for the New Ireland Provincial Airport and PGK6.5m

($2.6m) for an alternate landing strip at Tokua Airport. 

In addition, Papua New Guinea Air Services (PNGAS)

maintained its budget of PGK16.3m ($6.6m) in 2014

(up from PGK14.3m, $5.8m, in 2013), which is prima-

rily used for communication, surveillance and air traf-

fic control operations. The 2014 budget for the Civil

Aviation Safety Authority of PNG (CASAPNG) was

PGK11.1m ($4.51m), similar to the PGK11.18m

($4.54m) average budget line from 2013 to 2017. 

SUPPLY & DEMAND: As economic development

continues to attract investors, business clients, tourists

and others from across the world, air passenger traf-

fic is projected to expand from around 2.5m passen-

gers in 2010 to more than 6m in 2020 and in excess

of 9m by 2030, according to PNG’s Strategic Devel-

opment Plan 2010-30 (PNGSDP). 

The southern region of the county, which contains

many of the large developed resource projects as well

as the capital city of Port Moresby, accounts for the

lion’s share of air travel with roughly half of all pas-

senger trips in PNG. This region is projected to host

around 3m passengers in 2020 and more than 4m by

2030. The Highlands, Momase and Island regions are

expected to see only marginal increases in traffic with

none of them exceeding 2m passenger trips by 2030. 

ATTRACTING TOURISTS: Tourist arrivals in PNG

recorded growth of 0.4% in the first quarter of 2013

compared to the same quarter in 2012, according to

the South Pacific Tourism Organisation. The largest

country in the region still has a ways to go in terms

of attracting tourists, as PNG garnered just 12% of

105,913 Australian visitors during the quarter, behind

leader Fiji with 60% but ahead of Vanuatu (11%). 

Anticipating future demand, the PNGSDP calls for

upgrading regional airports to equip at least 10 of them

with capabilities to handle large jets compared with

just one airport (Jacksons) currently. Up to 50 other

unused smaller airstrips in remote locations are also

planned to be rehabilitated, while safety standards will

be increased to meet international standards at 70%

of the country’s airports which did not meeting these

targets as of 2008. Due strong investment by the gov-

ernment and donor organisations, the number of

PNG’s airports able to achieve these standards rose
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from just seven in 2008 to 15 by 2011 with all 22 air-

ports expected to be certified by 2015, according to

the PNG Medium Term Development Plan 2011-15.

The improvements of these airports also dovetails

with efforts by the national carrier, Air Niugini, to

expand the capabilities of its fleet by adding larger

aircraft to its domestic routes which in turn require

more robust runways and supporting infrastructure. 

TAKING FLIGHT: The largest programme under way

to bring PNG’s air sector up to international stan-

dards is the CADIP, championed by the ADB. With a

price tag of some $640m, the extensive undertaking

seeks to improve safety and security operations to the

level of international aviation standards; expand car-

go and passenger capacity; improve all-weather access

and access to non-commercial destinations; and for-

mulate and concession long-term maintenance con-

tracts. The first tranche of the CADIP is targeting

improvements at the country’s busiest airports, such

as Jacksons International Airport, as well as airports

in Mount Hagen, Wewak, Hoskins and Gurney. 

Upgrades will be applied across airport facilities

and services, including rehabilitation of infrastruc-

ture including runways, taxiways and aprons; increas-

ing the capacity of runways and passenger terminals

to accommodate larger aircraft; and improvement of

communication, navigation, surveillance and fire fight-

ing equipment. Upon completion, five airports will

comply with the safety and security standards of the

International Civil Aviation Organisation. 

Maintenance and support programmes will also be

addressed along with management and reform of the

Civil Aviation Authority (CAA) and its operational units.

In addition, new security fences were installed at the

Kavieng and Goroka airports. 

PROGRESS SO FAR: The first phase of the CADIP ran

from December 2009 to June 2014 and was financed

by a $109.1m tranche of funding. The ADB is the pri-

mary donor for the programme, accounting for $92.1m

of this figure (and $480m for the programme over-

all) with the government contributing $17m. As of Jan-

uary 2014 significant progress had been made at all

five airports towards achieving the goals of the ini-

tial phase of the programme. An instrument landing

system was installed at Jacksons International Airport

in April 2011, followed in September 2013 by the

completion of the airport parking apron extension.

The NAC also signed on contractors to upgrade the

Hoskins Airport runway in 2013 and for the Mount

Hagen terminal in April 2013. Security fencing work

was also completed at the Wewak and Gurney airports

in September 2013, while new aviation fire equip-

ment was commissioned by the NAC in April 2013. 

Progress was also made on the administrative and

regulatory aspects of the sector, including a restruc-

turing of the CAA into National Airports Corporation,

PNG Air Services and Civil Aviation Safety Authority. 

With the first phase expected to be completed by

mid-2014, the second round of funding is set to kick

in for the second phase of the project, which runs

through September 2017. This will include another

$130m from the ADB and $40m from the govern-

ment. The implementing agency is the NAC.

These new funds will be channelled towards airport

infrastructure improvements, enhanced operations

for air traffic management and navigation services to

comply with best practices and international aviation

standards and continued institutional reforms in rel-

evant agencies of the NAC, PNGAS and CASAPNG. 

EXPANDING THEIR REACH: In addition to upgrades

at primary airports, the government is looking to

expand domestic flight options in other locations

around the country. After being closed for more than

two decades, the Aropa Airport near Kieta in the cen-

tral area of the Autonomous Region of Bougainville

(ARB) is scheduled to be reopened in 2014. The lat-

est sign of warming ties between the ARB and the PNG

governments will see the island nation’s premier gate-

way active once again following refurbishment of the

facility and associated support infrastructure. 

Davis Steven, the civil aviation minister, told local

press in March 2014 that the rehabilitation of Aropa

would cost between PGK45m ($18.3m) and PGK50m

($20.3m) and that it would take three months to com-

plete. Works to be carried out by the NAC include ter-

minal and runway improvements, upgraded fencing

and refurbishment of other supporting facilities before

service is resumed by Dash-8 aircraft. 

Looking to further boost the tourism sector, the PNG

government has also allocated PGK15m ($6.1m) to

aid in the upgrade of Tokua (Rabaul) airport located

on East New Britain. The outlay is to cover airport

refurbishments as well as improvements to the road

connecting the airport to the town of Kokopo. This

will include the design of a four-lane road at a cost

of PGK5m ($2m) and another PGK6.5m ($2.6m) for

an alternate landing strip at Tokua airport. Seeking 

to capitalise on the improvements, Airlines PNG

launched in February 2014 its inaugural flight from

Kokopo to Buka in the ARB, the latter of which now

has scheduled connection with Kavieng and Lae as well. 
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Taking trade flows as an economic indicator, how

would you assess the local market’s performance?

HARRISON: Over the last five years we have seen dis-

posable income grow considerably in Papua New Guinea.

This has driven larger imports of luxury items, especial-

ly mobile phones, which are highly desired by average

Papua New Guineans. Handsets were practically unaf-

fordable 10 years ago due to lack of competition in the

local market. Now, they have bypassed the use of com-

puters, especially in remote areas, and had a huge effect

on people’s capacity to trade. In the last half-decade

we have seen a surge in coastal trading, and have been

moving more cargo than ever between Lae and Port

Moresby. In general, the telecoms industry has been

buoyant in recent years, and we have imported a large

number of shipments for the BeMobile and Ericsson

roll-outs. Spare parts for the automotive and mining

sector have also seen exceptional growth via air and

ocean freights, as vehicle maintenance is keeping the

segment dynamic following the completion of the PNG

Liquid Natural Gas (LNG) project’s construction phase. 

How will the completion of the PNG LNG project

affect the industry’s performance in the short run?

HARRISON: It depends on the amount of exposure

that individual logistics companies have. Those that

were heavily involved in the construction phase will

inevitably feel the pinch, as everything will be scaled

back during production. The question is how to read

market trends in advance and not be carried away by

temporary developments, even ones as significant to

the local economy as the PNG LNG project. The prob-

lem with construction is that it has a start, but also a

finish. If a supplier does not plan its activities accord-

ingly, it will face difficulties down the line. This project

has made transport in PNG more expensive, since

salaries are above the national standard. What used to

cost logistics companies PGK5 ($2.03) an hour for

transport has now escalated to PGK25 ($10.16), which

naturally affects the final costs charged to consumers. 

To what extent is the cost of doing business in PNG

a hurdle to its logistics industry? 

HARRISON: That is an issue for everybody, not only for

our industry. True, it costs twice as much to clear a con-

tainer in PNG than in Singapore, but to build a house

here also costs double what it would in New Zealand.

Looking at our industry specifically, I can say that hav-

ing only one stevedoring company at Port Moresby is

certainly not conducive to business. In general, the

port needs to be upgraded: it is likely one of the last

places in the world where gantry cranes have just

become operational. Keeping them functional 24/7

continues to be a challenge. Another logistics night-

mare is having a wharf near the centre of town, as it

creates traffic congestion. Most of those involved in

the industry are in favour of its relocation to Motukea

Island, which we have already been using to clear most

of our cargo. Prices at Motukea continue to be high,

but although you are paying a premium on paper, a quick-

er turnaround repays the higher costs. Also, delivery is

easier: you don’t have to go through traffic in town.

How much is security an issue for a logistics com-

pany in PNG, and how can companies mitigate this?

HARRISON: I would say that an average of 10% of

spending is destined for security, from GPS tracking to

all sorts of measures to mitigate possible problems

along the way – and that includes curbing corruption.

Compare this figure with mature markets like Australia

or New Zealand, where operators spend hardly more

than 2%, and you get a sense how much this is an issue

in PNG, or in any developing country. Although it is a

distant prospect, we are looking at the option of robot-

ic aerial couriers like drones, which can provide niche

commercial services in remote areas. Given the coun-

try’s topography and the poor state of its roads net-

work, this could certainly be a positive development.

PNG has leapfrogged other technologies before, such

as landlines in telecommunications. Perhaps transport

will be another area for breakthrough technologies.
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Funding has been secured to upgrade some 1400 km of roads 

Although the commercial, political and social centre of

Papua New Guinea is firmly entrenched in Port Mores-

by, its agricultural and resource heartland lies square-

ly in the rugged Highlands region. Home to some 40%

of the population, the fertile soil of the Highlands pro-

duces some of the most valuable cash crops including

coffee, tea and cocoa. The area also contains substan-

tial natural resources including the oil and gas reserves

for the PNG Liquefied Natural Gas (LNG) project and

future LNG developments based on the Elk-Antelope

fields as well as major mining operations such as the

Porgera copper and gold mine.

ON THE ROAD: The only road link accessing these areas

is the Highlands Highway (HH), which zigs and zags from

the gateway port of Lae up to Mount Hagen before fork-

ing out to the Porgera gold mine in Enga Province and

PNG LNG oil and gas fields in the Southern Highlands.

Broaching mountain passes as high as 3000 metres and

inclines as steep as 24 degrees, the route is the sole

means of access for some 3m citizens, including resi-

dents of other important towns such as Goroka and

Mendi. The most extensive networks along this 700-

km stretch of heavily potholed road are central, west-

ern and eastern highlands, although the highway is

often limited in places to a single lane due to frequent

washouts, while security can also be a concern. 

Given the resource wealth in the region and the

attractive potential of future operations, developing effi-

cient transportation routes through the territory is cru-

cial for further economic development not only of the

Highlands but the country as a whole. Any improvement

or extension of the road network would also be of sub-

stantial social and economic benefit to the communi-

ties in the area, many of which have had limited or no

access to reliable transportation or the goods and serv-

ices which inevitably follow. Recognising its economic

and social importance, the government, donor organ-

isations and other non-governmental organisations

have been working to overcome the significant natu-

ral impediments to a reliable road network in the region. 

Francis Awesa, minister of works and implementa-

tion, told OBG, “Without a proper network of roads, eco-

nomic development in PNG will be very difficult to

achieve as our farmers struggle to bring their products

to market, while our two major cities of Lae and Port

Moresby continue to be unconnected.” 

COOPERATIVE EFFORT: The strongest effort made to

date to address all aspects of upgrading the HH is being

carried out through a partnership between the Asian

Development Bank (ADB) and the state of PNG. In total,

the Highlands Region Road Improvement Investment

Programme (HRRIIP) targets a core network of some

2500 km of major national and provincial roads feed-

ing into the HH which are subjected to the heaviest

amounts of regional traffic. This includes improvements

to approximately 1400 km of roadways funded by a

series of four investment tranches as well as prepara-

tion and administration of long-term road maintenance

contracts for the entire 2500 km of the network. 

Other components include consultancy services for

the preparation of investment projects, the design and

supervision of civil works, and preparation and admin-

istration of long-term road maintenance contracts. This

includes an extensive period of consultation with input

from dozens of organisations from the government, rel-

evant development partners and international organ-

isations as well as consultants engaged by the ADB,

AusAID and other donor-funded projects. 

The final two components of the programme are

support for capacity development (including techni-

cal assistance to support the development of the Nation-

al Transport Development Plan 2011-20), resource

mobilisation for maintenance funds and improving road

transport services; and monitoring the socioeconom-

ic benefits of improved roads in the Highland region. 

FUNDING: Donor funding for this first phase of the pro-

gramme totalled $532m and was sourced from the

Asian Development Fund which contributed $331m

along with $200.18m in counterpart funding and anoth-

er $700,000 from the Japan Special Fund, according to
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the ADB. The first phase of the HRRIIP was initiated in

2008 with the programme moving forward into its sec-

ond phase in January 2014. The Department of Works

(DoW) has been selected as the executing agency and

implementing body for the road improvement works,

while the National Road Authority (NRA) is the imple-

menting agency for road improvement works.

WORK BEGINS: With the consultation period com-

pleted (requiring a total of 1266 person-months), work

is moving forward in terms of putting shovels in the

ground at priority locations throughout the network.

As of January 2014 the DoW had completed technical

designs of civil works and had prepared environmen-

tal examinations and resettlement plans for all sub-proj-

ects. Phase two of the HRRIIP includes projected tar-

gets of improvements to 118 km of priority national

roads along with maintenance arrangements for 500

km of roads. The second component is support and

capacity development and the third is programme

administration. Some of the priorities included within

the latter two components include improving the capac-

ity of the NRA to plan and manage long-term road

maintenance contracts, improving the efficiency of the

DoW capabilities to deliver road improvements with

attention to safeguards and its asset management sys-

tem, as well as improved road safety capacity of the

National Road Safety Council. Approved financing for

the second phase totalled $172.6m with $69m from

ordinary capital resources, $63.6m from counterpart

funding and $40m from the Asian Development Fund. 

A number of previous efforts targeting the HH have

also been carried out in conjunction with other agen-

cies including the World Bank, the Japan International

Cooperation Agency (JICA) and AusAID. These include

the $113m Highlands Highway Redevelopment Proj-

ect and PNG Road Maintenance and Rehabilitation

Projects I and II carried out by the World Bank and the

PGK18.8m ($7.6m) Highlands Highway Maintenance

programme launched in 2006 by AusAID. The JICA High-

lands Highway Bridge Replacement Programme is also

ongoing to replace 12 bridges along the highway in the

Eastern Highlands Province including the Orompaka

Dirty Wara, Nonompinka Siguya, Honeranka Yasifo, Ofi-

ga Parirosay, Umbake Benbena and Kinkio Sunufamu

bridges, according to the DoW. 

ROUGH ROAD AHEAD: While the HRRIIP project is

ambitious and the potential benefits of a positive out-

come tantalising, past efforts have proven that success

is far from guaranteed. These challenges stem mainly

from the technical obstacles posed by steep, irregular

terrain and the inexorable damage caused by the heavy

rains that batter the area. This inclement weather, com-

bined with a lack of recurrent funding for proper upkeep

and a pattern of heavy use, has negated previous

progress made in laying new roads as their condition

deteriorates rapidly under the stress. For this reason,

the ADB found that any sustainable transportation

improvements for the region needed to include a pro-

gramme of regular maintenance on all Highlands roads

that remain in good condition in part by ensuring that

routine maintenance begins on newly improved roads

as soon as works are completed. 

The establishment of the NRA in 2010 represents one

step forward in achieving the continuity required to keep

these roads in working order. The primary responsibil-

ity of the NRA is to maintain the road network support-

ed by a road fund financed through road user charges

and managed by an independent board comprising

representatives from road users, the private sector and

the government. Once construction of new roads or

improvements of existing roads are completed, they are

handed off from the DoW to the NRA.

MOVING FORWARD: Aided by the promise of billions

of kina in additional new funding from a loan from Chi-

na’s Export Import (EXIM) Bank, a number of contracts

have been signed in recent years to carry out major con-

struction works along the HH. Chinese contractor Chi-

nese Machinery Engineering Corporation signed a deal

in October 2013 for around PGK400m ($162.6m) to

carry out construction along the Kisenepoi to Kaugel

Bridge section of the highway. The PNG government

allocated PGK150m ($60.9m) for the project in the

2013 budget with the balance planned to be sourced

from the EXIM Bank loan. A second construction con-

tract was issued to another Chinese contractor, China

Railways International in March 2013. The PGK470m

($191.1m) agreement (also to be funded primarily

through the EXIM Bank loan) is for the upgrade of the

Lae-Nadzab Road from a two-lane to a four-lane high-

way for which construction began in late 2013 and is

expected to take three years to complete. 

In total, the government has allocated hundreds of

millions of kina in the 2014 national budget alone to

improve the HH as well as surrounding support roads.

This includes PGK150m ($61m) for maintenance of

the highway and PGK40m ($16.3m) for the develop-

ment of town roads in Mount Hagen, while a good por-

tion of the PGK100m ($40.7m) 2014 budget for the

national roads rehabilitation and maintenance pro-

gramme will also go towards the road network that criss-

crosses the economically crucial Highlands region. 
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Regular maintenance is required for the road network due to heavy use and inclement weather conditions

Established in 2010, the

National Road Authority is

responsible for the

maintenance of upgraded

and new roads. The

organisation is supported

by a fund financed through

road user charges.
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GDP growth slowed from 8% in 2012 to around 5% in 2013 

Given the country’s long history of trade, industry and

manufacturing, some of the big names in Papua New

Guinea today, such as Paradise Foods, Pacific Industries,

WR Carpenter and SP Breweries, have been around for

decades. BNG Trading was founded so long ago, in

1924, that it predates the creation of the Territory of

New Guinea – its name is an initialism for British New

Guinea. While much of the country’s industry has been

dependent upon natural resources strengths – coffee

roasting was started in PNG in the 1930s – it is also

true that manufacturing and processing were under-

taken to meet domestic demand. However, conditions

within the country have become more challenging of

late. Due to the decline in the number of jobs related

to the PNG liquefied natural gas (LNG) project and the

subsequent slowing of economic growth, as well as

weak global resources markets, industry in PNG has had

a challenging year, according to Port Moresby-based

executives. “There’s been a significant decline in con-

sumer product and manufacturing activity,” said David

Doig, the general manager of Moore Printing. 

Consumer spending has weakened and businesses

have been reporting flat or lower sales. The secular trend

is good, however, and manufacturers remain positive.

Over the long term the country will benefit from growth

in the resources sector and related foreign investment,

and consumer demand will rise along with it. Industry

is also evolving. New businesses are being developed,

while existing businesses are improving their operations.

The country is quickly changing, and with it so are its

consumer and manufacturing sectors.

FROM CONSTRUCTION TO PRODUCTION: PNG LNG

has certainly helped the economy, and the construc-

tion phase of the project has contributed to the revival

of the fortunes of the nation and its industries. Still, in

2013 and early 2014, the project had a destabilising

effect. While it employed as many as 16,000 people dur-

ing the construction phase, during the production

phase the number of directly employed will drop to

around 600. This fall has been hitting the country’s

economy. Growth in construction dropped to 12% in

2013 from 24% in 2012, while that in retail and whole-

sale trade fell from 20% to 5%. GDP expansion slowed

to 5.1% in 2013, down from 8% in 2012 and 9% in 2011,

according to Asian Development Bank (ADB) data. 

These difficulties have required companies to close-

ly look at costs and undertake some retrenchment.

Across the board, manufacturers, traders and services

companies have had to reassess their operations and

adjust to account for the new realities. However, this

may be just a lull before better times. When the PNG

LNG project starts to increase production, GDP is expect-

ed to spike. The ADB forecasts GDP will rise by 6% in

2014 and 21% in 2015. The growth is also seen com-

ing with moderate inflation and lower pressure on

wages. In the production phase, the money will enter

the economy indirectly through the government rather

than directly via workers. During the boom, companies

were finding it hard to fill positions, faced demands for

higher wages, especially from skilled workers, and strug-

gled with job hopping. As a result of the PNG LNG proj-

ect, expectations became unrealistically high. Now,

however, they are coming back into line with produc-

tivity, and companies are able to focus more on build-

ing rather than maintaining. 

EXPANSION: Still, some companies are in expansion

mode. Food manufacturer Goodman Fielder was fin-

ishing up a snack plant in Lae in early 2014, according

to Business Advantage. Lae-based manufacturer Pri-

ma Smallgoods invested PGK40m ($16.3m) in upgrad-

ing its manufacturing operations recently – and the firm

is considering exports – while Frabelle, the tuna can-

ner, is upgrading its manufacturing facilities in the city.

Meanwhile, Paradise Foods, an 80-year-old firm, which

is 100% locally owned, has made major investments over

the past two years in a bottling line for Pepsi (which

the firm reintroduced to the market in 2012) and in a

chocolate factory. Nestlé is also investing $9.5m in its

manufacturing factory in Lae to boost production by

30%, according to Business Advantage, while another

In the long term the

country will benefit from

growth in the resources

sector and related foreign

investment, and consumer

demand will increase along

with it.
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Despite recent weakening in sales, the long-term outlook remains positive
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Lae-based manufacturer, KK Kingston, is consolidating

its Lae operations into one, new facility. The firm is also

introducing new products, including new paper prod-

ucts and washing powder. 

GOVERNMENT INVESTMENT: There is also growing

optimism about investments being made by the gov-

ernment. The country is highly focused on infrastruc-

ture development and will be building more roads (see

Transport chapter), establishing the National Transmis-

sion Network for fibre-optic connectivity and under-

taking improvements in Port Moresby in anticipation

of the 2015 Pacific Games. The vast Lae port expan-

sion project, which is 70% funded by ADB loans, is

expected to be completed by the end of 2014 (see Trans-

port chapter). The Lae-Nadzab Airport road project

was started in 2013, and a 40-year-old power cable run-

ning from Lae to the airport was replaced in early 2013

after burning out and causing power outages at the

airport and along the route. It is hoped that the con-

certed efforts by the government will result in better

transportation and communications links and a low-

ering of related costs. Companies involved in import-

ing, building materials, construction and technology

also anticipate an increase in business as these gov-

ernment-led initiatives get under way. 

More generally, the government plans to develop

four economic centres across the country. Port Mores-

by will become a centre for finance, Lae for manufac-

turing, Mount Hagen for agriculture and Kokopo for

tourism. It is financing a $238.5m stimulus package to

create 500,000 new businesses and 2m jobs by 2050.

While the programme is aimed at encouraging local busi-

nesses, as 90% of the formal economy is (according to

state officials) foreign-owned, it is expected to have an

impact on the economy as a whole. 

MINIMUM WAGE: Talks on worker pay have borne

some fruit. After a meeting in late 2013, only its fourth

since 1992, the minimum wage board asked the gov-

ernment to approve a raise in the hourly minimum

wage from BGK2.29 ($0.93) to PGK3.20 ($1.30), a 40%

increase. This was endorsed by the prime minister’s

cabinet in June 2014, and went into effect July 3 for all

companies operating in PNG, though there is a three-

month grace period for the agriculture sector and busi-

nesses that are struggling to pay their employees. 

The PNG Trade Union Congress welcomed the news.

It said statistics indicate that, while corporations have

done well over the past two decades, wages have not

kept pace. According to the union, 12.1% of national

income now goes to wages, from around 40% as late

as the 1990s. A 7.5% pay raise given to state employ-

ees in late 2013 has motivated the unions. Not all are

thrilled, however. “[The new minimum wage] will put

significant pressure on all business, particularly com-

panies like the big security companies and plantations

with a high number of employees,” Ron Seddon, pres-

ident of the Port Moresby, told local media. 

While the higher minimum wage could hurt compa-

nies in PNG – by raising costs without raising produc-

tivity – it could help boost spending. The resources

boom has already led to a surge in consumption, espe-

cially in 2012. With higher worker pay, much of this may

return to the economy via domestic consumption. 

FOCUS ON PRIORITIES: The general drive for efficien-

cy is helping some businesses. Companies that deal in

products and services that save time or money are see-

ing increasing sales as the slowing of economic growth

has made cost and time savings a priority. 

Those involved in IT, for example, are noting an uptick

in demand for solutions that help clients better man-

age their books and identify opportunities and waste.

Innovative offerings not directly IT-related are also in

demand. According to Moore Printing, its new online

printing services – which make the designing and pro-

duction of business cards quicker and cheaper than

when done manually – is proving popular. “Companies

are looking for cost savings because they don’t have

the business,” said Doig.

Law and order-related sales are also on the increase.

In addition to basic security services, companies are look-

ing for ways of thwarting scams. They are paying spe-

cialised firms to conduct investigations and buying

computer systems to better track invoicing and pay-

ments. With large resources-related projects in need

of guards, increasing law and order problems, the Pacif-

ic Games (2015) and the APEC summit (2018), the sec-

tor has doubled in size to 460 firms and 25,000 guards,

according to public comments made by Paul Kingston

Isari, CEO of the PNG Security Industries Authority. 

The volatility of the kina has been mixed for domes-

tic industry. The country’s currency lost more than a

quarter of its value in 2013, which made domestically

manufactured products more competitive against

imports. At the same time, however, it also increased

the cost of imported materials, putting pressure on

manufacturers to raise prices. 

THE CHALLENGES: PNG is a nation with various con-

ditions that challenge the development of industry.

First, labour is relatively expensive. The minimum wage

is higher than that in Myanmar, Cambodia, Vietnam,

Indonesia, many parts of China and some parts of the

Philippines, and close to the minimum wage in Thai-

land and Malaysia, according to recent research by the

Philippine National Wage and Productivity Council.

Meanwhile, according to the World Bank and the PNG

Manufacturers Council, productivity in the country is

low. As a result, PNG is also vulnerable to imports from

cheaper, more productive countries.

To a great extent, the physical environment makes

the development of a domestic industrial base difficult.

PNG is a country of islands, challenging terrain, dense

jungle and thick vegetation. Products, components and

labour cannot be moved around easily and transporta-

tion costs can be very high. 

The population is relatively small as well – around 7m

people, according to World Bank data – and the pop-

ulation density is low at 16 people per square kilome-

tre, compared with Thailand’s 131, Malaysia’s 89 and

Indonesia’s 136. As a result, the country lacks the crit-

ical mass found elsewhere in the Asia Pacific region that

would help it achieve the economies of scale possible

in places such as China and Indonesia or even Malaysia. 
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While the rise in minimum

wage may hurt companies

by increasing costs despite

a lack of corresponding

productivity improvements,

it could also help boost

consumer spending.

Public expenditure on

infrastructure, which

includes everything from

roads to ports, is expected

to help improve the

business environment.

Government stimulus

spending aimed at creating

new businesses and new

jobs should also benefit

the sector, and indeed the

broader economy. 
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Security problems also add to the cost of doing busi-

ness. Business people say that the costs related to

security are high. According to a 2013 survey by the

Institute of National Affairs, 81% of businesses indicat-

ed that they were fairly to very highly affected by law

and order problems, while businesses spent an aver-

age of PGK15,000 ($6098) annually on security systems

and 55% employ security guards. In the survey, law and

order problems were seen as the number-one hin-

drance to business and the most important issue the

government should address.

COST OF DOING BUSINESS: Other issues also affect

business. Power is expensive and can be unreliable.

PNG Power’s industrial rates as of May 2014 were

PGK0.6321 ($0.238) per KWh, among the highest in the

world. The charges are higher than rates in the UK, all

US states and about the same as the EU average. Phone

rates, while dropping, remain high. Infrastructure is

poor and upgrades are slow in coming, making trans-

portation more expensive than the challenging envi-

ronment would justify. 

According to the World Bank, bureaucratic ineffi-

ciencies make doing business in the country particu-

larly expensive. In its “2014 Doing Business” survey, the

World Bank ranked PNG 113th, down from 108th in

2013. It fares poorly in several categories: dealing with

construction permits (165), enforcing contracts (168)

and resolving insolvency (128). Overall, the country’s

ranking places it behind the Philippines, Pakistan,

Lebanon and Vietnam (though ahead of Indonesia). The

country also rates poorly in Transparency Internation-

al’s Corruption Perception Index 2013. It was ranked

144th out of 177 countries, tied with Nigeria, Iran and

the Central African Republic.

Manufacturers say the cost of business issues are a

significant problem for them because of the lowering

of tariffs. PNG set out to aggressively liberalise its mar-

kets in the late 1990s as the government accepted

and applied many of the basic tenets of the Washing-

ton Consensus: open markets, free trade and global com-

petition. Tariffs declined from approximately 30% for

intermediate rate goods to 15%, and then fell again to

12.5% in December 2011. They are scheduled to drop

to 10% for many goods from January 2015. The implied

bargain with industry was that as barriers were low-

ered, cost of doing business issues would be addressed.

According to manufacturing executives, that has not

happened. Tariffs were lowered and problems remained

in the economy, or worsened. 

Imports from China, Indonesia and Malaysia are par-

ticularly problematic. Simple economies of scale would

make it difficult to compete with them. The factories

in these countries are so large that they can manufac-

turer cheaper than the smaller factories in PNG as a

result of efficiencies and per-unit fixed-cost reduc-

tions that come with size.

There have also been allegations that some compa-

nies in other countries receive built-in subsidies from

their governments, while in some cases foreign com-

panies may be selling their excess inventory into PNG

at cost plus margin – essentially dumping. But dump-

ing claims even in the most obvious cases are difficult

to prove and would tie up significant resources in PNG.

It would not be practical, nor would it be in the best

interests of the country politically, to press such claims

internationally. This has left the sector trapped between

a rock and a hard place: tariffs are low, but not enough

attention is being paid to the infrastructure and the busi-

ness environment at home. 

“[The tariff rate of] 12.5% is ridiculous,” said Paul

Chue, the president of Pacific Industries. “Because of

the market size, we can never compete.”

PUSH FOR MANUFACTURING: Local manufacturers

have been vocal about the challenges they face and

have been lobbying heavily to convince the government

to take action on their behalf. While manufacturing

may account for 9% of GDP, they point out that it was

once 12% of GDP. Executives also note that manufac-

turing is countercyclical and sustainable – it holds up

when commodity prices drop and it never runs out –

and that manufacturing employs approximately 25% of

the total formal workforce.

According to statistics provided by the Bank of PNG,

employment in manufacturing has grown faster since

2002 than employment in all other sectors except con-

struction. The sense is that the focus has been lost on
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Manufacturing contributes around 9% to the nation’s GDP

According to Bank of PNG,

manufacturing employment

has grown faster since

2002 than employment in

all other sectors except

construction, and the

sector now employs 25% of

the formal workforce.
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  2005 2007 2009 2011 2013

China 430 430 545 545 615

East Asia & Pacific (developing) 1028.45 941.75 905.10 922.75 933.33

Malaysia 385 385 450 435 485

Philippines 800 800 819 730 660

Palau 1010 760 782 680 680

Papua New Guinea 1048 1048 1128 1128 1250

Pacific island small states 1120.89 931.78 791 830.56 818.33

Singapore 367 367 439 439 440

Solomon Islands 1238 986 985 985 785

Thailand 1042 786 795 750 760

Cost to import a container by country, 2005-13 ($)
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manufacturing largely because of all the other oppor-

tunities in the country in recent years. 

The sector is simply looking for a level playing field

so it can hold its own against larger neighbours, some

of which may engage in actual subsidy. If the business

environment were better, more jobs would be created

and that would mean more satisfied citizens for the

politicians and more tax revenue for the government.

The economic activity would help take the edge off the

commodity cycle and result in more value added being

left in the country. The manufacturers say that the sit-

uation is becoming dire in the case of some products,

with the build-versus-buy calculation beginning to

favour the latter and brands that have existed for

decades in the country starting to see that it may make

more sense to import rather than produce. 

Manufacturers are doing their bit to support the

sector. The Manufacturers Council of PNG has been run-

ning the “Made in PNG” campaign for three years, annu-

ally highlighting goods that are produced locally in a

publication. Companies that qualify display the Made

in PNG logo. In the 2014 publication, a number of suc-

cess stories and case studies were featured. According

to the publication, with domestic capacity to manufac-

ture products such as coils and leaf springs at a PNG

Springsmiths facility in the southern Highlands – prod-

ucts which are often needed because the rough roads

make frequent replacement necessary – there is no need

to wait for parts to come in from overseas. The publi-

cation made other arguments in support of domestic

manufacturing. It stressed the number of people

employed and supported directly and indirectly by man-

ufacturers, noting that because of the wontok system

– wherein housing is considered the property of the

family or group – it is not uncommon for one worker

to support 10 people. Food security was discussed as

well. It is easier to control purity and quality of prod-

ucts from a firm or factory in PNG, it was argued, than

it is to police products coming from factories overseas.

OPPORTUNITIES: Businesses that are able to over-

come the challenges usually thrive. They are able to deliv-

er goods and services relatively free of the intense

competition found in more developed markets, the

various complexities on the ground acting as barriers

to entry. Though some of the costs of doing business

are rising beyond historical averages, especially in terms

of safety and security, many of those who are estab-

lished report good margins and good opportunities.

Optimists believe that investments and efforts made

now will pay off as PNG LNG and other resources proj-

ects begin to contribute to the state coffers.

Meanwhile, in the tradition of its East Asian neigh-

bours, given PNG’s natural strengths, considerable

progress can be made in selling internationally. The

country has great comparative advantages in terms of

its climate, soil, culture and development which can be

used to create products that are highly competitive

and valued in developed economies. Recognising the

potential, PNG Coffee Corporation is stepping up efforts

to market in Europe, eying more trade fairs and exhi-

bitions there in an effort to boost competitiveness.

RETAIL: The retail sector is evolving as well, though as

with manufacturing it has faced some difficult times

in recent years. The local press has reported a 15-20%

drop in retail sales in 2013, as the end of the construc-

tion phase at PNG LNG resulted in a fall in consumer

spending. But at the same time, retailers have noted

that the secular trend remains good – the decline in

sales came off very high levels. 

More importantly, the retail sector appears to be

developing fast both in terms of consumer habits and

retail establishments. The growing middle class, much

of which is employed in minerals-related enterprises,

is becoming more demanding in terms of product qual-

ity, price and environment. They are looking for an inter-

national experience and are no longer interested in

shopping in small, general goods stores. “PNG citizens

are increasingly demanding a wider selection of qual-

ity goods, and the retail sector is becoming more and

more competitive as a result,” James Lau, managing

director of Rimbunan Hijau PNG, a group of companies

with interests in forestry, timber processing, palm oil,

media, retail and property, told OBG.

The retailers are starting to meet this type of demand.

In recent years, shopping malls have sprung up around

the Port Moresby. RH Hypermarket at Waigani opened

in 2010, Vision City followed in 2011, while the Water-

front Foodworld opened the year after. These outlets

are modern and host a wide range of tenants offering

the full gamut of goods, international and local. They

are also competitive in terms pricing, which has helped

stimulate demand in the sector. 

OUTLOOK: While the growth in sales has slowed in

industry and retail, the long-term outlook is good. When

returns from PNG LNG’s production phase begin to

feed through to the economy, the sectors are expect-

ed to recover and those who have invested in their busi-

nesses will benefit. More importantly, manufacturers

and retailers are set to gain from a transformation of

the local economy. Higher demand, the growing mid-

dle class, increased competition, and the development

of more and better infrastructure will reward those

who are there to supply the right products and servic-

es and who are prepared to evolve with the economy.
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The retail sector is

developing rapidly in line

with consumer demand,

and shopping malls are

proving increasingly

popular as compared to

traditional general 

goods stores. 
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Michael Penrose, General Manager, British American Tobacco

There is a significant opportunity available in Papua

New Guinea to begin growing and using local tobac-

co. Based on our experience in Fiji, where up to 400

smallholder farmers are engaged in tobacco produc-

tion, we know that local produce can substitute for

imports of raw materials and have a considerable

impact on the local economy, as well as be in line with

the government’s economic diversification strategy.

If we look to Fiji as a benchmark, where we current-

ly produce some 400 tonnes of grown tobacco per

year, it is obvious that PNG has great comparative

advantages including a much bigger territory, greater

geographical diversity and better availability of land,

which goes hand-in-hand with tobacco production.

Currently local tobacco (commonly known as brus)

is grown throughout PNG. The challenge for the

industry is to determine how to transform a cash

crop into a commercial one, and how to leverage

what the farmers are already doing in order to pro-

duce a crop that is acceptable for commercial pro-

duction. From our experience, we know that this is

possible, provided that we can work in cooperation

with the government, which would be instrumental

in facilitating local farmer participation, in addition

to bringing the necessary infrastructure to remote

areas. If investors can subsidise some of the upfront

costs, owing to the fact that you can achieve two to

three harvests in 12 months, farmers can produce

their crops without the hassle of securing hard-to-

get loans from financial institutions. This model has

been successful in other countries.

We have carried out a variety of crop analyses in

several locations in PNG and are providing a bench-

mark for quality and yield per hectare. The results to

date have been encouraging, and it would not be too

much of a stretch to think that in the medium term

PNG could produce around 300 tonnes per annum

for domestic use. From an industrial point of view,

the sustainability of the tobacco industry in PNG is

heavily dependent on a consistent and predictable

excise regime. Over the long term we are focused on

further growing our local contribution as mentioned

through local tobacco growing, which also matches

the government’s ambitions of economic diversifi-

cation and job creation in the agriculture sector. The

support received so far by the national government,

specifically from the agriculture and trade depart-

ments, has been encouraging.

Given the nature of our products, we support and

encourage regulation as long as it is sensible, work-

able and evidence based. The current Tobacco Act

requires updating; however, we firmly believe that any

proposed legislation should be widely consulted on

with interested stakeholders. Such policies can have

a significant impact on the way we operate our busi-

ness and we believe this makes us a legitimate stake-

holder in the legislative process. 

Illicit trade is the other worrying problem affect-

ing the local industry, as smuggling through the fron-

tier with Indonesia has increased exponentially over

the years. Whereas in 2005 the illicit trade amount-

ed to 30m cigarettes, it is now estimated to have

reached 200m cigarettes per year, representing 17%

of the total market. Not only is the trade illicit because

the state receives no tax on the sales, but it also

increases the health threat, considering that there

is no control over what is imported. We estimate that

the government is losing up to PGK100m ($40.6m)

per annum through unpaid excise and duties, as well

other taxes such as corporate tax that would be due

if these rogue traders were operating legitimately.

We have been working closely with PNG Customs

as well as the local police in an effort to monitor the

market. The work PNG customs have undertaken to

date should be commended, as it has resulted in sev-

eral illegal product seizures around the country.

Resourcing remains an issue but there is definitely

political will there to tackle this issue.

Notwithstanding this, we acknowledge that the

fight is not an easy one in a country such as PNG.
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Local promise
Michael Penrose, General Manager, British American Tobacco, on the
advantages of local manufacturing
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Resident corporations are taxed on worldwide income at a 30% rate

The investment environment in Papua New Guinea

is liberal and open. Official policy has been to wel-

come and selectively encourage foreign investment

and to allow for the use of expatriate workers. The

Investment Promotion Authority (IPA), which was

established by act of Parliament, functions as a one-

stop shop and provides a wide range of services –

from assisting with incentives to locating land – free

to qualified investors. More broadly, the government

is strongly committed to the private sector and has

said that its participation in the economy is vital to

the nation’s future. According to the US State Depart-

ment, the sanctity of contracts is upheld by the

courts and national treatment is accorded.

A few selected areas, however, are restricted and

reserved for PNG nationals. These areas include

small-scale farming, poultry farms, small sawmills,

commercial fishing within the three-mile limit, build-

ing maintenance of residential units, small-scale fur-

niture manufacturing, processing of green coffee

beans, real estate management, equipment rental,

small hotels, land and domestic waterway trans-

portation, and small-scale retail. 

APPROVALS NEEDED: Foreign companies operat-

ing in non-restricted sectors must still gain a num-

ber of approvals. A foreign firm, unless its activities

in the country are very short term or primarily off-

shore, must be certified by the IPA. Central bank

approval is also required for foreign investments on

a wide range of transactions. One of these is the issu-

ing of equity or debt to foreign investors. Another

is the sale of goods and services to non-residents

on extended terms. According to the US State Depart-

ment, the central bank checks that transactions are

conducted at the prevailing commercial rates and

that loan proceeds are promptly brought into the

country. It also seeks to ensure that debt to equity

ratios are maintained within reasonable levels.

All companies, foreign and domestic, are subject

to the Companies Act of 1997 and the Companies

Regulation Act of 1998. Other acts, laws and statutes

may also apply for certain sectors, such as the

Forestry Act 1991, the Mining Act 1992, the Fish-

eries Act 1994, and the Oil and Gas Act 1998. 

All foreign companies must register or incorpo-

rate locally, which can take from 1-21 days. IPA cer-

tification is supposed to take 35 days, but can take

up to six months, according to CCH Law. Agreements

signed by foreign companies without IPA certifica-

tion are considered illegal and can attract penalties. 

In the World Bank’s “Doing Business 2014” report,

PNG is ranked 101 out of 189 countries for ease of

starting of business. The study says that to register

a firm takes six procedures, an average of 53 days

and costs the equivalent of 13% of income per capi-

ta. That compares to an average of seven proce-

dures, 37 days and 29.8% of per capita income in oth-

er East Asia and Pacific countries. 

Regulatory reforms are set to address many such

hurdles. A recent government report recommend-

ed streamlining business set-up procedures, and the

IPA is setting up an online registry to speed up pro-

cessing. This should help improve PNG’s ranking. 

APPLICABLE TAXES: Resident corporations are

taxed on worldwide income at a rate of 30%. Non-

residents are taxed on PNG-sourced income. A goods

and services tax is charged on taxable supplies made

in the country at the rate of 10% if turnover is greater

than PGK250,000 ($101,625). 

While PNG has not yet instituted a social securi-

ty programme, companies are required to contribute

to a registered superannuation fund for all their local

employees. The rates are 6% for employees after tax

and 8.4% for employers pre-tax. PNG also has a stamp

duty. In the Doing Business survey, the country ranks

116th globally for its tax system. Companies must

make an average 32 tax payments a year, which take

207 hours a year to prepare and absorb 22% of cor-

porate profits. That compares with the East Asia and

Pacific average of 25 payments, 208 hours and 16.4%. 

The investment

environment is liberal and

open, while the Investment

Promotion Authority

functions as a one-stop

shop and provides a range

of services free to qualified

investors. 
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In late 2013 the IPA introduced an online regis-

tration system, which allows business names to be

registered and companies to register and submit fil-

ings. Foreign law firms say that the new system is a

game changer, as it will save time and money for cor-

porations and reduce costs for the IPA. 

The new online system was jointly funded by the

International Finance Corporation and the New

Zealand government. According to the statements

that IPA has given to the local press, the organisa-

tion hopes that the new system will result in an

improved ranking in the World Bank’s “Doing Busi-

ness” survey. The country has already made signifi-

cant gains in terms of the cost of starting a busi-

ness – dropping from 29% of per capita gross national

income in 2003 to 13% currently.

NEW LEGISLATION: New legislation has been passed

that has the potential to change the foreign invest-

ment environment, and concerns have been

expressed in print. In late 2013 the Takeovers Code

was amended, and now the code includes a nation-

al interest clause. The clause seems to cover almost

all companies in the country, including those with

over PGK5m ($2m) in assets, those with more than

100 employees and those that are foreign-owned. 

No exact definition has been given for national

interest. Early analysis indicates that the law is like-

ly to be triggered in cases where the ownership of

local shareholders is significantly diluted, in cases

where market liquidity is affected, if the acquisition

could lead to job losses, where delisting could result

or where underlying assets are moved from local to

foreign control. According to press reports, media,

fisheries and agriculture are the main target sectors

of the recent legislation. 

Attorneys in PNG note that many countries have

such clauses and that national interest requirements

are not at all unusual. There are also indications from

the highest levels that the new requirement will be

implemented in a pragmatic and constructive man-

ner. For example, Prime Minister Peter O'Neill said in

comments to PNGFM in late 2013 that the equity

structure of The Post-Courier, which is 63% owned

by News Corporation but which has a public float and

a local shareholding base, is a structure that is broad-

ly acceptable to the government.

But press reports and legal analysis warn that the

national interest clause nevertheless represents a

risk. Officials are indicating that national interest is

likely to be broadly defined and that the focus will

be as much on overall ownership numbers as on

specific threats to the country. 

During a briefing in September 2013, Richard

Maru, minister for trade, commerce and industry,

said that 90% of the formal economy was controlled

by foreigners and that citizens and the government

want to see more local ownership. Lawyers com-

menting at the time said that because of the lack of

guidelines on what constitutes national interest, all

takeovers could potentially be scrutinised and that

overall transaction activity could fall as a result. Aus-

tralia, which has its own national interest law, has

been most vocal in opposition to PNG’s. “The PNG

government has moved to limit the operations of for-

eign companies and individuals in its economy,” wrote

The Australian newspaper in late 2013.

CASE STUDY: A number of commentators noted

that use of the amendment so far seems to validate

concerns about its application and implementation.

According to press reports, the national interest test

was cited to stop the acquisition of New Britain Palm

Oil by Malaysia’s Kulim in September 2013. The

Malaysian company, which already owned 48.97%

of the PNG entity, wanted to raise its stake to 68.97%. 

The PNG Securities Commission, which enforces the

code, said that the transaction violated the nation-

al interest test. In a letter to Kulim, the PNG Securi-

ties Commission wrote that the transaction would

reduce liquidity in the shares, reduce local owner-

ship and increase the chance of a full takeover, and

that it could lead to job losses at one of the coun-

try’s largest employers. 

If the takeover had gone through, New Britain

Palm Oil would have had fewer than 300 local share-

holders, would have had to delist from the local

exchange and may have been forced off the Lon-

don Stock Exchange. Critics question the decision

and its timing. They say that the introduction of the

amendment and its rapid use in a deal that may have

been scuttled anyhow on commercial grounds sug-

gests that PNG’s national interest test may not be

exactly like those found in other countries. 

“Simply introducing a national interest test on for-

eign takeovers, that itself I think is not that contro-

versial – a number of other countries have a simi-

lar provision. But what is worrying is the context in

which it occurred, which is that there was already a

takeover offer on the table,” Stephen Howes, the

director of the Development Policy Centre at the

Australian National University, was quoted saying 

in an ABC news article published in October 2013. 
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The cost of starting a business has declined over the past 10 years

In 2013 the Takeovers Code

was amended to include a

national interest clause. No

exact definition has been

given for national interest

and the clause seems to

cover almost all companies,

including those with over

$2m in assets, more than

100 employees or that are

foreign-owned. 
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Ravi Singh, CEO, CPL Group

What is the potential of the retail sector in PNG?

SINGH: There is no question that retailing is a promis-

ing industry in PNG, as consumption patterns are far

lower than anywhere else in the world, even for basic

things like toothpaste or sugar. It is true that there are

a limited number of consumers in the domestic mar-

ket; however, the sector can continue growing even in

a declining economy because we are starting from

such a low base. Thanks to our network of markets and

convenience stores, we are able to recognise the urgency

with which consumers are seeking new products and

shopping experiences, as long as their disposable

incomes allow them to do so. 

I remember the last time there was an increase in

minimum wage, which now stands at PGK2.29 ($0.93)

per hour, our sales went up 15% nearly overnight, with

food remaining the biggest expenditure. 

To what extent has the recent economic slowdown

affected the retail sector in PNG?

SINGH: My view on the current economic contraction

is that it will not last long and that growth will contin-

ue, although at a modest pace compared to recent

years. Low international commodity prices clearly had

a negative impact on the local economy, which is

dependent on the Asian market, but today everything

is interconnected in the so-called global village. Even

though capital is expected to flow out of emerging

economies into mature markets like the US, which is

gradually recovering, it is difficult to predict how this

will affect the domestic market. 

Many factors are at play, but our general gut feeling

is that, with the liquefied natural gas project coming

on-line, there will be enough cash reinjected into the

economy to see us through this transitional period,

especially because the PNG government owns 22% of

the project’s shares. It remains to be seen how the gov-

ernment will spend this new inflow of capital, but at

least the kina should improve towards the fourth quar-

ter of 2014. Retail sector operators will have to adjust. 

What would you say are the fastest growing seg-

ments of PNG’s retail market, based on your com-

pany’s experience as a diversified group?

SINGH: As I mentioned before, food remains the biggest

expenditure for the average family in PNG, but the

hardware business is also growing exponentially because

of the construction boom currently under way, which

does not show signs of slowing. According to a study

that we conducted with KPMG, a professional servic-

es firm, as much as 60% of the population in PNG is

under the age of 18. This segment continues to drive

the demand for new housing, especially now that a size-

able middle class is finally emerging in the country. 

Clearly, there is pressure in cities such as Port Mores-

by to provide safe and secure housing, and the hard-

ware business is bubbling along this trend. As land is

scarce in PNG and building a house is becoming more

expensive, especially considering the infrastructure in

place, our group is concentrating mainly on the low-

cost, easy-to-build house model. 

Despite the domestic market’s contraction, your

group is about to launch a new shopping mall in Port

Moresby. Why is this a good time for an expansion?

SINGH: Like in any other business ventures, risk is part

of the game, especially for retail. However, we current-

ly feel that the market is ready for new concepts. With

that in mind, we aim to introduce in PNG what are

already known in North America as strip malls, which

have traditionally outnumbered large shopping malls

in mature markets. Besides offering a variety of brands

to consumers within a 20,000 sq metre shopping area,

strip malls have the advantage of featuring a large

parking lot located at ground level, which is an impor-

tant element considering Port Moresby’s persistent

congestion problems and lack of parking spaces. Port

Moresby boasts a population of nearly 500,000 peo-

ple and we hope to attract at least 600,000 shoppers

on a monthly basis, so overall we are positive about the

industry’s performance and prospective for the future. 
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Agriculture accounts for around 25% of the country’s GDP

With strong natural advantages in agribusiness,

Papua New Guinea has good soil and abundant rain-

fall. Because most of its fertile land is farmed using

traditional methods, much of its output is organic

or de facto organic. As consumers across the world

demand better-quality foods, PNG’s remoteness and

relative lack of industrial development and industri-

alised agriculture could see it well placed as a sup-

plier of clean, high-valued food products. 

The country is already a major exporter of agri-

cultural products. Its three top sellers on internation-

al markets are palm oil, coffee and cocoa, which

account for 80% of its agricultural exports, accord-

ing to Business Advantage. PNG also grows a wide

range of other products, such as sweet potatoes,

fruits and vegetables, but these are mostly con-

sumed locally. In all, agriculture represents around

a fourth of GDP, according to PwC, with about 85%

of the population involved in farming. Most cash

crops are grown on estates, though smallholders

also play a significant role, selling into the markets

through the plantations or commodity boards. 

PALM OIL: Palm oil is the nation’s number-one agri-

cultural export commodity. Development started in

the 1960s with the support and encouragement of

the World Bank. While palm oil and its derivatives

were a fairly minor export through the 1980s, over-

seas sales spiked in the 1990s, when it became the

top agricultural export. Growth since then has been

exponential. In 1971 the country produced 3000

tonnes of palm oil, according to the US Department

of Agriculture. In 2013, it produced 630,000 tonnes,

with all exports going to EU markets. 

PNG is still a relatively small player in the global

palm oil market. With an estimated 1% market share,

it is number six globally, after Indonesia, Malaysia,

Thailand, Columbia and Nigeria. The potential, how-

ever, is vast. Current production takes place on

150,000 ha of land, but there are another 5.1m ha

estimated to be capable of growing the crop. Large

estate developments under way include the Illiwawas

project in East New Britain, Ramu in Madang, Bewani

in Sandaun, and Turubu in East Sepik, on top of exist-

ing ones such as Poliamba in New Ireland and Kula

Oil Palm in Milne Bay (both run by Cargill) and Higatu-

ru in Northern Province (run by New Britain Palm Oil).

The structure of the sector is unique. After years

of consolidation, it has just two producers: New

Britain Palm Oil, listed locally and in London, and

Hargy Oil Palms. The former holds the vast majority

of acreage and accounts for most of the country’s

production. Both are certified by the Roundtable on

Sustainable Palm Oil. Nearly 800,000 smallholders are

also involved in the sector. Research shows palm

cultivation and processing to be highly profitable:

smallholders receive 10 times the returns from palm

oil than from cocoa, for instance.

COFFEE: One of PNG’s most promising agricultural

sub-sectors is coffee. An early 2014 World Bank

report said that the country’s coffee is some of the

best in the world (a Sihereni Coffee Estate product

got third out of 30 in a US competition). The bank

and others believe that PNG coffee, with its high

quality and rarity, can achieve global recognition and

significant share in Western niche markets. 

According to the World Bank, however, invest-

ment will be needed to make this happen. The cof-

fee trees in the country are getting old, a good deal

of coffee growing knowledge has been lost and assis-

tance from extension services has greatly dimin-

ished over the years. According to one local coffee

expert, farmers lack a basic understanding of the

business. Many still believe that payments to them

are solely a function of weight, for example, so they

often bring unripe coffee to the exporter. 

PNG used to be major player in the international

coffee markets, producing 27% of the world’s cof-

fee in the early 1970s, while coffee production

accounted for around a third of the economy. Accord-

ing to the World Bank report, the sector has since

Palm oil is the nation’s

number-one agricultural

export commodity. In 2013

it produced 630,000

tonnes, with all exports

going to EU markets.

With PNG coffee recently

ranked among the best in

the world, the cash crop

has potential for growth.

However, investment in

replanting trees and

training farmers will be

needed to help realise this

potential. 
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declined significantly. PNG now produces 1% of the

world’s coffee. The commodity nevertheless remains

an important part of the economy. The country is

estimated to have 500,000 coffee growers and 2.5m

people dependent on them. In order to reverse the

decline, the World Bank and the International Fund

for Agricultural Development are investing $46m in

the sector. Partnerships are being formed with cof-

fee growers to improve their crops and output and

to improve sustainability. 

Other locally made agricultural commodities

include cocoa, spices, rubber, sugar, cassava and

nuts. Cocoa from PNG is of a very high quality, accord-

ing to Business Advantage, and it can be grown

organically. It represents around a fifth of the coun-

try’s agricultural exports, but the majority is grown

by smallholders. Efficiency is low, and cocoa has

faced severe challenges in recent years. In 2007, for

example, the sector was hit by an infestation of the

cocoa pod borer, from which the cocoa producers

have yet to fully recover. Investments are now being

made in crop maintenance and increasing inputs in

order to improve yields. The cocoa sector is also a

target of World Bank funding.

SECTOR-SPECIFIC CHALLENGES: According to Busi-

ness Advantage, the growth in agribusiness has been

slow, both due to some problems faced by industry

in general and to others more specific to the sector.

Poor transport infrastructure and lawlessness make

it hard to move, store, market and sell goods. As with

all enterprises in the country, agribusiness faces

challenges with the general cost of doing business. 

Topography, and other natural barriers to grow-

ing and moving goods, only make things harder.

Much of the land is unusable or hard to reach. Accord-

ing to the New Agriculturalist, an online industry

journal, only 25% of the country’s land can be farmed.

Another snag surrounds the use of land. Special

agricultural and business leases (SABLs) were

designed to allow landowners to lease their prop-

erty to the state, which would then lease it to agri-

cultural developers. The aim was to help PNG achieve

its full agricultural potential. However, SABLs have

turned out to be highly problematic. A commission

of inquiry first launched in 2011 found that 5m ha

were improperly leased through the programme. 

Some progress has been made in addressing this.

In May 2014 the National Court declared a 38,350-

ha SABL null and void. The land in question, located

in Collingwood Bay, had been in use by Malaysian log-

ging and palm oil companies under leases issued in

2012, but it was found that much of the land was

under customary ownership, and that not all of the

lawful stakeholders had given their consent. Some

observers say that improper transfer and use of land

in the country is a major problem. According to Fred

Pearce, author of “The Land Grabbers”, 11% of the

country was leased out in less than 10 years.

Prime Minister Peter O’Neill has weighed in on the

issue. In a radio interview in May 2014, he called the

leases “scams” saying that foreign logging compa-

nies have used them to gain control of property by

claiming an intent to undertake agricultural proj-

ects. In June 2014, at a special meeting of the Nation-

al Executive Council, O’Neill directed the Depart-

ment of Lands and Physical Planning (DLPP) to cancel

all SABL titles that were acquired improperly or

issued corruptly. A month later, the DLPP annulled

34 of them, based on the findings and recommen-

dations of the commission. 

ACHIEVING A BALANCE: While almost all the land

is held under customary ownership, all people in the

country have access to land. A November 2013 study

by Alice Martin-Prevel at the Oakland Institute, a US-

based environmental think tank, argued that land

ownership is very equal and that the traditional ways

of farming are efficient and sustainable and tend to

result in stable returns for the farmer. 

Despite these strengths, customary ownership

does not work well with agribusiness, and the coun-

try has been pushing to reduce this type of tenure.

The Medium Term Development Plan 2011-15 calls

for the reduction of customary ownership by 20%,

a transformation that has proved controversial. 

Even when SABLs are used properly, and not just

as a cover for logging operations, the lives of local

residents do not necessarily get any better, argue

these researchers. They say that the payments res-

idents receive under such leases do not match the

earnings they lose in the transfer of property. As

Martin-Prevel writes in her study, “The Oakland Insti-

tute’s recent field investigation reveals that most

SABLs have resulted in large-scale logging operations

with no further investment in the territory. In fact,

even in locations with longstanding agriculture proj-

ects (mainly oil palm plantations), the researchers

found that the situation in the villages did not

improve. In plantation areas visited by researchers,

local populations still lacked access to basic infra-

structure and services. Implementing new mecha-

nisms to increase the land leases for foreign investors

is therefore not a guarantee for rural development.

Besides, the cost of giving up on the current cus-

tomary right systems may be higher than expected.”
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PNG’s cocoa is considered

to be of high quality, and

investments are being

made to enhance yields.

Cocoa represents around a

fifth of the country’s

agricultural exports, with

the majority grown by

smallholders. 

Palm oil production, 2005-13 (000 tonnes)
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Construction & Real Estate
Sector slowing down as big natural gas project wraps up

Record government outlays for road maintenance 

Water and power utilities to receive numerous upgrades 

Property prices in Port Moresby cooling down 

An array of new housing complexes under construction

Land reforms are aimed at unlocking development



CONSTRUCTION OVERVIEW

State capital spending has increased sharply in 2013 and 2014

Roused by an adrenaline shot from the $19bn Papua

New Guinea liquid natural gas (LNG) project that kicked

the country’s construction sector into overdrive from

2009, the industry must now prove it has the staying

power to sail smooth in the years after the boom, when

the sector made up as much as one-fifth of real GDP. 

So far, the state looks to be taking the lead in filling

the spending gap. Its annual capital expenditures have

increased sharply in the 2013 and 2014 budgets, and

a host of big-ticket items are listed in the 2014 budg-

et of PGK15.3bn ($6.2bn), which is 15.7% larger than

the revised 2013 appropriation, according to the Treas-

ury Department. These include PGK1.4bn ($577m) to

construct and maintain roads and bridges, PGK375m

($152m) to finish facilities for the 2015 Pacific Games,

PGK61m ($25m) for housing and land development,

PGK222.8m ($91m) for university infrastructure, and

PGK267.2m ($109m) for hospital redevelopments.

Major transport outlays include PGK170m ($69m) for

city roads in Port Moresby, PGK100m ($41m) for those

in Lae, PGK40m ($16m) for town roads in Mt Hagen,

PGK150m ($61m) for Highland Highway maintenance,

and PGK30m ($12m) to expand the Jackson Airport. 

Though the sector is expected to keep expanding,

the heady days of the LNG project are now drawing to

a close. This should yield less explosive but more sus-

tainable growth going forward. 

SUGAR-RUSH YEARS: Since 2007 high double-digit

growth has been the norm. In consecutive years from

2008 to 2012, the construction sector posted real

growth of 15%, 19.8%, 17.1%, 26% and 24%, according

to the Treasury Department. The real value of construc-

tion projects in 2013 was estimated at PGK3.4bn

($1.4bn), up from the PGK3bn ($1.2bn) in 2012,

PGK2.4bn ($984m) in 2011 and PGK1.83bn ($744m)

in 2010. For 2014 budgetary reports project a contrac-

tion of 6.4%, to PGK3.15bn ($1.3bn), before the sector

settles into a period of constant growth – just under

4% annually through 2017 – when it will reach a value

of PGK3.5bn ($1.4bn) and make up 17.5% of real GDP.  

OIL & GAS: The construction industry’s main engine

for the past four years, the LNG project, is downshift-

ing. Only follow-up work remains at the Hides oil and

gas fields and on the new pipeline. Although there has

been some promising forward motion on plans for two

(maybe three) new export-scale natural gas projects,

even the most developed of these is years from break-

ing ground. This means that 2014 will be a calmer year

for energy-based building. 

The only such project still undergoing significant

work is the ongoing development of a mid-sized LNG

project, focused initially on the Stanley gas field in

PNG’s Western Province. Headed by Talisman Energy

and Horizon Oil, the outfit could begin producing by

2015 and is proceeding with construction according-

ly. Initial works are focused on building an oil terminal

at the town of Kiunga along the Fly River, along with a

supporting pipeline linking the terminal to the fields. 

Another site could soon see major activity. The Total-

led efforts to develop the Elk-Antelope petroleum plays

into a second large-scale LNG project is still in the ear-

ly stages, but initial exploration has shown promise

and, once approved, the project is likely to result in

another multi-billion-dollar investment. Front-end

design contracts for a condensate stripping plant were

signed by Japan’s Mitsui in 2010, and a host of other

big building projects will eventually be required, includ-

ing 120-km natural gas pipelines (both condensate

and dry), storage tanks, an export terminal, office build-

ings and other support infrastructure. 

MINING: The global slowdown in the mining sector has

also affected PNG. Lower commodity prices and a short-

age of capital have led Newcrest to downsize its Lihir

gold mine, in the province of New Ireland, and prompt-

ed delays at the Wafi-Golpu, Frieda River and Yandera

mines. Vale and Glencore Xstrata, two deep-pocketed

mining multinationals, both dumped their PNG projects

in 2013: the former firm pulled out of the porphyry cop-

per-gold tenements in the Owen Stanley Ran, and the

latter one sold its 80% stake in the Frieda River mine.

A host of big-ticket items

are listed in the 2014

budget, including $577m to

construct and maintain

roads and bridges, $152m

to finish facilities for the

2015 Pacific Games, $25m

for housing and land

development, $91m for

university infrastructure

and $109m for hospital

redevelopments.

From 2008 to 2012, the

construction sector posted

real growth of 15%, 19.8%,

17.1%, 26% and 24%. The

real value of construction

projects in 2013 was

estimated at $1.4bn, up

from $1.2bn in 2012,

$984m in 2011 and $744m

in 2010.
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INPUTS: Led by increased state spending on infrastruc-

ture, sales in the construction industry in 2013 rose by

22.5% in the first quarter and by 43.8% in the second,

according to the national bank. These rises were attrib-

uted primarily to wharf expansion projects in the ports

of Alotau and Davieng, to upgrades and maintenance

of the Highlands Highway and its feeder roads, and to

road and building projects in the National Capital Dis-

trict (NCD). These latest increases contributed to annu-

al sales growth from the end of June 2013 of 233.1%. 

While infrastructure projects will continue to prop

up sales of raw materials like cement and steel, sales

of heavy equipment have begun to slow in 2014, as

demand for the machines used in agricultural, energy

and mining projects declines along with sector growth.

The world’s two largest producers of such equipment,

Caterpillar and Komatsu, are well represented in PNG

and compete not only with each other but also with

cheaper imports shipped in from China for work con-

tracts awarded to Chinese companies. The slowdown

in resource extraction has compounded the problems

equipment providers are already suffering from rising

import costs due to the weakening kina. The result is a

tough year for these companies: sales are expected to

drop by at least 10-15% in 2014. 

EMPLOYMENT: Jobs in construction have been riding

the coattails of resource investments for a decade.

From a base of 100 in March 2002, the employment

index for the industry bottomed out at 91.5 in Q4 2004,

according to the central bank. Over the next few years,

expansion at resource projects, as well as urban growth,

saw the index rise to 167.4 in the first quarter of 2009,

the first year of PNG LNG construction. As building

ramped up both for that project and for spin-off busi-

nesses in Port Moresby and its environs, the index

climbed from an average of 163.2 in 2008 to 173.7 in

2009 and 187.5 in 2010, before dipping to 172.1 in 2011

and rebounding to 188.18 in 2012. The 2013 figure, at

206.6, leads all employment categories in the country,

higher than wholesale trade (205.1), manufacturing

(200.5) and minerals (172.9), and well above the over-

all employment index of 172.9. 

As PNG LNG construction works wind down, jobs

growth has slowed but not yet declined, partly because

increased state and private-sector outlays have offset

those losses. Employment in the sector rose 3.3% in the

year to September 2013, and tailed off in the next

quarter to 2.9% year-on-year. Growth hit zero in the year

to June 2014 following completion of road infrastruc-

ture projects in the Highland provinces and Vanimo on

the northern coast, and a scaling-down of the AusAID

project for educational infrastructure in the province

of Morobe. According to the government’s Medium

Term Development Plan 2011-15, another 51,300 con-

struction jobs will be created in 2014 and 64,300 more

in 2015, with much of the demand coming from

increased state spending on infrastructure. 

INFRASTRUCTURE: The population explosion that has

occurred in the NCD in recent years as citizens migrate

to the city is now creating a secondary construction

spike as officials steer spending into infrastructure to

keep up with the influx. While the private sector has

been quick to capitalise on rising demand for housing

– especially the high-end accommodations preferred

by new expatriate workers and the rising middle class

– public utilities and state agencies responsible for

infrastructure development have been overwhelmed

by the growing demand for services in Port Moresby.

To meet the higher capacity required of transport,

water, sewage and electricity, the government has

launched a number of large construction projects.

“2013 has been very big year for civil construction in

NCD following the Exim Bank of China soft loan,” Mark

Shepard, CEO of Hebou Constructions PNG, told OBG.

“2014 will be much more modest, but there are still some

interesting projects coming up that will help sustain the

industry, like the Pacific Games in 2015.”

ROADS: Contractors have been especially busy in Port

Moresby. Over the past few years, myriad detours have

rerouted traffic around various street construction proj-

ects across the NCD. Much of this activity is meant to

put a fairer face on the city before visitors arrive in the

thousands for events such as the 2015 Pacific Games

and the 2018 APEC summit.

The government has put a large chunk of its 2014

budget towards expanding road capacity in the capi-

tal city. Starting with the PGK170m ($69m) earmarked

for upgrading and maintaining existing roads, as well

as building new ones, these outlays mark the begin-

ning of a much larger PGK700m ($285m) expansion

project to upgrade six primary roadways in the NCD over

the next few years. Of this, the government is to fund

PGK400m ($163m), the rest being covered by a soft

loan from China’s Exim bank. 

The first and third largest of these six tenders went

to China Harbour Engineering Company (CHEC), owned

by the Chinese state. The first is a PGK196m ($80m)

contract to construct a 10.7-km four-lane highway from

Gerehu to Hanuabada. The second, at PGK122m ($50m),

is for an 8-km, four-lane road from Gerehu to 9 Mile.

CHEC won out over a number of other bids despite being

blacklisted by the World Bank until 2017 due to cor-

ruption charges (mostly stemming from bribery alle-

gations) in Bangladesh, Jamaica and the Cayman Islands. 
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CONSTRUCTION OVERVIEW

The second-largest contract, at PGK160m ($65m),

was awarded to Hawkins PNG for the construction of

Kookaburra Road, a four-lane highway linking Sir John

Guise Drive to the Hubert Murray Highway. Tendered

in August 2013 and the first PNG contract landed by

the New Zealand-based firm, the project will include

nearly 2.5 km of four-lane road, a 600-metre concrete

flyover at the Erima Junction, roundabouts, drainage

and associated streetscape. At its completion, sched-

uled for 2015, the new roadway should ease heavy

congestion between Jacksons Airport and the com-

mercial suburb of Waigani. 

The remaining three tenders went to local firms. In

April 2013 Global Construction, a contractor based in

the Southern Highlands province, won the PGK85m

($35m) contract to complete phase two of the Gor-

dons Industrial Road project. In June 2013 Dekenai

Construction signed a PGK77m ($31m) deal to build a

4.3-km stretch of four-lane road (including a bridge)

between Erima and 9 Mile. Also in June, Hebou Con-

structions was awarded a PGK57m ($23m) contract to

carry out works on the Morea Tobo Road, including 3.5

km of rehabilitation, a four-lane stretch between mile

six and mile seven, 4.7 km of two-lane strips for Sara-

ga St and Kittyhawk St, and a slip road. 

WATER: Port Moresby’s utilities are also expanding

capacity to take on new demand. The largest such

undertaking is the $135m Port Moresby Sewerage Sys-

tem Upgrading Project to revamp the city’s coastal

sewage system, which is run by state-owned operator

Eda Ranu. Partly funded by an $81.8m Japanese ODA

loan (low-interest, in yen) from the Japan Internation-

al Cooperation Agency (JICA), the project will also receive

PGK47.8m ($19.4m) from the state in 2014, on top of

the PGK51.6m ($21m) allocated in 2013 after ground

broke in January. As a joint venture between the JICA

and the Independent Public Business Corporation, which

owns Eda Ranu, the project will construct a new trunk

sewage line and branch lines; install new pump stations

and refurbish existing ones; and build a new treatment

plant, ocean outfall and sludge-drying bed. All of this

is to be completed by the second quarter of 2018. 

Efforts to expand the NCD’s fresh water supply are

also under way. In 2013 Water PNG, the national water

utility company, acquired rights to a significant water

source that can serve as backup for the capital district.

A project to bring that source on-stream in case of a

shortage is now in the early planning stages. 

POWER: The electricity industry is particularly well-

primed for expansion. PNG has one of the region’s low-

est electrification ratios, no national transmission net-

work and relatively low power generation capacity,

leaving much room for growth. The firm currently

responsible for most power generation is state-owned

PNG Power Limited (PPL); however, the National Elec-

tricity Industry Policy (NEIP), ratified in 2011, provides

a roadmap to more private sector construction and

operation of electricity projects though greater use of

independent power producers. The aim is to hasten the

building of new power plants across the country. 

New demand is expected to be substantial. To keep

pace, the country’s Strategic Development Plan 2010-

30 calls for a near quadrupling of generation capacity

from 500 MW currently to 1970 MW by 2030. In line

with this, the government has therefore increased PPL’s

annual budget almost ninefold, from PGK14m ($5.7m)

in 2013 to PGK125.2m ($50.9m) in 2014, and expen-

ditures are projected for at least PGK124.3m ($50.5m)

a year for the next three years. 

PPL is already upgrading a number of existing plants.

One such project, the PGK75m ($30.5m) Yonki Toe of

Dam hydropower plant, is set to boost the site’s out-

put by 18 MW. Construction is being carried out by the

Daiho Corporation of Japan, which in 2011 replaced the

original, underperforming contractor selected in 2008.

With civil construction works having wrapped up in

early 2013, Daiho contractor Nippon Koei, and Andritz

Hydro, a large Austrian hydropower firm, expect the

installation of the final electrical and mechanical com-

ponents to be finished in 2014. Andritz Hydro has also

been contracted to refurbish the Ramu Power 1 sta-

tion by upgrading installed capacity by one-third, from

45 MW to 60 MW. Work on the five generation units,

begun in 2013, is scheduled for completion by Septem-

ber 2015, according to PPL. 

Several new construction projects are also in the

works. Most notable among them is the 80-MW Noaro

Brown hydroelectric power plant, a PGK570m ($232m)

PPL project that completed pre-feasibility in 2013

before moving on to the full feasibility stage in 2014.

Another project, the 130-MW Ramu 2 power station,

was likewise in the feasibility stage as of mid-2014. 

One NEIP goal that looks further afield is that of

eventually exporting power to Australia. To this end, the

government intends to build an 1800-MW hydropow-

er plant along the Purari River, which could be the

largest infrastructure project the country has ever seen.

Though the plan is still in the early phases of feasibili-

ty study, a joint venture between Origin and PNG Sus-

tainable Development Program, called PNG Energy

Developments, is looking into building the plant at
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Wabo, around 350 km north-west of Port Moresby. The

power potential of this mega-project would be enough

to supply the entire domestic market, with any excess

electricity transferred and sold to Australia via 250-km

lengths of undersea cable. 

A number of grid reinforcements are also under way.

These include the Port Moresby Grid Development

project, the Ramu Transmission System Reinforcement

Project (RTSRP) and various others at the provincial, dis-

trict and local levels. The Port Moresby package, for its

part, will total $83m and consists of six separate proj-

ects of new power lines, substations and power-sta-

tion upgrades, for which PPL hired the German firm

Fichtner in early 2014 to run the project, oversee pro-

curement and select the contractors. Funding for these

various projects will come from both the state and from

donor loans and grants, including PGK12.6m ($5.1m)

from New Zealand Aid in 2014, a PGK28m ($11.4m) con-

cessional loan from Japan and ongoing funding from

the Asian Development Bank (ADB). Government out-

lays for PPL in the 2014 budget include PGK75.8m

($30.8m) for the PNG Town Electricity Investment Proj-

ect (TEIP), PGK28m ($11.4m) for the RTSRP and

PGK12.6m ($5.1m) for other electricity development. 

The biggest of these, the TEIP, is a multi-year scheme

by the PPL, totalling PGK150m ($61m) and co-funded

by the ADB. In two stages, the project will construct six

run-of-the-river hydropower plants and transmission

systems to connect provincial centres to generation

sources. Funding in 2014 amounts to PGK75.8m

($30.8m), including PGK49.8m ($20.2m) from the ADB.

PROPERTY: The flurry of investment in recent years has

led the private sector to channel much of its excess

onshore liquidity into property development. The result

has been a boom in commercial, retail and residential

projects within NCD. While construction of new urban

projects is much slower in 2014 than in years past due

to the volume of new stock hitting the market, a num-

ber of large-scale developments are pressing on. 

In the residential sector, the finishing touches are

being put on stage two of the Windward Apartments

complex at Ela Beach, a development of 13 storeys and

40 units. Work is also ongoing at the 69-unit Avara

Apartments Complex and Square following comple-

tion of the Avara Office Annex in 2013. A third devel-

opment, the Seaview International Garden project, will

bring to the market another 76 apartments, 36 duplex-

es, four townhouses and four villas. 

To accommodate the country’s growing business

interests, an assortment of new office space is going

up. Steamship’s new 18,864-sq-metre Harbourside

Office Complex – the first Green Star rated building of

its kind in PNG – was about 75% complete as of April

2014, with tenants expected to be able to move in by

early 2015. Construction on the 10-storey OPH Com-

mercial Tower, on the waterfront in the central busi-

ness district, is scheduled for completion in 2014. 

One ambitious development, the 7-ha mixed-use JW

Park City, could completely transform the city’s Erima

district, located between Jacksons Airport and Waigani.

With its self-contained services, manifold amenities,

retail and entertainment centre, leisure facilities, hotel,

villas, apartments and office buildings, the complex

would be the first of its kind in PNG. 

Some municipal buildings are also being revamped.

The 12-storey Marea Haus, also known as the “pineap-

ple building”, began renovations in August 2013 on

the edifice that houses the Department of the Prime

Minister and the National Executive Committee. LNA

Constructions, a local outfit, is executing both this

PGK75m ($30.5m) project and another PGK23m ($9.3m)

contract to renovate the National Parliament building.

In July 2013, a further deal was signed with China Rail-

ways Construction Engineering, a Chinese state-owned

company, to build a new NCD Commission headquar-

ters in Port Moresby. This new five-storey city hall, which

is being built adjacent to the current one at a cost of

PGK53m ($21.5m), is to be completed by mid-2015.

HEAVY INDUSTRY: As construction on many resource

projects winds down, a different subsector of large-scale

building – heavy industry – could help fill the void by

exploiting the downstream applications of these nat-

ural resources. Current industrial expansion is centred

on the Pacific Marine Industrial Zone in the Madang

province, which is adding new fish canning facilities and

related support infrastructure. The Ravuvu Business

Park in Fairfax Harbour, which has been used extensive-

ly by ExxonMobil over the years, acts as a warehous-

ing, logistics and staging area. 

The country’s first true heavy industrial area could

soon open in the form of the long-discussed Koneba-

da Petroleum Park, on a large plot next to the PNG LNG

plant. The notion of building a petrochemical industry

using domestic natural gas as feedstock, first floated

at the inception of the LNG project in 2006, has since

stalled, as the entire production run of gas is already

parcelled out to long-term export contracts. But with

new gas prospects likely to be exploited in coming

years, interest has been rekindled by a $1bn proposal

by Mitsubishi Gas Chemical Co (MGCC) and Itochu Cor-

poration to build and operate an industrial chemical plant

at the site, producing methanol and dimethyl ether. As

of May 2014, no formal agreements have been

announced confirming the venture, though the gov-

ernment’s 2014 budget did include a PGK5m ($2m) allo-

cation to the Konebada Petroleum Park Authority. 

SPORTS VENUES: The Pacific Games, set to kick off in

July 2015, will be hosted by PNG for the second time,
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SOURCE: PNG government budgets 2012-14  * Projections start 2013

 Real growth (%) Contrib. to GDP growth (%) Real value   
   (PGK bn)

2010 17.1 2.6 1.83

2011 26 4.3 2.42

2012 24 4.5 3.01

2013 11.9 0.9 3.36

2014 -6.4 -1.8 3.15

2015 3.8 0.7 3.27

2016 3.9 0.6 3.34

2017 3.9 0.7 3.47

Construction sector growth, 2010-17*
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attracting some 4000 athletes from 22 nations in 28

sports. The showcase event will come on the 40th

anniversary of the country’s independence, and will

serve as something of a trial run for the hosting of the

APEC summit to be held in Port Moresby in 2018. As

the capital city prepares to be drawn into the interna-

tional spotlight, the government is rolling out a num-

ber of improvements to ensure that the impression it

sends to the world is positive. 

Preparations for the games are projected to cost

PGK760m ($309m), 92% of this going to infrastructure,

primarily in the Waigani and Boroko neighbourhoods.

Among the biggest of these projects is the PGK106m

($43m) refurbishment of Sir John Guise Stadium, which

will increase its capacity from 900 to 15,000, along

with construction of an athletics track, indoor sports

centre and playing fields, and a resurfacing of existing

surfaces. A second key venue will be the PGK200m

($81.3m) Taurama Aquatic and Indoor Complex, which

involves demolishing its precursor facility and building

25- and 50-metre swimming pools, as well as offices,

a gymnasium and indoor volleyball and basketball courts.

Other projects include the PGK200m ($81.3m) Games

Village at the University of PNG campus, the Hubert Mur-

ray stadium being built by CB Builders, renovation of

the 25,000-seat PRL stadium, the PGK50m ($20.3m)

rebuilding of the Rita Flynn Courts, and a golf course.

In all, construction works for the games are spread

over 16 sites near the NCD, each of which will need sup-

porting transport and utilities infrastructure. 

It is doubtful, however, that all of this will be com-

pleted in time for the opening ceremony. Although the

tenders for these projects were issued starting in 2013

and work was under way at all sites by mid-2014, Emma

Waiwai, the chairperson of the organising committee,

said in an April 2014 radio interview that, while the Tau-

rama complex was on track, it was unlikely that all 10

blocks of the new Athletes Village would be complet-

ed in time for the commencement of the games. 

PUBLIC VS PRIVATE CONTRACTS: International con-

tractors operating in PNG generally fall into one of two

categories. Public works projects – especially for large-

scale infrastructure – have been mostly awarded to Chi-

nese construction companies, who typically undercut

the bids of their local and Western counterparts. Big

Western firms, conversely, have had more success win-

ning tenders from large private corporate clients, such

as ExxonMobil with the PNG LNG project: Australia-

based Leighton Contractors, for instance, has built a

number of projects for ExxonMobil, including their

headquarters. For smaller local companies, this tenden-

cy requires them to either increase specialisation in niche

competencies, or become subcontractors for parts of

the larger projects awarded to international players. 

As 2014 sees a shift towards more public spending

in construction, large Chinese companies, which already

have a significant international presence, are snapping

up an increasing share of the construction business.

This trend will be further reinforced by a PGK6bn

($2.4bn) loan to PNG approved in 2013 (though not

yet final as of May 2014) from China’s Exim Bank, which

has historically tied loans for infrastructure implicitly

to the tendering of construction works to Chinese com-

panies. Although such firms are often able to bid low-

er than foreign rivals on projects, ostensibly saving

money for the state, there is concern in the industry

that safety, quality control and local employment (com-

panies often ship in their own workforce) all suffer

under this system. Another worry is the danger of cir-

cumventing legal tendering processes. 

Aided by these factors, Chinese companies have

gained a strong foothold in PNG, with more than 20 of

them now active in the country. The most prominent

of these are among the world’s largest construction

firms – state-owned enterprises such as China Railways

Construction Corporation, China Railway Construction

Engineering, CHEC, Chinese Overseas Engineering Group

Company, China Shenyang International, and China

Jiangxi Corporation for International Economic and

Technical Cooperation. Many of these companies have

advantages not only of scale and low margins, but also

of access to cheaper labour and materials sourced

from China. They have therefore been very successful

in recent years at outbidding their competitors for

some the largest infrastructure projects in the coun-

try. These include: a $285m project to build Phase I of

the Tide Terminal project in Lae, the $95m Pacific Marine

Industrial Zone, the $19.2m International Convention

Centre in Port Moresby, the OPH Tower in Port Mores-

by, and numerous road projects.

OUTLOOK: With work on the PNG LNG project all but

finished, and developments in mining and private-sec-

tor building also curtailed, the construction sector is

heading towards a slowdown. Some of this decelera-

tion is being offset by a substantial surge in govern-

ment outlays for infrastructure starting in 2014, as the

country prepares to host international events in 2015

and 2018. In the medium to long term, however, the

sector should once again benefit from multi-billion dol-

lar mega-projects in resource extraction, kicking off

yet another wave of spin-off investment and building. 
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Francis Awesa, Minister for Works and Implementation

How will the government implement the 2014

national budget when it comes to transport?

AWESA: This administration is fully conscious that,

without an efficient transport system, no country is able

to thrive in today’s modern economy. This is true for

both mature markets and emerging ones, like Papua

New Guinea. That is why the 2014 budget puts infra-

structure at the forefront of its priorities. 

Linking all ports, airports, urban centres and rural

areas is one of the most important challenges that we

face as a nation, and overhauling our road network con-

tinues to be our priority. The Highland Highway, for

example, which connects the populous Highlands region

and the northern coast, carries as much as 80% of the

country’s land freight, so it goes without say that it plays

a key role in the country’s socioeconomic develop-

ment. We must maintain and upgrade this vital corri-

dor, as well as the missing rural links, to assure better

distribution of wealth. This is true for the mainland, as

well as the coastal areas and the islands of New Britain,

Bougainville and New Ireland. 

Port Moresby will also see major investments to elim-

inate congestion, minimise traffic and improve the

overall image of the city. Entrepreneurs currently spend

a large amount of money for spare parts and mainte-

nance so they can move their goods by roads, when

they could instead be reinvesting this into their busi-

ness or diversifying into other sectors. Billions of kinas

have been wasted in this way and transportation has

clearly been an impediment to commerce and trade. 

In what ways can revenues from the PNG liquefied

natural gas project be used to stimulate growth?

AWESA: Once again our abundant natural resources

have provided us with an opportunity to correct his-

torical oversights. Past administrations have allowed the

infrastructure to deteriorate significantly since the time

of this country’s independence, which has kept rural

dwellers detached from the economic activities taking

place in urban centres. This isolation also contributed

to the unequal distribution of wealth that we see today.

It is for this reason that we have passed the largest budg-

et to date when it comes to infrastructure, allocating

as much as PGK2.7bn ($1.1bn) to the sector this year,

a significant increase from the PGK1.8bn ($731.7m) in

2013. Following discussions with some of our donors

and development partners, we concluded that the

maintenance and construction of new roads should

receive greater attention, and that contractors oper-

ating here should contribute further towards this goal.

We estimate that it costs roughly PGK50,000 ($20,325)

per km to maintain our roads, and we believe that con-

tractors should cover maintenance in their specific

project locations for at least three years. 

If PNG does manage to significantly improve the

transportation network, what sort of effects will this

have on the country?

AWESA: PNG is possibly one the few countries in the

world whose capital is not connected to any other

major centres, but if we do manage to fill in the miss-

ing links through comprehensive transportation net-

works, the sky will be the limit for us. For example, I see

further integration with the Asian economies in the

future. After 40 years of a lukewarm relationship, we

are now on much better terms with our neighbour

Indonesia, which continues to be in great need of our

natural resources. For this reason, this ministry is in the

process of establishing the Infrastructure Development

Authority to improve central coordination. 

This authority will function as a processing house for

all strategic infrastructure projects valued at above

PGK50m ($20.33m), and will also be responsible for

supervising the technical specifications, value for mon-

ey, and quality and procurement, as over time we have

lost track of these very important parameters. At the

moment the main challenge that this country faces is

how to effectively transform the inflow of resources

from the energy boom into real wealth creation, which

can be done only through infrastructure development.
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Getting resources to market has traditionally been a challenge

The Highlands region of Papua New Guinea is not

merely the nation’s geographical heart; it is also a

crucial contributor to the economy, yielding agricul-

tural products, minerals and energy exports. Home

to roughly 40% of the country’s 7m people, this

region, PNG’s most densely populated, is comprised

of the provinces of Simbu, Eastern Highlands, Enga,

Hela, Jiwaka, Southern Highlands and Western High-

lands along an east-west zone of mountains with ele-

vations of more than 4000 metres. Its jagged peaks,

inlaid by fertile valleys, produce many of the coun-

try’s most lucrative exports, including timber, cof-

fee, cocoa, rubber, coconut, spices, gold, copper,

nickel, petroleum and natural gas. Such resources

mean there is no shortage of usable raw materials.

The primary challenge to commercialising these

resources has always been their extraction and trans-

portation to market through the rugged terrain. 

Past efforts to improve the area’s infrastructure

have had mixed results and ultimately led to the cur-

rent array of stop-gap measures, cobbled together

until a larger, more efficient system can be put in

place. This vision is likely to move a few steps clos-

er to reality under recent government efforts to

upgrade each component of the transport network

– from the feeder road of the Highlands Highway

(HH) down to the primary industrial seaport in Lae,

from whence commodities are shipped to all corners

of the globe. In the 2014 budget alone, the federal

government allocated PGK1bn ($406.5m) for roads,

including those in the Highlands region.

VITAL ARTERY: Snaking its way through mountain

passes as high as 3000 metres above sea level, the

700-km HH serves as the main artery between the

agricultural hub of Mt Hagen, remote mines such as

those in the Porgera Valley, and the oil and gas field

supplying the PNG liquid natural gas project. It also

connects to other major settlements such as Goro-

ka, Kundiawa, Wabag and Mendi. Though maintain-

ing this roadway is vital to both the inflow of labour

and materials, and the outflow of products and com-

modities, the region’s challenging terrain, numerous

bridges and harsh weather conditions have hampered

previous efforts to keep it in top form. Earlier schemes

such as the Highlands Highway Redevelopment Proj-

ect (HHRP), funded by the World Bank, the PNG Road

Maintenance and Rehabilitation Projects (PNGRM-

RP I and II), and ongoing state funding have thus far

proved Sysyphean, as challenging conditions erode

the highway as fast as workers can repair it. 

NEW EFFORTS: The government has thus renewed

its efforts. The latest round is a PGK400m ($162.6m)

rehabilitation project signed in October 2013 by Chi-

na Machinery Engineering Corporation. Encompass-

ing engineering, procurement and construction, this

contract entails upgrading and repairing a stretch

of road from the town of Kisenepoi up to the Kaguel

Bridge in the Southern Highlands province, and

includes a 20-year warranty on the pavement and a

40-year guarantee on the bridge, according to the

PNG Department of Works (DoW). Of the project’s

funding, PGK150m ($61m) will come from the state

and PGK249m ($101m) from China’s Exim bank. 

Bridges are also getting an overhaul. Work is under

way to upgrade or replace a number of these along

the Ramu highway, which connects the Highlands

to the coastal city of Madang. The Bridge Replace-

ment for Improved Rural Access Sector Project, being

executed by the DoW and part-funded by the ADB,

is replacing decrepit two-lane Baily bridges along five

of the 16 priority national roads, according to the

ADB. As for cost, the ADB is furnishing $50m through

the Asian Development Fund, $40m of ordinary cap-

ital, and another $800,000 from the Technical Assis-

tance Special Fund, while the state of PNG will front

$10.1m in counterpart funding. In a related project

funded by the Japan International Cooperation

Agency (JICA), 12 bridges are being replaced for

PGK1m ($406,500) along the HH in the Eastern High-

lands province, including those at Orompaka Dirty

Past efforts to improve the

area’s infrastructure have

had mixed results and

ultimately led to the

current array of stop-gap

measures, cobbled

together until a larger,

more efficient system can

be put in place. 
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The government signed a

$162.6m deal in October

2013 to upgrade and repair

a stretch of road from

Kisenepoi to the Kaguel

Bridge in the Southern

Highlands. 

Ways and means
Efforts to maintain vital road links in rugged terrain and harsh weather
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Wara, Nonompinka Siguya and Honeranka Yasifo. A

JICA-funded, PGK84m ($3.4m) rebuild of the Markham

Bridge, PNG’s longest, awaits retendering.

Funding for the DoW in the 2014 federal budget

includes earmarks for “missing link” highways to

connect the Highlands to coastal regions. Among

them are the Western Highlands-Madang Highway

and the Gulf-Southern Highlands-Hela Highway. In

addition, the government has set aside PGK61.4m

($25m) for infrastructure at Mt Hagen, the Highlands

region’s agricultural centre, including PGK40m

($16.3m) for new and existing roads in town, and

PGK20m ($8.1m) to redevelop Mt Hagen Hospital. 

MAINTAINING MOMENTUM: One big challenge to

ensuring that road improvements achieve their

intended results has been the task of constant

upkeep. In the past, many such efforts have been

underfunded, leading to a losing battle with the ele-

ments and normal wear and tear. Now, however,

increasing government investments, together with

the roll-out of substantial support from internation-

al donors, should provide the momentum needed to

keep the road network operating at full speed. 

To ensure this, several programmes have been

launched in recent years. They take the form of ongo-

ing work contracts, where companies carry out recur-

ring maintenance along both the HH and the 2500

km of core road network feeding into it. The High-

lands Region Road Improvement Investment Pro-

gramme, supported by the ADB and now entering

its second phase, targets 1400 km of roadway and

awards long-term maintenance contracts for the

entire 2500 km. In its current phase, which begins

following a consultancy period set to wrap up in

mid-2014, the DoW will tender certain contracts for

improvements on 118 km of priority roads, and oth-

ers for maintenance on 500 km of roads. Over its

lifetime, the project is estimated to cost $750m, of

which the ADB will cover $400m through loans and

grants, the government will take on $200m, and oth-

er external financiers will cover $150m, according

to the ADB. In 2014 the government allocated

PGK163.3m ($66.4m) for the project’s first two phas-

es, compared to PGK130m ($52.8m) in 2013. Oth-

er ongoing maintenance and upgrade projects in

the Highlands include the $113m HHRP, the PNGRM-

RP I and II and the PNG-Australia Transport Sector

Support Programme by the Australian Agency for

International Development. This last led to two, three-

year contracts being signed in December 2012 by

Covec PNG and Shorncliffe to complete road main-

tenance on 187-km and 168.8-km stretches of the

HH. It therefore looks like contractors will be steadi-

ly employed for years, if not decades, to continue to

build, repair and maintain the Highlands roads. 

PORT OF LAE: Meanwhile, the primary port serving

this region, located in Lae, is in the midst of one of

the most expansive infrastructure projects in the

country. Since it serves both as the entry point for

goods destined for the Highlands and as the primary

logistics hub for the country’s agriculture and min-

eral exports, the port has been getting a multi-phase

makeover. From the initial appraisal price of $154m

in 2007, the project’s cost reached a total of $291.4m

in 2011. When finished by end-2014, the upgrade is

expected to boost the port’s capacity by 50%.

The project was awarded in March 2012 to China

Harbour Engineering Company, which began con-

struction in June of the same year. Through the end

of 2013, the company completed the excavation,

dredging and reclamation of the tidal basin expan-

sions project, and had finished roughly 95% of its work

on the 320,000 sq metres of new wharf space, 30%

of slope protection works and 5% of the new con-

tainer and terminal yard. As of April 2014 the com-

pany was on track to complete the project by the

end of 2014, in spite of a two-year delay in order to

relocate an informal settlement within the proposed

expansion zone. Upon completion, the project will

increase the port’s annual handling capacity by 1.4m

tonnes and is expected to boost the number of ship

visits from 600 to 900. 

While most of the funding for this is sourced from

ADB loans and grants, the state is also making a sub-

stantial contribution. Out of the PGK437.4m ($178m)

allocated in the 2014 national budget for infrastruc-

ture in the city Lae, PGK411.3m ($167.2m) was ear-

marked for port expansions, including PGK270m

($109.8m) for development of the tidal basin. 

Funding steered towards Lae has not been limit-

ed to the port, but is broadly meant to develop Lae

into PNG’s industrial base, according to the 2014

budget report. Other infrastructure construction

and refurbishment outlays in Lae for the year include

PGK100m ($40.7m) for new and existing roads and

PGK65.2m ($26.5m) to rebuild Angau Hospital. Some

of this funding will be used for the PGK470m ($191m)

Lae-Nadzab road upgrade project awarded to Chi-

na Railways International in March 2013. Expansion

of the highway from two to four lanes began in late

2013 and is expected to be completed by late 2015. 
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Maintaining the Highlands Highway is vital to the inflow of materials and the outflow of commodities

To ensure the road network

is operating at full speed,

several programmes have

been launched including

work contracts for

maintenance along the

Highlands Highway and the

2500 km of road feeding

into it. 

The primary port serving

the Highlands, located in

Lae, is in the midst of one

of the most expansive

infrastructure projects in

the country. When finished,

the upgrade is expected to

boost the port’s capacity by

50%.
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Stuart Bowman, Country Manager & Director, Leighton PNG

How can the local construction industry benefit

from increasing competition in order to bring its

standards to international levels? 

BOWMAN: With competition increasing, the biggest

issue confronting the construction industry in Papua

New Guinea is how to cultivate productivity. The key to

doing so is education. By introducing a contractor grad-

ing process similar to the Singapore Building and Con-

struction Authority (BCA), contractors could be equipped

with the knowledge to plan and enact initiatives that

continually improve productivity. This would also encour-

age them to adopt the latest technology and methods.

Like the BCA’s Certificate Course in Construction Pro-

ductivity Management, a course for the industry in

PNG should cover topics like definition and measure-

ment of productivity; improving construction produc-

tivity during planning, design and building; site layout,

deployment planning and site coordination; quality

control; and good management practices. In Singa-

pore, a contractor is required to have at least one of its

directors attend such a course. 

In what ways has the PNG liquefied natural gas

(LNG) project changed the industry’s standards? 

BOWMAN: To give credit where it is due, ExxonMobil

has raised the bar in terms of project governance, qual-

ity of service, safety, environmental protection and

community relations by imposing international standards

on its contractors and, in turn, the subcontractors and

suppliers working on the PNG LNG project. The expe-

rience those local subcontractors gained is invaluable,

and the standards achieved are transferrable to other

projects and can be used to win work, especially on the

forthcoming LNG projects, which will also be to inter-

national standards. The LNG project’s emphasis on

safety achieved remarkable results: many of the con-

tractors completed their contract with zero “lost-time”

injuries. As a result, a culture of safety is gradually devel-

oping where it is now accepted as the right of every

employee to return home safely from the workplace.

What sectors might sustain the industry in the near

term, given the currently low activity in mining?

BOWMAN: Over the next year or so the building sec-

tor will sustain the industry, especially in Port Mores-

by. The overheated state of the construction market

due to the demands of the 2015 Pacific Games and

other ongoing projects, such as the American embassy,

ExxonMobil’s permanent facilities compound,

Steamships headquarters, will generally continue into

2015. These, plus the developments proposed for the

2018 APEC Conference to be held in Port Moresby, will

continue to see elevated activity associated with build-

ing construction through 2018. 

Are the new waves of resource projects under way,

such as the InterOil-Total joint venture, likely to sus-

tain the industry over the medium to long term?

BOWMAN: I am optimistic about the industry’s next

10-15 years. I see a sustained level of construction

activity in PNG generated by channelling revenues from

LNG exports into infrastructure. Further brightening the

prospects are the expected upturn in demand for min-

erals, and the advent of two proposed LNG projects.

Besides adding to sector capacity, what role can

international companies play in boosting the capa-

bilities of local companies and workers?

BOWMAN: Adding capacity is not the key contributor

to boosting the nation’s capabilities; it is the up-skilling

of PNG nationals and companies. The biggest impact

on capacity-building comes from the style of the con-

tracting model adopted, especially in the public sector.

Collaborative contracting arrangements, such as allianc-

ing and early contractor involvement, provide the ide-

al platform for international contractors to accelerate

the transfer of technology to their local partners. The

inclusive nature of this sort of contracting allows appro-

priate budgets for training, mentoring and coaching to

be incorporated into the project’s delivery, thus help-

ing to develop the abilities of local firms and workers. 
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The $19bn PNG LNG project fuelled a five-year construction spree

After a wildly successful five-year run on the back

of heavy investment that came with the global eco-

nomic recovery, the real estate sector in Papua New

Guinea is moving out of the fast lane. Growth in

property values is slowing and demand is starting to

cool. The unprecedented demand spike linked to

ExxonMobil’s $19bn PNG liquid natural gas (LNG)

project, which drove a surge from 2009, has since

been tamed by the addition of new stock across all

subsectors of the market, following a flurry of new

builds in the National Capital District (NCD) and, to

a lesser extent, selected areas across the country. 

This decline has led to market correction in cer-

tain areas, but some real estate categories have

been affected more than others. Demand for indus-

trial space remains high, while a depreciating kina

and expansion of new shopping malls has had a

dampening effect on the retail category. Though

demand remains strong in the NCD for new high-end

residential units and modern centrally located com-

mercial office space, the addition of hundreds of

units of new stock in recent years has softened the

market considerably. “Commercial property remains

pretty solid on the high end,” Mark Dawson, gener-

al manager of corporate and institutional banking

for the Pacific at ANZ Banking Group, told OBG.

“Some yields are coming off, but there is not much

leverage for high-end residential. When the market

normalises I don’t foresee any underlying drop off

in value: it is not a property bubble.” 

RIDING THE WAVE: The massive surge in demand

that started in 2009, combined with limited invest-

ment avenues for onshore liquidity, created a tidal

wave of new investment in the real estate market

centred around Port Moresby. As the PNG LNG proj-

ect entered its initial construction phase, related

industries soared. From 2008 to 2013, the finance,

real estate and business services sectors together

expanded by 69%, from PGK407m ($165m) to

PGK687.2m ($279m), according to data from the

Department of Treasury (disaggregated data remains

unavailable). Growth in the value of residential prop-

erties in Port Moresby was especially strong among

advertised nominal house prices in the suburb of

Gerehu, where they increased by 236% between July

2008 and January 2013, according to an issues paper

published in March 2014 by PNG’s National Research

Institute (NRI), entitled “Use of Land Lease as Col-

lateral for Accessing Formal Sector Finance in Papua

New Guinea”. While the chief driver of this growth

was simple supply and demand, speculative purchas-

es also helped kick the market into overdrive. Rates

of return on property exceeded that of other domes-

tic investment options such as government bonds,

which yielded around 12%. 

This growth reflects a broader expansion in the

same period both regionally and globally, as the

world real estate market recovered from the econom-

ic downturn of 2008. But the effect on the PNG mar-

ket has been much more pronounced. Annualised

returns on property in the pan-Asia region averaged

8.8% from 2007 to 2012, according to IDP, a real

estate research firm. The highest returns in 2012,

exceeding 10%, were in other regional emerging

markets such as Indonesia, Malaysia and Thailand,

as well as in more established markets like Hong

Kong and Taiwan, while moderate growth in the 5-

9% range occurred in Singapore, China and Korea.

This region far outperformed others around the

world in the six-year period, with annual returns

averaging 3.8% in Europe and 3.2% in the US. 

THE SLOWER LANE: Despite the recent correction,

many in the industry feel that prices are still too

high, and could decline another 5-10% in 2014. Such

a continued drop would limit incentives for new proj-

ects, which are already facing a challenge from less

available onshore financing. Many of the established

PNG firms that have cash to spend on real estate proj-

ects have already invested heavily in the sector, and

will be hesitant to embark on any new large capital

From 2008 to 2013, the

finance, real estate and

business services sectors

together expanded by 69%,

from $165m to $279m,

according to the

Department of Treasury. 

Annualised returns on

property averaged 8.8% in

the pan-Asia region, higher

than in any other region,

including Europe (3.8%)

and the US (3.2%).
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investments in the current economic climate. Even

state investment vehicles – such as Nambawan Super,

a superannuation fund, and Nasfund, a property

investor – have been reducing their exposure to the

property market. “The rising cost of construction in

PNG is proving a challenge for investors in proper-

ty,” Michael Block, chief investment officer at Nam-

bawan Super, told OBG. “Nambawan Super does

extensive feasibility studies before embarking on a

new construction project, and with property values

falling and construction costs rising, new projects

are less attractive than purchasing existing buildings.

In some extreme cases it is possible that a new build

might be valued at only 80-90% of cost. This is obvi-

ously a difficult situation for a superannuation fund

which seeks to make a good return for members.”

Other brakes on housing market growth are the

greater supply of stock, which has diluted the mar-

ket, and the rapid depreciation of the kina, which fell

some 20% against the dollar in 2013, putting down-

ward pressure on property prices. 

As overall foreign investment tailed off starting in

late 2012, so too has the strong performance of the

PNG real estate market. A significant correction hit

in the first quarter of 2013, when sales in the aggre-

gated finance, real estate and business sector

declined by 8.1% before recovering by 19.5% in the

following quarter, according to Bank of PNG statis-

tics. In the 12 months to June 2013 sector sales

increased by 8%. Data from the Treasury Depart-

ment put overall growth in the sector at 6% in 2013,

down from 10% in 2012 and 20% in 2011. Further

growth is projected to stabilise going forward, at 5%

a year through 2018, with the sector contributing

0.2% to real annual GDP growth. 

RESIDENTIAL: At the beginning of the ExxonMobil

venture, as expatriate executives and other person-

nel began flooding into Port Moresby, the sleepy cap-

ital city was inundated with requests for safe, mod-

ern high-end residential units. Its heretofore limited

stock was quickly snapped up, leading to an unprece-

dented spike in rental and purchase prices across the

city. Median house prices in the Gerehu suburb of the

NCD, where most owner-occupied residences are

located, surged from nearly PGK300,000 ($121,950)

in May 2009 to about PGK850,000 ($345,525) by June

2012, according to data from the NRI issues paper.

This boom, combined with a dearth of other invest-

ment options for onshore cash, led to a host of new

top-end residential projects in and around the city. The

flood of new stock onto a volatile market led to a

sharp decline later in 2012, to a median price of about

PGK450,000 ($282,925). The figure then rebounded

temporarily to around PGK800,000 ($352,200) in the

first quarter of 2013 before plummeting by about

50% to just over PGK400,000 ($162,600). 

NEW HOUSING: Among the residential offerings

being minted is the Brampton Street Residential

Development, complete with an apartment block,

office complex and central square. With work com-

pleted on the Avara Office Annex in 2013, the pro-

ject’s new phase broke ground in mid-2014, and

building is also under way on the 69-unit Avara Apart-

ments Complex and Square. Malaysian developers

Khor Eng Hock & Sons are overseeing construction

on this project, which will include modern ameni-

ties such as restaurants, a gym, a swimming pool

and a state-of-the-art security system. 

Other ground broke in May 2013 on the Seaview

International Gardens, a group of apartments over-

looking Walter Bay at 2 Mile Hill in Badili along

Hurbert Murray Highway. According to the Chinese

developer, Jinyn Developments, the project will house

122 apartment units ranging in size from two to five

bedrooms and costing PGK1.7m-PGK4m ($691,000-

1.6m) each. At a total cost of PGK1.4bn ($569m),

these will be built in three phases according to

demand, the first of which will see 13 units complet-

ed by late 2015, according to the developer. 

Construction of the Windward Apartments East –

part of the larger Windward Apartments being 

developed by Pacific Palms Property, a subsidiary 

of Steamships – was completed in December 2013.

Having finished off the original 12-storey, 24-unit,

12,500-sq-metre apartment block in 1987, the 

company has since embarked on the second phase

of construction, Windward Apartments Stage 2. 

In all, the new additions will add 40 new luxury 

apartments within a 13-storey residential complex.
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SOURCE: 2014 National Budget

 Nominal Real Real rate of growth (%)

2012 1609.2 677 10

2013 1773.8 717.6 6

2014 1984 753.5 5

2015 2187.8 791.2 5

2016 2412.1 830.8 5

2017 2659.9 872.3 5

2018 2931.8 915.9 5

GDP – finance, real estate & biz services (PGK m)

Sector growth is projected to stabilise going forward, at around 5% per year through 2018

A sharp correction in the

PNG real estate market hit

in the first quarter of 2013,

when sales in the

aggregated finance, real

estate and business sector

declined 8.1% before

recovering by 19.5% in the

second quarter. 

Median house prices in the

Gerehu suburb of the NCD

surged from around

$121,950 in May 2009 to

about $345,525 in June

2012, before falling and

rebounding several times in

the next year. 
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With such additional stock becoming available

just as demand hits a slight downturn, rental prices

are beginning to return to earth. As the overall invest-

ment environment continues to cool, however, a

price nosedive has so far been avoided. “We have

found that the good properties are still able to lease

quite readily and sustain the rents they have been

achieving,” Ingrid Richardson, general manager at

local realtor Strickland Real Estate, told OBG. “It

shows that there are still companies that are pre-

pared to pay higher rates of PGK4000-5000 ($1626-

2032) per week for the right property.” 

The behaviour of property prices has varied by

type. The residential and hospitality segments have

taken the largest hit over the past year as the mar-

ket has adjusted, followed by commercial properties.

Meanwhile, residential properties renting in the

range of PGK4000-6000 ($1626-2439) per week

saw the largest declines. Tenants of higher-end flats,

for instance, could see their weekly rental rates fall

in 2014 from PGK7000 ($2846) to PGK5,000 ($2033). 

INDUSTRIAL: As PNG relies heavily on imports for

everything from fresh fruit to industrial machinery,

its nascent industrial sector consists mostly of very

basic manufacturing for simple goods consumed

domestically. Large-scale industrial development

has thus far been relatively limited, due to the com-

petitive challenges hampering the domestic sector,

such as high transport and energy costs, lack of a

skilled labour force and a small domestic market. To

date, development in manufacturing has occurred

largely as the result of spin-offs from projects relat-

ed to exploitation of natural resources.

One area with significant opportunity for expan-

sion is the tuna canning industry, which is growing

rapidly within the burgeoning Pacific Marine Indus-

trial Zone (PMIZ) in the province of Madang. After

five years of delay due to funding issues and disputes

with local villagers, development looks to be proceed-

ing at the free trade zone in 2014. Once the infra-

structure is in place, this should pave the way for fur-

ther investments from fisheries companies. In March

2013 a $95m contract to begin construction on the

initial stages of the 216-ha industrial zone was signed

with Chinese contractor Shenyang International. The

government has budgeted more than PGK50m

($20.3m) a year for 2014-18 to develop the PMIZ. 

LOGISTICS CENTRE: Another industrial zone that has

piggy-backed on the windfall from the PNG LNG

project is the Ravuvu Business Park, which handled

most of the logistics for incoming materials des-

tined for the natural gas venture. Located along the

western shores of Fairfax Harbour, across the bay

from Port Moresby and roughly 20 km southwest of

the PNG LNG plant, this 72-ha development oper-

ates chiefly as a warehousing, logistics and staging

point for incoming shipments before they are trans-

ported inland. The site offers standard industrial

services such as commercial and industrial lots for

use as warehouse space, workshops, holding yards,

Customs bond areas, dangerous goods storage areas

and reefer storage, as well as support services such

as rented accommodation, office space, and recre-

ational and catering facilities. 

Run by Avenell Engineering Systems, Ravuvu

recently completed a commercial wharf for local

shipping, increasing logistical operations for sites

outside of the NCD. The business park also houses

the Ravuvu Club Quarters, a residential complex of

single rooms in a central housing unit, as well as

one- and two-bedroom self-contained houses avail-

able for rent. Support facilities include an eatery, out-

door BBQ deck, bar, and indoor and outdoor recre-

ation areas, including a gym and swimming pool. 

PETROCHEMICALS: One industrial development

that could become a game-changer received new

life in 2013: the prospect of moving forward with

the long-dormant Konebada Petroleum Park. Includ-

ed in the original plans for the PNG LNG project, this

park was envisioned as the country’s first true heavy

industrial complex, which could capitalise on ener-

gy supplies by creating new value-added downstream

activities. Progress on the complex stalled for a num-

ber of reasons since the concept was first intro-

duced in 2006. The most prominent of these is the

lack of excess natural gas to use as feedstock: vir-

tually all of the natural gas capacity for the current

project has been sold in long-term export contracts.

A second reason is the mismanagement of funds for

the project by the then-Department of Energy dur-

ing the project’s early stages. 

With the promise of new natural gas coming on-

line in the next few years, interest in the project has

been rekindled. In June 2013 Mitsubishi Gas Chem-

ical Company and Itochu Corporation met with Prime

Minister Peter O’Neill and Minister for Trade, Com-

merce, and Industry Richard Maru to discuss a pro-

posal to build a $1bn petrochemical plant at the

site. The facility would produce industrial chemicals

methanol and dimethyl ether (DME), presumably for

export, from an annual feedstock of 1.2tn cu feet of
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As property prices cool, the residential and hospitality segments have been hit hardest over the past year

Large-scale industrial

development has been

limited due to competitive

challenges such as high

transport and energy costs,

lack of skilled labour and a

small domestic market.

Developments to date have

largely been spin-offs from

natural resource projects. 

One industrial development

that could become a

game-changer received

new life in 2013: the

prospect of moving

forward with the

long-dormant Konebada

Petroleum Park. 
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gas. The 2013 proposal is a revisit of previous plans

launched in 2006 to develop the methanol and DME

production along with the construction of a

PGK2.3bn ($935m) ammonia plant run by India-

based firm Oswal Projects. In that year, a memoran-

dum of understanding was signed between Oswal

and PNG LNG stakeholder Oil Search to supply the

Oswal plant with 50 petajoules of natural gas (equiv-

alent to 47.2bn cu metres). This gas would be used

to produce 2600 tonnes per day (tpd) of ammonia

and 4500 tpd of urea. 

As of May 2014, no further movement on either

investment has been announced by either the com-

panies or the PNG government. The feasibility of any

petrochemical project hinges primarily on the gov-

ernment’s ability to divert the natural gas produc-

tion of current or future energy projects away from

profitable LNG exports and towards the domestic

market. One promising sign that the government is

serious about these plans is its allocation of PGK5m

($2m) from the 2014 national budget to the Koneba-

da Petroleum Park Authority.

COMMERICAL: As spin-off activities from the recent

resource boom continue to drive business forward,

demand for more commercial space catering to the

expansion of local businesses is joining with new

investment from overseas to remake the Port Mores-

by landscape. Companies looking for new, modern

office space will have an increasing array of options

as a number of large centrally-located commercial

projects come on-line in the next few years. Centres

of new development, such as Harbour City, have

been able to maintain higher rents than those in old-

er areas, such as downtown. 

One of the most high-profile of these is the con-

struction of Nambawan Super’s new 9900-sq-metre

Old Parliament House (OPH) Tower, scheduled for

completion by the end of 2014. Located on the

downtown waterfront in the city’s central business

district (CBD) and overlooking Fairfax Harbour, the

10-story structure is being built on the site of the

old House of Assembly. Once finished, the landmark

OPH Tower will rank among the largest office build-

ings in the city, joining the 14,000-sq-metre Deloitte

Tower and the 15-storey Pacific Place. 

A second major commercial project under way is

the 18,894-sq-metre Harbour Office Complex, being

developed by Steamships and scheduled for com-

pletion in 2015. Also on prime waterfront real estate

in the CBD, this project will consist of two five-storey

buildings with linking elements of paved concours-

es, awnings, waterfront colonnade and boardwalk.

These will house leasable office space, suites, a park-

ing garage and retail area, as well as a waterfront

restaurant and boat moorings. 

RETAIL: As economic growth fuels an expanding

middle class, retailers are rushing to keep up with

consumers’ growing purchasing power by opening

an increasingly diverse array of stores. Large-scale

shopping complexes, which were unknown in Port

Moresby just a decade ago, are now proliferating fol-

lowing the success of the country’s first mall, the

PGK1bn ($407m), 45,000-sq-metre Vision City. This

was followed in short order by the PGK100m ($41m)

Waterfront Foodworld retail complex developed by

Garamut Enterprises, which opened its doors in

August 2012. The Foodworld market is the first proj-

ect within a staggered, seven-stage 20,000-sq-metre

Waterfront Mall complex that also contains residen-

tial and commercial space. 

City Pharmacy Group upped the ante further in

2014 when it opened the country’s largest super-

market, Stop N Shop, within its new 9300-sq-metre

Waigani Central shopping complex. The PGK20m

($8.1m) development also houses the largest movie

theatre in the country, as well as a host of other small-

er shops and restaurants. 

As the market becomes more saturated by these

recent mall additions, developers are in the future

expected to focus on smaller projects in both the

retail and commercial segments, as well as on areas

outside of Port Moresby. The increased competition

from new malls, together with the lower kina, which

183

THE REPORT Papua New Guinea 2014

A growing middle class is leading retailers to open an array of stores

An increasing variety of
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office space will be

available as a number of

large, centrally located

projects come on-line in
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REAL ESTATE OVERIVEW

makes imports more expensive, will likely have a

chilling effect on the development of any large-scale

retail projects. “Retail commercial space looks flat,

with the decline of the kina entailing a big down-

side risk in the short term,” noted Dawson. 

BUILDING DEMAND: As in any real estate market,

location is the overriding factor governing any val-

uation of property. In Port Moresby and other urban

centres across the country, it is the road networks

in particular – sometimes clogged with traffic and

pocked with potholes – that often divide the prime

real estate from the second-tier. Changes in the

accessibility of certain areas, therefore, could redraw

the map for high-value property, especially in the NCD,

as the government rolls out a series of road upgrade

and construction projects in 2014. 

Budget outlays for roads in 2014 look to be the

largest of any year to date. Among them are PGK170m

($69m) for the upgrading and expansion of six major

roadways around the NCD – out of a total expected

project expenditure of PGK700m ($285m) over the

next four years. By improving connectivity and eas-

ing traffic congestion, these infrastructure projects

should open up development in many of the affect-

ed areas, including 6 Mile, 7 Mile, 9 Mile, Erima,

Waigani, Morea Tobo Road, Saraga Street, Kittyhawk

Street, Gordons Industrial Area and the stretch of

road from Gerehu to Hanuabada. 

In all, the 2014 budget allocated a record

PGK1.42bn ($577m) for construction and mainte-

nance of roads and bridges. Besides the outlays for

Port Moresby, major transport expenditures include

PGK100m ($41m) to improve Lae city roads, PGK40m

($16.3m) for Mt Hagen town roads, and another

PGK150m ($61m) for Highland Highway mainte-

nance. Substantial upgrades to the country’s sup-

port utilities are also under way, including major

projects for electricity, water and sewage in the NCD. 

HOME AWAY FROM HOME: In a bid to cater to the

many short-time or part-time business travellers fly-

ing in and out of the country on a regular basis, as

well as boost tourism infrastructure, the hotel and

serviced apartments sector has also been rapidly

adding capacity over the past two years. Some of this

pent-up demand began to ease in 2013 as a num-

ber of large hospitality projects hit the market. 

These include the recently completed nine-storey

Holiday Inn All Suites developed by Steamships Trad-

ing Company’s Coral Seas Hotels (CSH) and the

Lamana Development Group (LDG), which brought

154 rooms and 80 apartments to the market. This

follows the renovation of the previous Holiday Inn

into a refurbished and expanded Holiday Inn Express.

The LDG also operates the 120-room Lamana Hotel

and the Airways Hotel and associated apartment

complex (recently expanded from 253 units to 265)

in Port Moresby, as well as the Alotau International

Hotel in Milne Bay, Gazelle International Hotel (East

New Britain), Kimbe Bay Hotel (West New Britain) and

a number of other international ventures. The oth-

er primary hospitality operator, CSH, owns the

28,000-sq-metre, 156-room five-star Grand Papua

Hotel and Apartments, which opened in 2012, and

is also building a new 106-room Melanesian Hotel

in Lae that will include 89 long-stay apartments. 

More international competition is now entering

the market, with ground broken in March 2013 on

the new PGK380m ($154m) Raintree Hotel and Suites

development at Vision City. Malaysian conglomerate

Rimbunan Hijau (RH) Group is developing the proj-

ect, a five-star hotel with 438 rooms including 66

apartments within the Vision City Mega Mall com-

plex. The accommodations will be supported by infra-

structure and services including a 1700-sq-metre

ballroom capable of hosting 1200 guests, a gymna-

sium, a lagoon-style swimming pool and a private

lounge – all to be completed by mid-2015. The diver-

sified RH Group also operates numerous hypermar-

ket and supermarkets across the country and is a

major player in the timber and agricultural sector. 

URBAN HOUSING: As economic growth and the lure

of jobs attract more residents to urban centres by

the day, the government is facing a dilemma of how

to deal with proliferating squatter camps popping

up around its major cities. Urban development is a

key priority addressed in numerous government

strategic development plans, including the Medi-

um-Term Development Plan (MTDP) 2011-15, which

estimates that 28% of urban populations live in these

informal settlements (other surveys put the figure

as high as 45%). To meet the MTDP goal of reducing

this number to 15% by 2030, the government has

been rolling out a number of policy changes and

housing initiatives designed to provide more afford-

able housing for this demographic. 

Recent policies are meant to deliver on these

goals. In 2013 the Housing Ministerial Committee was

launched, as was a Housing Policy Implementation

Taskforce to review reforms recommended by the

Independent Consumer and Competition Commis-

sion. These include harmonising existing land and
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housing policies into a broader framework govern-

ing the sector (see analysis). In 2014 came the

National Affordable Lands and Housing Programme. 

Additional effort will come through the National

Land Development Programme (NLDP), which will

seek to address the shortage of land for business

and housing developments. To carry this out, the

government has allocated PGK319m ($130m) to the

NLDP over four years, including PGK61m ($25m) in

2014, to deliver 10 new homes per district each year

for five years. In addition to formulating overall pol-

icy direction for the land sector, legislative reforms

introduced in 2014 also mandate that the NLDP

refine the administration of incorporated land groups

in order to free up customary land through increased

voluntary registration, effective resolution of land

disputes, and proper and transparent administra-

tion of land markets. The state will also transfer

undeveloped land currently held for housing devel-

opment under various agencies to the Department

of Lands and Physical Planning, to be held in trust

for inclusion in the affordable housing programme.

The government also hinted in mid-2013 that it

may implement new regulations on house prices,

possibly through the National Housing Corporation

(NHC), according to the Treasury Department. In

conjunction with these planned reforms, the NHC

in February 2014 announced plans to construct

40,000 affordable housing units in the NCD over the

next 20 years. Under the proposal, the NHC would

build and distribute 2000 new units each year using

two urban development leases – one at Durand Farm

outside Port Moresby and the other at the Nation-

al Research Institute in Waigani – secured in con-

cert with the Department of National Planning, the

Office of Urbanisation, National Research Institute

and Department of Lands.

EDAI TOWN: Besides the many new residential proj-

ects coming on-line in recent years, another unique

project is being built on 155 ha in the Edai suburb

of Port Moresby. Situated 20 km from town along

the highway to the PNG LNG plant, on land leased

by Boera Holdings, the Edai Town project is a stand-

alone mixed-use development that would provide a

wide range of living, leisure and work opportunities

for residents (including a light industrial park) all in

a self-contained gated enclave. The PGK250m

($102m) project, being developed by Portion 11,

will house more than 2000 residents in 500 execu-

tive units, alongside facilities such as supermarkets,

retail shops, a central business district, a hotel, leisure

services and support infrastructure – including its

own police and fire stations, medical centre and

school. Targeted for primarily local middle and upper

class executives, the first four townhouses were

completed in February 2014, and the developer

expects to finish another 100 by the end of the year. 

A smaller mixed-use development is also being

planned for the Erami district of Port Moresby in the

7-ha JW Park City. Nestled between Jacksons Airport

and Waigani, this project includes a retail and enter-

tainment centre, leisure facilities, hotel, villas, apart-

ments and office buildings.

OUTLOOK: The recent property explosion of the last

decade, which has given rise to exponential growth

in rental rates and property values in certain mar-

ket segments, appears to have run its course as real

estate expansion continues to slow in mid-2014.

New stock will continue to hit the market in the com-

ing years across all market segments as ongoing

construction projects are completed, which will fur-

ther dilute the market at a time when foreign invest-

ment is in decline. These factors should contribute

to further market corrections across most subsec-

tors, although a major decline from a bursting prop-

erty bubble is unlikely due to ongoing demand in

some areas, such as high-end residential units in the

NCD, and to speculation on new large-scale resource

projects in the medium term. In spite of continued

economic growth, other factors are working against

the country’s retail segment that are also likely to

slow the growth of more shop space, at least in the

short term. The depreciating kina is driving up the

cost of imports and putting these goods out of reach

for a good portion of the population, while a cycli-

cal downturn in new large resource investments has

also led to a decline in foreign investment and hence

a drop-off in associated jobs. “Due to a number of

factors, property values have declined by 5-10% in

2013 depending on the subsector and location and

are likely to dip by an equal amount in 2014,” Block

of Nambawan Super told OBG. 

The risk of a disruptive price correction that could

effect the larger economy is also limited due to the

banking industry’s relatively low exposure to the

sector, and because much of the prime property 

was purchased in cash. Any rebound in the kina

should help stabilise property prices, with real GDP

projected to increase by 3.6-4.1% a year through

2018 as revenues from PNG LNG and other resource

extraction projects begin to materialise in late 2014.
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per year for five years. 
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James Lau, Managing Director, Rimbuna Hijau (PNG) Group

How would you assess Papua New Guinea’s invest-

ment climate when compared to the wider region?

LAU: The investment climate is mixed; however, there

is recognition that PNG will require overseas funds if

the country is to achieve its development goals and meet

its potential as a major exporter to Asia. As PNG is rich

in natural resources, it is an attractive target for min-

ing and energy companies. However, the country’s cur-

rent stage of development means that some costs,

including transport and power, are comparatively high. 

The complex nature of customary land ownership can

also be an obstacle. It is difficult for communities to

secure a tangible title to their land, which they can

then use for business purposes. The government is

making attempts to facilitate land registration, and PNG

would benefit greatly from overseas help in creating a

functional national land registry. This would be an

important step towards allowing landowners to gain

more income from their land, by cultivating it them-

selves, or by seeking external development partners.

What is the likely effect of the liquefied natural gas

(LNG) project once gas delivery begins in late 2014?

LAU: Economic growth and revenues created through

the sale of LNG represent a great opportunity for PNG,

but the project also carries economic risks. Sales of LNG

will drive up the value of the kina, for example, making

it difficult for other export industries to stay compet-

itive. The government should take further measures to

ensure that the kina is kept under control, costs are

reduced for non-energy exporters and red tape is

removed for international companies. This would

encourage a broader distribution of wealth and allow

a middle class to emerge in a country that, until now,

has exhibited significant income inequality.

How can the government add value to natural

resources and enhance manufacturing capacity?

LAU: For the timber industry, high currency value, and

high wage, power, and transportation costs make it

very difficult to produce processed timber at an afford-

able cost. These cost structures result in manufactur-

ers in PNG losing market share to other countries in

the region. The government must address these areas

and provide manufacturers with incentives to expand

operations if we are to see greater value adding in PNG.

What is the growth potential of the domestic retail

sector, considering the downturn in 2013? 

LAU: It is likely that both the recent drop in inflation

and in currency value will dampen the retail sector in

the short term. However, if the government is success-

ful with improving the country’s budget position, retail

will recover over the medium term. PNG citizens are

demanding a wider selection of quality goods, with

retail competition continuing to grow. As the econo-

my expands, domestic consumption will increase, and

the retail sector will benefit from this trend.

How can foreign investors boost their role in the

property and hospitality segment, and what factors

are key for designing a long-term strategy in PNG?

LAU: Foreign investment in property and hospitality, and

the increased competition that it brings, will help to

raise standards across the sector. Consumers will ulti-

mately have wider choice and more competitive prices.

Domestic operators may initially resist foreign invest-

ment; however, over the longer term, greater compe-

tition will be beneficial for the sector as a whole, and

also for PNG’s consumer base.

Investors should consider both recent levels of eco-

nomic growth and developmental constraints that still

hamper the country. Specifically, investors should eval-

uate political stability and perform a comprehensive

analysis of the costs of doing business. This should

include understanding bureaucratic obstacles, the state

of infrastructure and utilities, and the availability of

suitable labour. We have consistently expanded our

business operations in the country by learning from 

past experience and by identifying key trends over time. 
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Recent reforms to the title system are aimed at land development

The recent influx of people and investment into the

National Capital District (NCD) has sent demand for

housing through the roof, changing the area’s social

and economic climate in ways that have severely

tested the regulatory framework that currently gov-

erns the construction and real estate sector. 

A key contributor to the spike in property prices

is the country’s customary land title system, which

makes it difficult to free up land for development,

rental, sale or use as collateral. Compounding this,

the state agencies overseeing property sales, con-

struction, land use codes, transfer of title and relat-

ed tasks have been inundated by a flood of requests

as construction and real estate activity has soared.

Meanwhile, the rise in property values and large-scale

migrations to the greater Port Moresby area has

thrown the government a separate and growing

challenge: squatters. As makeshift camps crop up

around the city, the state is under new pressure to

provide affordable housing for low-income citizens. 

LAND OWNERSHIP: PNG’s customary land title sys-

tem is at the root of the current bottleneck, affect-

ing not just the real estate market but virtually every

corner of the economy. Under this system, which is

written into the constitution, a full 97% of the coun-

try’s 462,840 sq km of land is owned by the individ-

uals historically living on the land. This leaves very

little turf for the government to develop or sell in

large scale. Such a restrictive policy is an especially

big obstacle for mining and energy projects, which

must get the approval of multiple groups of landown-

ers before they can move forward with any large

project in resource extraction. It has also proved a

big hindrance in agriculture, where farms are held

back from expanding into large-scale plantations. 

For the real estate sector, the chief impediment

this framework poses is to stifle lending. With land

incorporated in this way, very little of it can be used

as collateral for financing from commercial banks,

leaving most land simply locked up from development.

Banks are hesitant to lend to landholders without a

secure title, particularly given that contract sancti-

ty and property rights are not rigidly enforced in

PNG and thus can leave the lender with little recourse

in the case of a default. 

The string of hold-ups related to the land title sys-

tem means that most lending for property develop-

ment is restricted to a small minority of urban areas

where individuals or corporations have secured both

a land title and a lower credit risk. The rarity of this

combination has in turn limited the supply of trans-

ferable, or leasehold, real estate – particularly the

kind most in demand, such as vacant land along the

outskirts of major towns and cities. A 2010 report

on the housing and real estate sector by the Inde-

pendent Consumer and Competition Commission

(ICCC) confirmed these shortcomings, and recom-

mended to the Treasury Department “freeing up the

supply of state land; and encouraging the ‘bringing

to market’ of customary land; and to address scarci-

ty of ‘raw’ land wherever it exists”. 

PAST REFORMS: Earlier reforms made to the sec-

tor were targeted primarily at the consolidating con-

tiguous parcels of land held by various land owners

so that large swathes of terrain could be exploited

for expansive mining, energy and agricultural ven-

tures. These provided long-term leases to land held

under customary title by traditional clan groups and

were designed to deliver benefits to the landown-

er, the investor, and the public as a whole through

commercialisation of previously unused land. 

More recent reforms passed by the government,

both of which were gazetted in February 2012,

include the Land Groups Incorporation (Amend-

ment) Act of 2000, and the Land Registration

(Amendment) Act of 2009. The first of these lays the

foundation for customary land owners to incorpo-

rate as legal entities, formally register their land and

lease all or portions of it to private companies or indi-

viduals. This dovetails with the second, which lays

A key contributor to the

spike in property prices is

the country’s customary

land title system, which

makes it difficult to free up

land for development,

rental, sale or use as

collateral.
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down statutes governing leases of up to 99 years for

the aforementioned incorporated land groups, as well

as other laws on the creation of mortgages, the sale

of property and procedures for transfer of proper-

ty in the event of default.

THE ROAD AHEAD: Even with these new reforms

now on the books for two years, much work remains

to unfreeze the majority of land for development,

especially outside the urban centres of Port Mores-

by, Mt Hagen, Lae and Kokopo. According to a March

2014 paper published by the National Research Insti-

tute of PNG, entitled “Use of Land Lease as Collat-

eral for Accessing Formal Sector Finance in Papua

New Guinea”, a number of obstacles remain that are

placing severe limitations on the sector’s growth. The

findings concluded that land held under customary

title (dead capital) was still not being used as col-

lateral to raise finance from the formal sector. 

The report gave three main reasons for this. These

were, first, that lenders were not fully knowledge-

able about the new laws; second, that the small size

of the market for secondary land lease made leas-

es illiquid; and third, that insecurity over property

rights was a strong impediment to commercial prop-

erty lending. The last of these, in particular, has long

plagued the real estate market. 

Ownership disputes are therefore commonplace.

This is down to a number of factors, including dupli-

cate titles to the same piece of land (often forger-

ies), weak capacity to enforce contracts and restric-

tions on the transferability of leases. All of this leads

to more restrictive lending by commercial banks to

the majority of the population. Other contributing

factors are poor land administration practices, such

as the issue of the same titles to competing parties;

the exercise of ministerial discretion in issuing leas-

es on state land that have subsequently been rescind-

ed by the courts; and a history of large losses incurred

by lenders, which have caused banks to pull back

severely from lending for real estate development.

The 2010 ICCC sector report echoed these concerns,

recommending “improving title registration, record-

keeping and title transfer procedures to ensure the

security of land as collateral.”

INTERNATIONAL YARDSTICKS: The concerns of

domestic lenders and the ICCC are well-founded.

According to the results of the World Bank’s “Doing

Business 2014” rankings, PNG ranked 168th out of

189 countries for contract sanctity, far below region-

al rivals such as Tonga (48), the Marshall Islands (61)

and Fiji (63) and well below the East Asia and Pacif-

ic regional average of 91. Most worryingly, the aver-

age cost of enforcing a claim exceeded the actual

value of the claim itself – costs were 110.3% of the

claim, compared to a regional average of 48.7% and

OECD average of 21% – giving claimants little hope

of a positive outcome. 

The country faired marginally better for resolution

of insolvency, but even there it finished in the bot-

tom third, with a ranking of 128 compared to the

regional average of 108. Insolvency in PNG takes

three years on average to resolve and costs 23% of

the debtor’s estate, the most likely outcome being

that the company is sold piecemeal. PNG fared much

better for property registration, taking 87th, ahead

of Tonga (146th) and the Marshall Islands (189th)

and above the regional average of 92. To register a

property requires four procedures, is completed in

an average of 72 days and costs 5.1% of the prop-

erty’s value, mostly from a 5% stamp duty levied by

the Internal Revenue Commission. 

A WAY FORWARD: Faced with such shortcomings,

and aware of their retarding effects on the proper-

ty market, the government has lately begun making

noises about a more comprehensive land reform.

Starting in 2014, these are to be led by the ICCC,

which it has tasked with preparing a new code of

conduct for the real estate industry. The new code

is to implement the recommendations made by the

ICCC in its previous reviews of the sector. 

Many of these ideas are to be crystallised in the

new National Land Development Programme (NLDP),

a government initiative to guide land policy reforms

in the right direction. Work on this is already under

way. The policy will include legislative reform to

ensure more effective administration of incorporat-

ed land groups, and enable the freeing up of cus-

tomary land through increased voluntary registra-

tion, effective resolution of land disputes, and proper

and transparent administration of the land markets. 

The new NLDP will be combined with other ongo-

ing improvements being made to the national land

database, the Land Information System, which are

expected to bring about improved land administra-

tion and an enhanced understanding of the value

and commercial potential of land, according to the

2014 national budget. In addition to these admin-

istrative changes, the government is also rolling out

efforts in 2014 to address the lack of affordable

housing options in the country, most notably the

National Affordable Lands and Housing Programme. 
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AGRICULTURE & FISHERIES OVERVIEW

The sector accounts for around one-third of the overall economy 

Endowed with a favourable climate, high seasonal rain-

fall, good quality soil and low-intensity farming meth-

ods, the agricultural industry has traditionally been the

most consistent contributor to Papua New Guinea’s

economy as well as its largest employer. Although export

revenues have been outpaced by mineral and energy

sales, the sustainability of the agricultural sector ensures

its place as a pillar of PNG’s future economy as it was

in the days before gold mines and natural gas projects.

Forestry, agricultural and fishery activity currently make

up around one-third of the economy and remains the

principal livelihood of the vast majority of PNG citizens.

Weary of becoming too dependent on the multibil-

lion-dollar resource projects pumping investment into

the country and creating new revenue streams from

the sale of gold, copper, nickel and natural gas that could

expose the economy to Dutch Disease, the govern-

ment is making concerted efforts to build up the agri-

culture industry as a means of diversification. 

BY THE NUMBERS: In 2012 agricultural exports totalled

PGK2.7bn ($1.1bn) according to the latest full-year

data available from the Bank of PNG (BPNG), down sig-

nificantly from the PGK3.8bn ($1.54bn) in revenues

collected the previous year. Forestry products con-

tributed another PGK627.1m ($254.9m), down from

PGK768.3m ($312.3m) in 2011, while the marine prod-

ucts industry exported PGK329.5m ($133.9m), up from

PGK259.8m ($105.6m) the previous year. Much of the

drop-off in the agricultural export value was due to dra-

matic decreases in commodity prices from 2011 to

2012, particularly for the country’s two top exports of

palm oil and coffee. Forestry declines were primarily the

result of a lower volume of shipments as regulations

governing log felling were tightened. On the whole,

agricultural exports accounted for 20.5% of all PNG

exports for 2012 while forestry products chipped in

another 4.8% and marine products another 2.5%.

A continuation of relatively weak commodity prices

in most areas as well declining production in the forestry,

copra, coffee and cocoa industries led to decrease in

export value in 2013 to PGK2.45bn ($995.9m), accord-

ing to Treasury Department estimates. Palm oil remains

the dominant export crop with an estimated PGK789.6m

($321m) in 2013, followed by forestry products worth

PGK615.3m ($250.1m), marine products (PGK299.7m,

$121.8m), coffee (PGK274.5m, $111.6m), copra oil

(PGK40.4m, $16.4m), rubber (PGK34.3m, $13.9m), copra

(PGK16.8m, $6.8m) and tea (PGK7.9m, $3.2m). 

MONEY TALKS: Recognising that agriculture is crucial

in efforts to diversify PNG’s economy away from min-

eral and energy exports, the government is increasing

support to the industry. With more than two-thirds of

the population living in rural areas and dependent on

agriculture for survival, the state continues to priori-

tise the industry in its annual budget. Funding for the

Economic and Agricultural sector rose by roughly 50%

between 2013 and 2014 to hit PGK777.9m ($72.3m),

and includes major outlays for agriculture-related proj-

ects, such as PGK40m ($16.3m) to establish the Agri-

culture Commercialisation Equity Fund (ACEF), PGK85m

($34.55m) for the National Development Bank and

another PGK50m ($20.3m) for the Special Economic

Zone (SEZ) – Corridor Development. 

The first of these initiatives, the ACEF, is a two-stage

pilot programme designed to boost investment in the

sector. The initial PGK10m ($4.1m) component consists

of subsidising landowners to cover the costs of survey

and registration fees incurred when developing their

land for commercialisation. This is followed by the sec-

ond PGK30m ($12.2m) stage in which potential investors

are matched with developmental projects for coffee,

cocoa, oil palm, rice, rubber and livestock projects. 

Allocations to the development bank and SEZ affect

the sector indirectly by boosting the financing avail-

able for loans to small and medium-sized enterprises

as well as developing infrastructure in the SEZ at Sepik

Plains that is expected to attract foreign investment in

oil palm plantations and other agricultural processing. 

DEVELOPMENT CHANNELS: Targeted spending is also

focused on capacity building of the agricultural hub at

In an effort to combat

over-reliance on mineral

and energy exports and

boost diversification, the

government is making a

concerted effort to expand

the agriculture industry.

Agricultural exports

dropped from $1.54bn in

2011 to $1.1bn in 2012,

according to the central

bank, with much of the

decline due to falling

commodity prices.
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Mt Hagen in the Highlands region. Some PGK61.4m

($25m) has been allocated to key infrastructure proj-

ects, including PGK40m ($16.26m) for the develop-

ment of new and existing roads and PGK1.4m ($569,100)

for the Mt Hagen Rice Project. Other relevant budget

lines include PGK46.5m ($18.9m) for the Department

of Agriculture and Livestock, up from PGK39.5m

($16.1m) in 2013; PGK42.4m ($17.2m) for the Office

of Coastal Fisheries Development Agency, up from

PGK2.5m ($1.02m) in 2013; PGK32.4m ($13.2m) for the

Coffee Industry Corporation, compared to PGK7.2m

($2.9m) in 2013; PGK31.8m ($12.9m) for the PNG

National Forestry Association; PGK16.8m ($6.83m) for

the Cocoa Board of PNG; PGK16.7m ($6.8m) for the

National Agricultural Research Institute; PGK16.6m

($6.7m) for the Cocoa Coconut Institute; PGK11.5m

($4.7m) for the Fresh Produce Development Company;

PGK10.2m ($4.15m) for the Oil Palm Industry Corpora-

tion; PGK8m ($3.25m) for the Livestock Development

Corporation; and PGK7.2m ($2.3m) for the National

Agriculture Quarantine and Inspection Authority. 

PALM OIL: As the only commodity cultivated on a large

scale using plantations and the nucleus estate small-

holder (NES) systems, oil palm growers have been able

to take advantage of economies of scale to command

a dominant position in the country’s agricultural sec-

tor. Based primarily in New Britain and New Ireland, the

industry’s composition has remained largely unchanged

in terms of structure over the years, with smallholders

working just over 40% of palm acreage with larger plan-

tations making up the rest. 

Under the NES model, smallholders are responsible

for cultivating and harvesting crops on their land, while

nearby nucleus estate milling firms are responsible for

the collection, transportation and processing of the fresh

fruit bunches, along with their own supply. These larg-

er parent plantation agro-companies offer other assis-

tance to smallholders by providing seedlings, financ-

ing (usually interest free), pest and disease control

operations, support services, repair and maintenance

of transport infrastructure, and support for social infra-

structure (education, health and police). 

Due to more efficient operations, plantations account

for roughly 70% of domestic output compared to about

30% from smallholders. Two main plantation groups con-

trol the majority of palm oil production within six NES

operations led by New Britain Palm Oil (NBPO), which

accounts for more than 80% of all planted oil palm

acreage, with the remaining area controlled primarily

by Hargy Oil Palms. In July 2012 NBPO added the 5351-

ha Orangerie Bay Plantation to its sites: West New

Britain (64,492 ha in production), Higaturu Oil Palms

(22,620 ha), Milne Bay Estates (12,807 ha), Poliamba

(7765 ha) and Ramu Agri Industries (11,260 ha). 

The Bialla Oil Palm Project, managed by Hargy Oil Palms

was established in 1969 and has a total planted area

in production of 25,020 ha (11,584 ha plantation,

11,488 ha smallholders and 1948 ha other outgrow-

ers). Other global players in the industry, including

Malaysian giant RH, also plan on entering the market.

However PNG’s complex land ownership regulations

have led to delays, including RH’s plans for the 42,000-

ha Sigite Mukus Integrated Rural Development Project. 

EXPORTS: Overseas sales of the commodity more than

double the value of the next most lucrative export crop,

coffee, with PGK1bn ($406.5m) worth of palm oil

shipped in 2012 and on pace for a similar total in 2013,

with first quarter exports of PGK241.1m ($98m), accord-

ing to the most recent figures from BPNG. Total pro-

duction was down 4.9% from 2011 to 2.54m tonnes

due to above-average rainfall, according to the PNG Palm

Oil Council (POC). A second straight year of abnormal-

ly high precipitation further dampened production in

2013. While aggregated production data for 2013 was

unavailable at the time of publication, NBPO, the coun-

try’s largest producer, reported that its output declined

from 1.59m tonnes in 2012 to 1.5m tonnes in 2013. As

a result, crude palm and palm kernel oil extraction

declined 7% from 545,207 tonnes to 507,855 tonnes

for the year. Treasury Department estimates also indi-

cate a decline exports from 483,000 tonnes in 2012

to 440,200 tonnes worth PGK789.6m ($321m) in 2013.

TROUBLE IN PARADISE: Although palm oil has been

by far the best performer in the PNG agricultural sec-

tor, the industry is not without its concerns regarding

long-term profitability. Compared to the heyday of 2011

when crude palm oil (CPO) traded for between $700

and $810 per tonne, commodity prices remain signif-

icantly lower despite clawing back some of these gains

in late 2013. Weaker global demand for the cooking oil

and rising stock resulted in palm oil prices dropping from

a high of $743.80 per tonne at the start of 2013 to

around $699.20 per tonne by August that year, before

rebounding to $783 per tonne in the third quarter of

2013 over concerns of damage to Philippine produc-

tion as a result of Typhoon Haiyan. 

These gains are also partially the result of constrict-

ed supplies of other seed oils, which has raised prices,

benefitting CPO exporters marketing their product as

an alternative. With global plantation expansion over

recent years – particularly from leaders in Malaysia and
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Palm oil is the biggest export crop, with sales worth $406.5m in 2012 and a similar figure expected in 2013

Palm oil has a dominant

position in PNG’s

agriculture sector, and is

cultivated by both

large-scale plantations and

under the NES system, with

smallholders working some

40% of the industry.

The global price for CPO

has fluctuated in recent

years, with the price falling

to $699.20 per tonne in

August 2013, down from a

high of over $800 in 2011.
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Indonesia – the market is well supplied, while demand

for product (and competition from alternatives like soy

beans) is no longer significant enough do drive up

prices. NBPO recorded revenue and pre-tax profit falls

of 17.5% to £335.8m and 78.8% to £10.4m, respective-

ly, from 2012 to 2013, according to company reports. 

The government has been mulling regulatory and

structural changes that could institute new price con-

trols and possibly push for more domestic downstream

processing of the oil, similar to measures by global palm

oil leaders Malaysia and Indonesia. But with much less

product as well as a more costly, 100% sustainably cer-

tified crop, PNG’s market differs greatly from other

mass producers. “PNG is unique in term of its social,

economic and business landscape. What works in neigh-

bouring South-east Asian countries does not neces-

sarily work here,” Ian Orrell, executive director of the

PNG Palm Oil Council, told OBG. “Production costs in

PNG are much higher. Indonesia can produce palm oil

30-40% cheaper than is possible here. The shipping costs

of moving refined palm oil from Indonesia to Port Mores-

by is significantly less than shipping PNG-made palm

oil domestically from the refinery in Kimbe to Port

Moresby. The cost of building a CPO mill in PNG is up

to twice as expensive as building the same mill in Indone-

sia. The reason is that the cost of locally sourced goods

and services are as much as 200% to 300% higher.”

COCOA: Cocoa production is the third major cash crop

for PNG, and has gained a reputation as a high-quali-

ty product with PNG being the second-largest cocoa

producer in the region. Yet like other commodities,

growers have been hit hard in recent years as market

prices softened, although gains at the end of 2013 and

early 2014 have given the industry a ray of hope. Cocoa

prices traded around $2295.70 per tonne at the begin-

ning of 2013, further rising to $2623 per tonne at the

end of October, according to Treasury Department data.

From January 2013 to January 2014 the International

Cocoa Organisation’s (ICCO) daily cocoa price index

grew by more than 20 points, reaching a high of 25 in

December 2013. But while price may be rebounding,

the cocoa pod borer pest continues to ravage domes-

tic crops, particularly in prime growing regions of East

New Britain and Bougainville. Production for the

2012/13 season is estimated at 36,000 tonnes, down

from 39,000 tonnes produced the previous season, but

the ICCO expects a stronger showing of 40,000 tonnes

in 2013/14. Nearly all of PNG’s cocoa production is

exported, with an estimated 29,500 tonnes shipped in

2013 worth PGK151m ($61.4m), according to figures

from the Treasury Department. 

SUSTAINABLE GROWTH: While PNG’s extractive

resource industry is inherently unsustainable in the

long run, the country’s agriculture sector is develop-

ing businesses that should be able to contribute to the

economy long after the mineral and energy push fades.

Several agricultural subsectors like forestry, palm oil and

fisheries have developed highly profitable yet more

environmentally responsible business models. 

Government efforts to back up these segments have

led to a tightening of regulations in recent years, par-

ticularly in the forestry industry, which is the single-

largest contributor to carbon release in the world.

Efforts to close regulatory loopholes as well as the

implementation of international emissions-reducing

standards in 2009 by the Office of Climate Change and

Development have helped to stem the tide. Funding for

PNG’s Department of Environment and Conservation

(DEC), which is responsible for the protection of air, water,

soil, biodiversity and the sustainable use of natural

resources, has increased to PGK51.8m ($21m) in 2014

from PGK44.4m ($18m) in 2013, and now exceeds allo-

cations dispersed to the Department of Agriculture. 

The 2014 national budget projects these levels of

expenditure will continue through 2018, with annual

outlays of PGK50.5m ($20.5m), PGK51.7m ($21m) and

PGK52.9m ($21.5m) starting in 2015. The PNG Climate

Change Authority received PGK15.4m ($6.3m) in the

2014 budget, of which PGK6.6m ($2.7m) was ear-

marked for the development of the Climate Change

Adaptation Initiative. Some of these costs are offset from

grants made be international donor organisations,

including PGK22m ($8.9m) from the World Bank for the

DEC’s Environment, Climate Change and Sustainable

Livelihoods programme and another PGK6.6m ($2.7m)

from the Australian government channelled into the

Climate Change Adaptation Initiative. 

FISHERY CONSERVATION: As a global leader in tuna

exports, any further significant decline in the world’s

fisheries could have devastating effects on PNG’s fish-

ing industry. Seeking to ensure adequate fish stocks for

the future, the government has implemented a num-

ber regulations designed to restrict catches to sustain-

able levels. On the domestic level all participants must

comply with the National Fisheries Authority’s (NFA)

National Tuna Fishery Management Plan, which dictates

all sector regulations, from equipment to licence lim-

its to total allowable catches. Multilateral regional agree-

ments like the Parties to the Nauru Agreement (PNA)

also caps the amount of fishing vessels and tonnage

caught per year. A significant regulatory tool implement-

ed within the PNA is the vessel day scheme (VDS), which

restricts the amount of fishing days allocated, vessels

allowed in PNG’s exclusive economic zone (EEZ) and

tonnage caught to 2010 levels (see analysis). Revenues

from the VDS, which totalled $63m in 2013 at a rate

of $5500 per day, can then be funnelled back into the
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Despite recent increases in

the price of cocoa, the

cocoa pod borer pest

continues to affect

domestic crops, and

production fell from 39,000

tonnes in the 2011/12

season to 36,000 tonnes in

2012/13.
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SOURCE: Bank of PNG

   Cocoa Coffee Tea Copra Copra oil    Palm oil   Rubber

2009         

Total   337.3 460.3 18.4 12.4 87.9    714.3 26.0

2010         

Total   347.6 521.0 18.4 21.9 130.2    1024.7 32.4

2011         

Total   320.3 927.4 14.2 70.8 173.9   1477.4 40.9

2012         

Total   182.6 478.5 11.7 33.1 56.1   1009.9 33.1

2013         

March   6.0 46.1 3.3 0.4 8.6    241.1 4.7

Agricultural exports, 2009-13 (PGK m,  f.o.b)
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NFA and used to bolster oversight and compliance.

Despite these regulations, enforcement can sometimes

prove difficult with so many foreign-flagged vessels ply-

ing PNG waters and so few maritime resources to patrol

them. Unlicensed fishing vessels are still known to slip

in and out of territorial waters after illegally harvest-

ing fish, while even registered and monitored vessels

are sometime found in violation of codes. 

LAND REFORM: In addition to the high costs of pro-

duction, another key impediment to growth of the agri-

culture industry is the difficulty in freeing up large plots

of land due to PNG’s opaque customary land policy. Sub-

stantial reforms to simplify the process of consolidat-

ing and leasing plots of land would help the sector to

create larger, more efficient agricultural operations. 

A recent stab at this reached its peak in 2010-11 when

the Special Agricultural and Business Lease (SABL) sys-

tem was established as a means of creating legal titles

on customary land to support consolidation and devel-

opment. However, a series of flaws was discovered dur-

ing the process in which land that was ostensibly leased

out for up to 99 years for the purpose of cultivation

was being logged but then left fallow. An all-time record

export bonanza in the forestry sector followed with

PGK705.9m ($287m) and PGK732m ($297.6m) worth

of logs shipped in 2010 and 2011, respectively, com-

pared to PGK439.4m ($200.6m) in 2009. A moratori-

um and government enquiry were then launched to look

into 77 SABLs in 2011, with damning results made pub-

lic in early 2014 that only four of the 42 leases exam-

ined were upheld as “problem free”. 

Recent efforts at land reform from recommendations

by the Independent Consumer and Competition Com-

mission have led to the National Land Development Pro-

gramme. The initiative, being formalised in 2014, includes

legislative reforms targeting more effective adminis-

tration of incorporated land groups, as well as freeing

up customary land via voluntary registration, effective

land dispute resolution and transparent administration

of the land markets. “The government is respectful of

firms that have operated here for a long time and that

have made significant investments in the agriculture

sector and is keen to keep a levelled plane field,” Greg

Worthington-Eyre, CEO of Trukai Industries, told OBG.

OUTLOOK: Looking forward, the commodity price

declines that wracked a number of industries, includ-

ing cocoa, coffee, copra oil and palm oil should rebound

as demand and commodity prices gain momentum

after a stronger first quarter in 2014. A return to nor-

malcy from the unusually wet weather that affected

crop output in 2012 and into 2013 should boost pro-

duction levels in 2014 while the declining value of the

kina will make PNG exports more attractive. Ongoing

land reform efforts and programmes designed to

increase yields of existing smallholder crops should

also facilitate growth. Lastly, planned improvements in

transportation infrastructure are due to pave the way

for more efficiency and expansion into untapped areas.
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Lease system’s attempts to

simplify the process of

consolidating and leasing

lots of agricultural

production.
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Tommy Tomscoll, Minister of Agriculture & Livestock

Agriculture continues to be a thriving industry in

Papua New Guinea, but unfortunately the wrong

people have been benefitting from its growth. While

farmers sell 1 kg of coffee for PGK5 ($2.03), buyers

resell it to dry factories for four times the price and

even export it for five times the price. The same

happens for other traditional crops as well. 

This vicious circle has to stop, as it keeps farmers

at the low end of the chain, which is high risk and

low value. We want to empower farmers by provid-

ing a direct export market to them, and this admin-

istration has the resources and the willpower to

make it happen. Money alone will not complete the

job. In 2014, we passed the largest budget to date

in support of the sector, and we are also introduc-

ing a new National Administration Act before the end

of 2014, which is aimed at empowering farmers and

reducing the multiple layers of bureaucracy. The new

act will bring all sector players under one single

piece of legislation and will clearly establish the

responsibilities of all the different levels of govern-

ment, right down to the districts. 

Agricultural traders have been operating in this

country for decades now and they have held back

growth of the crop sector. Investors would not want

to put their money in PNG knowing that they have

no export access, as many of the commodity boards

are controlled by the traders. PNG has no more space

for traders in the traditional sense of the term, and

licences will not be renewed unless the licence-hold-

er goes into plantations first, for projects covering

a minimum area of 10,000 ha. The government is not

asking traders to pack their bags and leave, rather,

if they want to continue their trade, they have to

become growers first. Many traders are in fact already

taking up this challenge. 

To encourage greater participation of farmers in

export activities, we are also introducing special cat-

egory licences, including 14 for women. This is in addi-

tion to lowering the minimum requirement for export

licences to 30,000 bags per year for traditional crops.

This represents a significant reduction on the 100,000

bags required presently, a number that few people

in the country have the capacity to meet. This includes

the traders themselves, who end up buying from dif-

ferent sources just to fulfil the quota. It is, in fact,

the state that wants to take over regulatory respon-

sibilities and streamline activities in the agriculture

sector, as the different levels of bureaucracy have

created confusion in the past. 

We are also aware that most of the problems in

the sector are structural and cannot be improved sim-

ply by introducing new legislation or administrative

bodies. The lack of infrastructure, for example,

remains a chronic problem for PNG, in particular

limited access to markets. 

Over the last five years the government has been

fairly generous in issuing freight subsidies, as well

as introducing a number of price-support mecha-

nisms to facilitate market access for crops which

originate in remote areas. However, this was a mis-

placed effort, as growers operating at the periph-

ery of large towns were benefitting from it instead.

Under the new arrangement only growers in posses-

sion of incorporated licences and women’s licences

will be able to access the funds.

On a more general note, the current administra-

tion feels that the agriculture sector has reached a

turning point whereby we need to act now to keep

the industry buoyant, with all the socio-political

implications that this implies. 

Farmers are net buyers and net sellers in this coun-

try and saving often continues to be an abstract

concept. To this end, surpluses are difficult to achieve

under the current structure, as is the transition from

subsistence to commercial farming. The only way

forward is to empower farmers, especially as urban-

isation continues unabated in PNG. By linking the

farmers directly to the market place, we expect pro-

ductivity to double over the short to medium term.
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Smallholder farmers contribute nearly three-quarters of production

First introduced over 120 years ago during the era of

German colonisation, coffee cultivation and expor-

tation as a cash crop has had a long and successful

history in PNG. From its humble beginnings as an

export to Australia at the turn of the 20th century,

cultivation of the crop has grown over the years to

elevate coffee to the second-most-valuable agricul-

tural cash crop in the country. Riding a surge in glob-

al coffee prices in 2005, coffee sales even managed

to surpass established export champion palm oil for

a one-time lead in all agricultural exports. 

METRICS: Production since the beginning of the mil-

lennium has hovered around 1m bags per annum (one

bag weighs 60 kg), according to data from the Inter-

national Coffee Organisation (ICO). Annual fluctuations

are generally related to weather and to a lesser extent

commodity prices as some farmers raise output dur-

ing boom years and cut back during bust cycles. A

recent spell of unfavourable weather combined with

ageing tree stock negatively affected output in 2012

and production was halved to just 717,000 bags – the

lowest output on record since 1990 – from an all-time

high of 1.41m bags in 2011. Following this dramatic

swing, production rebounded in 2013, coming in at a

more stable 828,000 bags. 

Mild Arabica highland coffee is the main variety

grown, making up 95% of domestic production. Ara-

bica is typically used in higher-quality espresso prod-

ucts in EU markets of Germany, France, Italy and

Switzerland as well as by US coffee giant Starbucks,

whereas PNG’s lower-quality Robusta bean is gener-

ally processed into cheaper instant coffee. 

SNAPSHOT: While the country’s first coffee estate

was established just outside Port Moresby in Warira-

ta in 1897, current production is based in the High-

lands region suitable to growing Arabica beans, and

encompasses the Eastern Highlands, Western High-

lands, Chimbu, Enga and Southern Highlands provinces.

More recently introduced, Robusta bean varieties

have since expanded coffee growth to include 15 of

the 19 provinces in the country, with prime Robusta

growing locations favouring lowland provinces of

Morobe, Central, Gulf, Milne Bay, Madang, East and

West Sepik, East New Britain and New Ireland. 

LAND PLOTS: Like much the agricultural sector, large-

scale plantation growing is limited due to the frag-

mented ownership inherent in PNG’s customary land

ownership system. As such, smallholders grow approx-

imately three-quarters of all coffee in the country. The

estimated 2.5m smallholder farms account for 72%

of national production, according to the Coffee Indus-

try Corporation (CIC), with each cultivating between

700 kg and 1000 kg of coffee per 1-ha plot each year.

Unable to process the raw beans themselves, the

smallholders then sell their output to larger commer-

cial dry processers, of which there are 52 operating

in PNG with five new licences issued in 2013. 

Plantations with a combined area of approximate-

ly 15,000 ha contribute another 24% of domestic pro-

duction, with each plantation operating farms with

an average size of 300 ha. The remaining 4% of out-

put is derived from 632, 20-ha blocks, a holdover

from the 1970s World Bank developmental scheme

intended to boost coffee output in the country. 

OVERSIGHT: In addition to issuing licences for man-

ufacturing, exporting, processing and building permits

in the sector, the CIC is responsible for industry pro-

motion, research coordination, education and train-

ing, lobbying and quality control. Because the CIC is

a state-owned enterprise with the government’s Inde-

pendent Public Business Corporation (IPBC) holding

a 25% stake, the CIC also receives state funding. This

budget was substantially boosted in 2014 to PGK32.4m

($13.2m), up from just PGK7.2m ($2.9m) the previous

year, according to the 2014 budget issued by the

Treasury Department. Of this, PGK11m ($4.5m) was

allocated to cover coffee price subsidies with anoth-

er PGK7m ($2.8m) each earmarked for the CIC Freight

Surety and the Coffee Rehabilitation and Development

programmes. Future annual budgets for the CIC are

Arabica beans make up

95% of local production

and are typically grown in

the Highlands. The

introduction of Robusta

beans expanded

production to several

lowland provinces as well.
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Some 2.5m smallholder

farms grow coffee, with

output averaging 700-1000

kg per ha annually. Beans

are then sold to

commercial mills, of which

there are 52 licensed, for

processing.

Fresh brewed
Support grows for the leading cash crop
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projected to total PGK32.2m ($13.1m) in 2015 and

PGK32.8m ($13.33m) in 2016.

CASHING IN: As PNG’s second-largest cash crop

behind palm oil, coffee is a major source of foreign

currency for the country, but remains highly vulner-

able to the dramatic commodity price swings that

have characterised the market in recent years. Export

revenues generated during the 2011 bumper crop,

for instance, totalled PGK927.4m ($377m) and ranked

second of all agriculture exports only to palm oil at

PGK1.5bn ($609.75m), and well ahead of cocoa at

PGK320.3m ($130.2m), copra oil (PGK173.9m, $70.7m)

and even exceeding a record high of PGK732m

($297.56m) from the timber industry, according to data

from the Bank of PNG. Revenues from coffee ship-

ments trailed off along with production in 2012 for

a total of PGK478.5m ($194.5m) with first quarter 2013

exports at PGK46.1m ($18.7m). All told, 1.42m bags

of coffee were shipped during the 2011/12 crop year,

well above the 880,000 bags exported the previous

year and double the 715,000 bags in 2013, accord-

ing to ICO data. The primary purchaser of PNG coffee

is Germany, followed by Australia, the US and Japan. 

While the record harvest and exports certainly con-

tributed to the spike in 2011 revenue, commodity

prices also played a major role. After the ICO’s com-

posite indicator price measuring the global commod-

ity price for coffee rose steadily throughout 2010

from 126.80 US cents per pound (USc/lb) in January

to 184.26 USc/lb in December that year, the trend con-

tinued to an eventual peak at 231.24 USc/lb in April

2011 before receding to 189.02 USc/lb by the end of

the year. As demand softened in 2012, prices contin-

ued to fall nearly to 2010 levels at 131.31 USc/lb by

December 2012 and trailed off through mid-2013 to

a low of 100.99 USc/lb in November 2013.

WEATHER WOES: Just when things were looking

particularly grim for coffee growers the world over,

uncertainty over how weather would affect Brazil’s

output in 2014 sent prices back up to 170.58 USc/lb

by April 2014. Much of this rebound was fuelled by

disruption to the Brazilian crop due to droughts in ear-

ly 2014, leading analysts to reduce forecasts for

2014/15 production and speculate that quality and

quantity of coffee could be negatively affected through

the 2015/16 growing season. The future outlook was

further thrown into doubt due to the US Climate Pre-

diction Centre estimating a more than 50% chance

of El Niño occurring in the 2014 summer. If this proves

correct, warmer weather in Brazil could bring exces-

sive crop-damaging rains during the harvest, while

reduced rainfall would have a negative impact on

Robusta production in Vietnam, Indonesia and PNG,

according to the ICO. As a result, Arabica coffee prices

saw strong gains in April 2014, rising more than 4%

on the month to their highest levels in over two years. 

NEXT STEP: As the country moves forward with its

plan to diversify its economy, the coffee industry is

well placed to capitalise on its traditional position as

a primary cash crop. Though the industry has had its

ups and downs in recent years as inclement weath-

er, vacillating commodity prices and ageing trees have

contributed to swings in production, both the govern-

ment and private stakeholders are making efforts to

further expand the sector going forward. 

Some of government programmes enacted in recent

years to boost the sector include the freight surety

scheme facilitated by the PNG Defence Force under

the District Road Improvement Programme. Although

ultimately unsuccessful due to problems distributing

its PGK40m ($16.26m) budget, the initiative sought

to bypass the logistical challenges of trucking coffee

from remote locations in the Highlands by airlifting

products to export points using government cargo

planes. More successful schemes have been launched

over the years with the assistance of international

donor aid such as the Smallholder Support Services

Pilot Project funded in part by the Asian Development

Bank, which ran from 2004 to 2009 in a bid to enhance

coffee extension and skills training for farmers. More

recently, in March 2014 the World Bank approved

$30m to extend funding for the Productive Partner-

ship for Agriculture Project (PPAP) which works with

some 60,000 PNG coffee and cocoa farmers to increase

yields and boost quality. Additional funding for the

ongoing project is also being provided by the EU

($6.4m), the government ($4.5m) and the private sec-

tor ($10m). After contributing PGK15.4m ($6.26m) to

develop administrative infrastructure for the PPAP in

2013, the PNG government expects new planting on

the project to begin in 2014 and has budgeted

PGK11.9m ($4.8m), PGK12.2m ($5m) and PGK12.5m

($5.1m) annually to support the project through 2018.

As a result of greater efficiency in the industry, the

Treasury Department forecasts coffee export rev-

enues hitting PGK278.6m ($113.25m) in 2015 and ris-

ing each year to PGK391.3m ($159m) by 2018. This

would make coffee the third-most-valuable agricul-

tural export behind palm oil and forest products. To

achieve this, export volume is expected to rise from

43,500 tonnes in 2015 to 58,100 tonnes by 2018. 
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The government expects coffee exports to be worth $113.25m in 2015 and climb to $159m by 2018

Despite its leading position

as a cash crop in PNG,

coffee remains highly

susceptible to price

volatility and changing

weather conditions.

In partnership with

international donors, PNG’s

government has launched a

number of initiatives to

boost the capacity and

efficiency of the coffee

growing industry.
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AGRICULTURE INTERVIEW

Greg Worthington-Eyre, CEO, Trukai Industries

How is Papua New Guinea improving food securi-

ty for its growing population?

WORTHINGTON-EYRE: Traditional commercial crops

such as coffee and palm oil provide a vital income for

the national economy; however, I am not sure that they

meet the needs of food security in PNG. You need the

right dietary mix in order to build immune systems

against malaria, tuberculosis and other communicable

diseases that are common in this country. As far as I’m

concerned, this should be a priority. 

There are fantastic organic products growing through-

out the country, but access from the villages to the main

markets of Port Moresby and Lae continues to be a chal-

lenge, not only from a logistical point of view, but also

in terms of productivity levels. A market structure needs

to be introduced in PNG to turn subsistence farming

into commercial farming by improving the quality of

crops and the consistency of the output. Moreover, the

right information needs to be provided when it comes

to pest management, weed control, propagation tech-

niques and other concerns over quality. 

Could rice be the solution to food insecurity in PNG?

WORTHINGTON-EYRE: Rice is one of the solutions to

the problem of food insecurity in PNG, as it can be

stored and used when required, as opposed to the

more traditional food sources. Its versatility suits the

conditions in rural areas well, especially because oth-

er grains do not grow as easily in PNG.

However, a certain amount of training is needed to

develop rice as part of the village agricultural system.

For instance, farmers in PNG have traditionally plant-

ed rice seeds at a distance of 30 cm on average, which

is based on an Asian style of transplanting into a flood-

ed paddy field, whilst areas in PNG are more suited to

upland-style rice growing, which relies on rainfall rather

than irrigation. Changing the planting rows to 10cm

can improve the yield by maximising land usage, while

reducing the natural growth of weeds. Improving yields

beyond consumption needs also means that part of the

production can be dedicated to exports, which could

bring in a much-needed source of income.

What do you see as the advantages of developing

local rice production?

WORTHINGTON-EYRE: Developing local production

could be beneficial from an economic point of view, as

the costs of imports are subject to the rise and fall of

other economies. Rice production has proven to be a

successful industry in Australia, and the same could be

true of PNG, despite the soil structure not being as opti-

mal and the suitable area for plantations being com-

paratively limited. Having said that, there is flat land

available in the country, especially in the Central Province,

parts of East and West New Britain and New Ireland. 

Statistics on the sector are hard to come by, but

unofficial sources estimate rice production to be about

100 tonnes a year, which continues to be undeveloped

in comparison to more mature markets. Average annu-

al per capita rice consumption in Port Moresby is

approximately 100 kg, and for the country as a whole

it is 38kg. A more concerted effort is required to meet

this demand. Over the last 20 years, extensive research

has been conducted into rice breeding and territory

mapping, thoroughly examining soil structure, acidity,

flooding and water salinity, among other criteria to

identify suitable areas. We know that significant pro-

duction can be jump-started in PNG.

To what extent is the government supporting the

growth of the agricultural industry in PNG?

WORTHINGTON-EYRE: I am happy to say that the

present administration seems to be respectful of com-

panies that have made significant investments over the

years; it seems keen to keep a level playing field in rice

production, while supporting the development of food

security. However, as for any sector, investments in

infrastructure – especially roads – will serve as capital

to spearhead the growth of the industry by connect-

ing remote villages and improving access to markets.
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AGRICULTURE & FISHERIES INTERVIEW

John Kasu, Managing Director, National Fisheries Authority

How serious is the European Commission’s warn-

ing that Papua New Guinea has failed to monitor

illegal, unreported and unregulated (IUU) fishing? 

KASU: PNG is at risk of being identified as a non-coop-

erative country in the fight against IUU fishing, a prac-

tice that is depleting fish stocks worldwide. In this spe-

cific incident, however, I consider the warning to be

unfair vis-a-vis PNG given all the progress we have

made in recent years with revamping our tuna man-

agement plan, the National Plan of Action and the Fish-

eries Management Act. Each of these was designed

to facilitate better monitoring of IUU activities in PNG.

The incident that prompted the warning was actual-

ly related to Filipino-flagged vessels that are licensed

to operate in our archipelagic waters and whose har-

vest feeds into our domestic canneries. 

What will be the warning’s effects on the indus-

try, and what is being done to address this issue? 

KASU: Improved communication can help us avoid

incidents like these in the future. To address this issue,

we have nominated a representative from the Nation-

al Fisheries Authority who will be based permanent-

ly in Brussels with the mission of informing the Euro-

pean Commission from time to time of the progress

that PNG has made domestically. PNG is a reliable

partner in the fight against IUU fishing and in the

quest for sustainability, and as an industry we are

ready and willing to take all the steps that are neces-

sary to comply with international standards. 

Fisheries in PNG are important not solely for their

effects on export earnings, but also for job creation

and industrial diversification, thanks to the boom in

the canning industry that is taking place on the coun-

try’s north coast. The growth of these facilities, as well

as rural entrepreneurship, relies heavily on the expan-

sion of the European markets. 

Considering that the number of foreign vessels fish-

ing in our waters has increased exponentially over the

last few years, it would certainly help to flag all the

boats in PNG to improve monitoring. What is impor-

tant for the moment is that the decision does not imply

any trade sanctions, and the European Commission

has given us several months to rectify our shortcom-

ing in controlling foreign fishing fleets. We feel con-

fident that the situation will soon be resolved.

The EU favours a “total allowable catch” system

over the vessel day scheme (VDS) that PNG adopt-

ed to control certain species. Is this a concern?

KASU: The eight signatories to the Parties of Nauru

Agreement (PNA), which include PNG, control 25-30%

of the world’s tuna supply, an industry valued at rough-

ly $7bn a year, so it is normal that there are concerns

about the way we manage our resources. We never-

theless believe that, although each system has its

weaknesses and can be improved, the VDS is most

appropriate to our specific conditions. The number

of fishing days for foreign purse seiner (dragnet)

fleets, for example, has been reduced regionally by

as much as 15% – a rule that will be enforced over

the next three years. Domestically, we have increased

the tariffs for vessels exceeding 50 metres in length,

which now have to pay for three days in order to be

granted a licence for one fishing day. 

All boats go through a compulsory inspection and

audit certification before being allowed to fish, and

only uncertified vessels escape this monitoring. Our

capacity to control illegal fishing is limited consider-

ing the size of the territory and the inadequate equip-

ment available, though the budget for this has

increased considerably in 2014. 

In general, I believe that with greater cooperation

on a regional level we can turn the VDS into a more

effective system in the long run. As for the improve-

ment of the sector in general, I believe a range of

onshore infrastructure is still needed to support the

development of coastal fisheries and market access.

The government should continue to support public

and private sector initiatives to develop infrastructure. 
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AGRICULTURE & FISHERIES ANALYSIS

Tuna from PNG catches accounts for 10% of global tuna supply

Already one of the world’s premier tuna producers,

PNG is looking to further capitalise on its rich fisheries

sector by boosting downstream capabilities. In its bid

to ensconce itself among the global seafood export-

ing elite, on par with the likes of Thailand or Ecuador,

PNG is working to more than double its domestic can-

nery production. The linchpin of the country’s fisheries

development is the tuna industry, with PNG annually

supplying around 10% of the world’s tuna supply. 

IN THE NET: Catchment and exports from PNG waters

have increased over the past two decades. As late as

1996, PNG’s annual output stood at 2000 tonnes each

of canned and frozen tuna, according to National Fish-

eries Association (NFA) data, but the industry has since

expanded dramatically. In the ensuing decades fishing

fleets from across the globe have descended on PNG

waters and processing facilities have been added. Annu-

al tuna catch increased to between 450,000 and 580,000

tonnes by the 2000s and have held steady at roughly

750,000 tonnes per annum worth some $1.5bn for the

past five years. Three-quarters of the tuna caught is of

the skipjack species, with yellow fin tuna filling out

most of the rest of the catch, and a smattering of big-

eye and other species rounding out the field. 

While the fish can be found throughout PNG’s waters,

the primary hotspots are located in the northern and

eastern areas of the country’s waters. Much of PNG’s

annual tuna exports are shipped to Europe as the coun-

try benefits from a tariff-free economic partnership with

the EU allowing it to circumvent the 24% tariff normal-

ly applicable. This arrangement also serves as a strong

incentive for firms to set up onshore processing facil-

ities as globally sourced products (even if not caught

in PNG waters) are eligible for the duty free scheme as

long as they are processed in the country.

VALUE ADDED: While PNG has been stocking the

world’s fishmongers and supermarkets with tuna, it

has historically garnered only a fraction of the bene-

fits of this bounty. More than 90% of the annual catch

is still taken by foreign-flagged vessels and landed in

their respective home ports, although recent reforms

in PNG’s trade agreements and fisheries policies are

beginning to pay dividends locally. With the new ves-

sel day system (VDS) replacing previous quota arrange-

ments, foreign fishing vessels have strong incentives

to process fish in-country, which translates into more

local jobs and downstream processing investment.

These efforts are largely centred on the ports and

processing facilities in Lae and Madang along the north-

eastern coast. The centrepiece of these policies is the

Pacific Marine Industrial Zone (PMIZ) in Madang, which

is seen as becoming a key processing centre for the

tuna industry. Located in a special economic zone

designed to offer tax breaks and other incentives to

bring foreign investors into the fold, the $161m PMIZ

is being constructed on a 216-ha plot purchased from

the country’s largest tuna processor, RD Tuna. The site

will cater to the tuna industry and related spin-off serv-

ices and will include infrastructure like wharfing, berthing

and processing facilities for the export industry. 

BUILD UP: After five years of delays, the project looks

to be moving forward after the government signed a

$95m deal with Chinese contractor Shenyang Interna-

tional in March 2013 to begin construction. The gov-

ernment allocated PGK60.5m ($24.6m) in its 2013

budget for the development of PMIZ and another

PGK53.8m ($21.9m) in 2014 with additional annual

expenditures of at least PGK52m ($21.1m) through

2018. The $27m, 200-tonnes-per-day Niugini Tuna pro-

cessing plant currently under construction will be one

of the first canneries in the PMIZ. It will be joined by

another $500m complex developed by French indus-

trial tuna fishing group Sapmer and the French con-

struction group Piriou, which will include a processing

plant along with a 300-metre wharf, 400-metre dry-

dock and cold storage plant in the PMIZ. 

While the potential economic benefits of thousands

of jobs and billions of kina in revenue are enticing, the

project has also had its share of critics that have cre-

ated roadblocks. Various landowner groups protested

Annual tuna catch

increased to between

450,000 and 580,000

tonnes by the 2000s and

has held steady at roughly

750,000 tonnes per annum

– worth some $1.5bn – for

the past five years.
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The $161m Pacific Marine

Industrial Zone is expected

to become the processing

centre for the local tuna

industry. The site will offer

tax breaks and other

incentives to attract

foreign investors.

Baiting the hook
Facilitating the expansion of the country’s tuna industry



AGRICULTURE & FISHERIES ANALYSIS

the project and petitioned the government to halt

development. The situation was ostensibly resolved in

May 2013 when Richard Maru, the commerce and

industry minister announced that the three main groups

opposed to the PMIZ had withdrawn their cases. 

DOUBLING CAPACITY: With no controversy like that

affecting the PMIZ, expansion is taking place in the

industrial port town on Lae, which should double pre-

vious processing capacity. Four new canneries are going

up at the Malahang Industrial Centre on the outskirts

of the city. These include the 350-tonnes-per-day Majes-

tic Seafood plant, which opened in October 2013. The

PGK80m ($32.5m) project is a joint venture between

Philippines-based Frabelle Fishing and Century Can-

ning along, with Thailand’s Thai Union Frozen Products

subsidiary, Thai Union. The $15m Namabawan Seafoods

Tuna project is a joint venture between Trans Pacific

Journey Fishing and TSP Mariner Industries of the Philip-

pines to construct a 200-tonnes-per-day cannery. 

Approval was also granted by the NFA to South Korea’s

Dongwon Industries to build a 200-tonnes-per-day

processing plant in Lae as well as for another plant with

the same capacity operated by China’s HailiSheng.

These new arrivals will join established canneries already

operating in PNG, including Malaysia’s International

Food Corporation (120 tonnes per day), the Philippines’

RD Tuna, South Seas Tuna Corporation (200 tonnes

per day) and Frabelle (120 tonnes per day). RD Tuna

added to its existing plant when it opened a second

140-tonnes-per-day cannery in Madang in early 2014.

Frabelle upgraded its processing plant in 2013 to raise

efficiency and diversify its products, and also embarked

on a two-year investment plan to replace six of its 20

PNG-flagged fishing boats and build an additional wharf.

GROUP EFFORT: The gradual implementation of a con-

solidated VDS regulatory system has also helped boost

revenue streams. First introduced in 2007, VDS replaces

an ad-hoc set of bilateral agreements with a compre-

hensive framework offering a set number of fishing days

to commercial fisheries that can be used, sold or trad-

ed. In 2013 the charter fee charged by the NFA increased

to $5500 per day, in line with the rising market fish price

of $2000 per tonne, according to the NFA. The VDS

scheme must also comply with the conditions levied

by the Parties to the Nauru Agreement (PNA) which sub-

jects all signatories to a set of policies and regulations

designed to ensure sustainability of the industry for all

stakeholders. After assessing current stocks and fish-

ing trends, the PNA has set current catch targets to their

2010 levels in terms of fishing days allocated, vessels

allowed in the exclusive economic zone and tonnage

caught. The largest foreign recipient of VDS in 2013

was the US purse seine fleet (whose bilateral agree-

ment with PNG ended in 2012) with a total of 8000

days, while other non-PNA members were granted 300

days according to the NFA. The sale of these rights gar-

nered the government $63m in 2013, a three-fold

increase over the $21m taken in the previous year. 
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Expansion of facilities

based in Lae should see a

doubling of PNG’s tuna

processing capacity, with

construction of four new

canneries either recently

completed or slated for

development.



201

Tourism
Culture, history and nature are all draws for visitors 

Focus on expanding access for cruise ships

Kokopo targeted to become the nation’s tourism centre

Transforming the sector with infrastructure upgrades

High costs and limited transport remain challenges





TOURISM OVERVIEW

Visitor numbers are estimated to reach 187,000 in 2014

A country with great tourism potential, Papua New

Guinea has significant attractions in terms of cul-

ture, history and nature, and is recognised globally

as one of the more exotic and undiscovered desti-

nations. The nation appeals to everyone from adven-

ture travellers to beach lovers, and is unique in that

it offers a level of diversity found in few if any oth-

er countries. Significant challenges for the sector

do exist, however, and have held back the growth of

tourism. Costs are high, transportation infrastructure

is poorly developed, security issues remain, govern-

ment support is not as strong as it could be and

coordination among various ministries on tourism-

related matters is weak. Nevertheless, the situation

is improving. Investments are being made in infra-

structure, and costs are beginning to fall as compe-

tition increases and as the government works to

address relevant issues. 

Private investment is coming into the sector as well,

and that will help increase options for visitors. PNG

is quickly reaching a point where it will be more

accessible to more people. 

HISTORY: PNG has a long history of tourism. Trav-

ellers were visiting by ship in the late 19th century

to what was then a British protectorate. A rough air-

port was built in Lae in 1927 because gold was dis-

covered in nearby Wau. The first airport in Port

Moresby was built by Australia in 1933 and it was

located at 3 Mile in what is now Waigani. Various

hotels and lodges were developed across the coun-

try prior to independence.

However, tourism has remained largely underde-

veloped for most of its history, and the sector is a

small part of the economy. PNG has one of the low-

est ratios of tourist revenue to GDP in the world. The

flipside is that it remains largely undiscovered, and

this suggests that it will remain attractive to tourists

seeking less-visited destinations. 

FLORA, FAUNA & BEACHES: PNG is a biodiversity

hotspot, with a range of flora and fauna found

nowhere else in the world. This includes not only var-

ious birds of paradise, but also the Huon tree kan-

garoo, the Papuan forest wallaby, the New Guinea

big-eared bat, the world’s largest pigeon (the Vic-

toria crowned pigeon) and the world’s largest but-

terfly (Queen Alexandra’s Birdwing). In terms of plant

life, the WWF reports that the country has 15,000-

20,000 species, including 2000 species of orchids

and some 2000 species of ferns. An estimated 80%

of plants in the country are unique to it. 

PNG has a sizeable trail network. As it has few

roads in the rural areas and many people live in iso-

lated communities, tracks are abundant. One of the

most popular is the Kokoda trail, which runs 96 km

north of Port Moresby and takes hikers through a

wide variety of climates and topographies. Also pop-

ular is Mount Wilhelm, which rises 4509 metres and

is accessible from Goroka. As a result of its natural

assets, PNG is of great interest to birdwatchers, hik-

ers and those who love the outdoors.

The country also has considerable underwater

and coastal attractions. The diving is said to be some

of the best in the world, and as on land the country

offers significant diversity in its seas. According to

the PNG Tourism Promotion Authority (PNGTPA), the

waters have five times the marine species when

compared with the Caribbean. PNG also has coral

reefs, atolls and wrecks. Rabaul is said to be the div-

ing capital of the country, with 64 Japanese wrecks

from the Second World War. Milne Bay and Kimbe

Bay have Second World War aircraft wrecks. The

water is always warm, allowing for year-round div-

ing. The beaches, meanwhile, are unspoiled, clean and

uncrowded. They were rated as some of the 10 best

in the world by Lonely Planet. In many areas, the

waves are strong and of interest for surfers looking

for untested waters.

CULTURAL DRAW: Most of all, it is culture that draws

visitors. The country of more than 600 islands has

more 800 languages. Some of the tribes remained

PNG is a biodiversity

hotspot, with a range of

flora and fauna found

nowhere else, and the sea

also offers significant

diversity and great diving.
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Although PNG has a long

history of tourism, the

sector has remained largely

undeveloped and accounts

for a small part of the

economy.

One of a kind
Efforts are being made to increase options for travellers



TOURISM OVERVIEW

uncontacted until the 20th century, and some still

have limited contact with the outside world (though

none on the PNG side of the main island remain offi-

cially uncontacted). Many of the local languages are

spoken by a few hundred people and are in danger

of becoming extinct. Festivals are held throughout

the year to bring these unique cultures together

and share them with visitors. The Morobe Show is

held in November and highlights the practices and

traditions of the Highlands, Momase and the island

regions. The Mount Hagan Cultural Show, running

since 1961, features the singing, dancing and music

of the Highlands, and it is followed by the Goroka

Show, which was started in 1957 by Australian police

to bring tribes together. While these shows attract

considerable interest from outsiders, they have always

been designed for locals. They have been organised

as a way for the groups to gather peacefully and put

their tribal differences aside for a time. For that rea-

son, they are said to remain fairly authentic. 

SECTOR INFRASTRUCTURE: PNG has a significant

amount of tourism infrastructure despite its difficult

terrain. In terms of hotels, the country offers a wide

range of options for visitors. Port Moresby has the

Airways Hotel, the Lamana Hotel, the Grand Papua

(a Coral Sea – Steamships Trading Company – hotel

completed in 2011), the Ela Beach Hotel (also a Coral

Sea property) and the Gateway Hotel (Coral Sea as

well). The Intercontinental Hotel Group also has a

significant and growing presence in town: the Hol-

iday Inn Express (still under construction), with 199

rooms; the Holiday Inn, with 154 rooms; and the

Crowne Plaza, with 157 rooms. More hotels are being

built in Port Moresby. The RH group broke ground

on the PGK375m ($152.4m) Raintree Hotel and

Suites by Vision City in March 2013. The facility, with

439 rooms (99 of which will be flats) and a 1700-

sq-metre ballroom planned, will be finished in 2015. 

Outside of Port Moresby, Coral Sea Hotels has a

number of properties, in Lae (the Melanesian Hotel),

Mount Hagan (the Highlander Hotel), Goroka (the

Bird of Paradise Hotel) and Madang (the Coast Watch-

ers Hotel). Lae also has the Lae International Hotel,

which was named PNG’s leading hotel in the 2013

World Travel Awards and has a new conference cen-

tre, and the Lae City Hotel. Other notable establish-

ments include the Walindi Plantation Resort and the

Rapopo Plantation Resort on New Britain Island;

Alotaou Island’s Tawali Resort; the Loloata Island

Hotel, which is near Port Moresby; the Madang Resort

Hotel, which dates back to the German colonial peri-

od; and the Nuli Sapi resort at Milne Bay, which was

opened in 2012 and has already been ranked as one

of the top 10 ecotourism destinations in the world

by Lonely Planet. The Nuli Sapi was built using local

materials, runs off solar energy and gets its water

from a local dam. Meanwhile, some hotels are under-

going revitalisation due to a change in the econo-

my and the rise in tourist numbers. The Crossroads

Transit Hotel in Lae was originally built in 2013 and

targeted miners. Set on 25 ha, the 46-room estab-

lishment lies between the airport and city’s business

district. In 2014 the hotel underwent a thorough

refurbishment to make it more appealing to business

travellers and tourists. An international restaurant

was added, as was a gym and a pool. 

AIRLINES & AIRPORTS: The country has an elabo-

rate flight network, and this is vital in a place where

so many of the attractions are remote and difficult

to reach. In total, there are 77 airfield and aero-

dromes in operation in PNG. They are serviced by both

scheduled airlines and charter services. Airlines PNG

runs 14 Dash 8s and eight Twin Otters to 20 desti-

nations within the country, including Tabubil, Losuia

and Buka. Flag carrier Air Niugini also serves 20 air-

ports, including Lihir, Rabaul and Kundiawa. Mission

Aviation Fellowship, which has been operating local-

ly for over 50 years, flies to some of the more remote

regions of the country. Asia Pacific Airways flies from

Tabubil with Dash 8s to about a dozen destinations

domestically, and to one international destination

(Cairns), while Regional Air flies out of Madang. The

main international carrier is Air Niugini, which at
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PNG’s natural attractions are a draw for outdoor enthusiasts

The country offers a wide

range of accommodation

options for visitors and has

a significant amount of

tourism infrastructure,

despite difficulties related

to the terrain.
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present flies to 11 destinations overseas, including

Hong Kong, Tokyo, Singapore and Sydney. In August

2013 Air Niugini added a Bali route. The company is

upgrading the cabins of all its Boeing aircraft, and

by early 2014, three of the five jets had been over-

hauled. The country is also served by QantasLink, with

connections from Port Moresby to Cairns. 

VITAL UPGRADES: Airports are also being upgrad-

ed. The road from Lae to Nadzab Airport is being

improved, in a project that began in the middle of

2013 and is expected to take three years to com-

plete (at the cost of PGK370m, or $150.4m). Other

works are also being planned. The airport was built

in the 1970s and is rundown and poorly maintained.

It is also too small to meet future needs. 

In early 2014 the Japan International Cooperation

Agency met with officials from the National Airports

Corporation (NAC), PNG Air Services, the Civil Avia-

tion Safety Authority and others to discuss an over-

haul of the facility. The envisioned redevelopment

will take seven years and could result in Lae becom-

ing a second gateway to the country.

Jacksons International Airport, the country’s gate-

way at Port Moresby, meanwhile, is already under-

going significant renovation. The main terminal is

being extended in anticipation of the 2015 South

Pacific Games. According to comments from Joseph

Tupiri, acting managing director of the National Air-

ports Corporation (quoted in Business Advantage

magazine), the next step will be to add more park-

ing space for aircraft and two aero bridges. Ahead

of the 2018 Asia Pacific Economic Cooperation Sum-

mit, the plan is to link the two terminal buildings with

a 35,000-sq-metre, three-level structure. Longer

term, a new international terminal could be built. 

The NAC is currently developing a plan to trans-

form the airport and is considering a public-private

partnership structure to achieve its goals. In addi-

tion to building capacity and trying to make the

experience in the airport as seamless as possible, it

would also like to see Jacksons take on a more region-

al role as a transit hub for flights from Hong Kong

to Sydney, for example, or Nadi to Bali. It wants to

make Jacksons more like other airports in the region,

which not only serve their home markets but also

capture traffic headed elsewhere. 

Tupiri said that the NAC is looking for the right mod-

el for the 21 other airports outside Port Moresby.

The possibility exists to link more of the regional air-

ports to international destinations, bypassing the

capital. Already, a significant push has been made

to get Alotau airport connected directly to Cairns,

Australia. It is believed that routes such as this could

significantly improve tourism in the near term, as vis-

itors would be able to avoid a difficult and time-

consuming journey via Jacksons. Roads are being

improved (see Transport chapter), and these will

help make some of the more remote destinations
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more accessible. Planned links and upgrades include

the Madang-Ramu-Mount Hagen Highway, the East

New Britain-West New Britain Highway and the Lae-

Port Moresby Highway.

BY SEA: PNG has a wide range of tour operators

arranging trips of every type. Some are specialised

in bird watching, trekking, ecotourism, historical

tours, fishing or diving. Others provide more gener-

al services, especially for people interested in access-

ing the various festivals. While independent travel

is possible, it is recommended that visitors use expe-

rienced companies to guide them through the some-

times complex process of getting to and into the

shows and providing the necessary security in some

regions. Given the difficult terrain and the discov-

eries to be made, especially in terms of new species,

much travel is done expedition-style, which requires

professional-level logistics coordination.

Cruises are becoming an increasingly popular way

to see the country. P&O Cruises, which only recent-

ly started to serve PNG, is planning eight voyages in

2014, taking in Madang, Kavieng and Manus. Noble

Caledonia runs a 14-day cruise landing at Tami, Tro-

briand and the D’Entrecasteaux Islands on the MS

Caledonian Sky, which has custom-built zodiac boats

allowing for landing on difficult to reach beaches.

The Silverseas’ Worldcruise 2014 stops in Alotau and

Madang. Other ships making calls include the MS

Columbus 2, Silver Whisper, Black Watch, The World,

Europa, MV Hanseatic, Paul Gauguin, Silver Explor-

er and the Silver Discoverer. Cruising is considered

to be a good way to see the country. Some areas lack

sufficient infrastructure and accommodations, and

ships allow tourists to visit these areas while still

staying in comfortable cabins onboard and eating

in the shipboard restaurants. 

Tourism is a growing sector in PNG. Since hitting

a recent low of 53,670 in 2002, visitor numbers

increased to more than 164,000 in 2011, according

to PNGTPA. The World Travel and Tourism Council

(WTTC) estimates that visitor numbers will hit 187,000

in 2014 and forecasts that the country will attract

239,000 visitors by 2024. The government has been

working to promote tourism as well. In 1993 it cre-

ated the PNGTPA, a body tasked with giving advice

on tourism policy, promoting the development of

tourism products and infrastructure, assisting

investors interested in the sector, disseminating data

on tourism and improving tourism awareness. The

organisation has had considerable success in that

respect. In 2013 it won the Pacific Asia Travel Asso-

ciation’s Gold Award for its “What Tribe Are You?”

advertising campaign. The campaign asked website

viewers questions and would return a suggestion as

to which of the countries many sub-cultures they

would belong. The viewers were also invited to upload

a photo, and the site would return the photo 

complete with the traditional headdress of that tribe. 
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itineraries. Ships allow

tourists to visit areas with

limited infrastructure and
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TOP PRIORITY: The PNGTPA has several initiatives

designed to help the sector. The Accommodation

Accreditation Scheme (ACS), for example, was rolled

out in 2013. Under the programme, a rating system

has been developed in which establishments are

judged based on their facilities and their service.

Guesthouses, lodges, hotels and motels that pass are

able to display a logo which indicates to guests that

they meet certain standards. 

Accredited establishments will also be featured in

PNGTPA promotional materials and publications. The

hope is that the ACS will give visitors more confidence

in choosing places to stay and that it will help build

PNG’s reputation internationally. 

CRUISE COOPERATION: The PNGTPA is also work-

ing to improve cruise ship access. It is cooperating

with a number of other authorities – the PNG Ports

Corporation, National Agriculture Quarantine Inspec-

tion Authority, National Maritime Safety Authority,

PNG Customs Service, PNG Immigration and Citizen-

ship Service Authority, Department of Transport and

the Department of Health – to encourage cruise

ships to land and allow ships to access the country

at undeclared ports. Other efforts by the PNGTPA

include a PGK38,500 ($15,650) grant for a Port

Moresby nature park, a workshop for Kundiawa

Tourism Police cadets explaining the benefits of

tourism and need for security for tourists, and the

hosting (in association with the PNG Tourism Indus-

try Association) of Lukim PNG Nau 2014, a travel mart. 

Tourism is a priority area for PNG. It is seen as a

way of providing employment and supporting the

economy. In general, tourism is helpful for commod-

ity-based countries due to its potential to provide

clean, counter-cyclical earnings if and when com-

modity prices drop. Like manufacturing, tourism does

not deplete. Several formal plans have been pub-

lished. The PNG Tourism Sector Review and Master

Plan (2007-17) calls for the doubling of tourists

every five years and the development of sustainable

tourism that will benefit the people and the envi-

ronment. The plan said this could be accomplished

through better marketing, product development,

the improvement of transport infrastructure, the

development of human resources and the estab-

lishment of appropriate institutions and partnerships.

The government’s longer-term plans (Vision 2050

and Medium Term Development Plan 2011-15) state

that tourism is important to economic growth. Incen-

tives for the sector include double deductions of cer-

tain expenses and faster depreciation for some

tourism-related investments. 

Special tax rates are also available for larger tourism

investments (a 20% tax rate for 10 years from the

first year of profit and a possible tax credit). 

COSTS & COMPLICATIONS: The tourism sector,

however, faces many challenges. While the country

has natural beauty and cultural points of interest, the

attractions are not always easy to access. The air-

ports are overcrowded despite efforts to improve

them and the road system is inadequate and poor-

ly maintained. PNG still lacks a direct land connec-

tion between Port Moresby and Lae, for example. And

while the country has air connections between even

the remotest of cities, services are still not where

they should be to attract international tourists.

According to the CAPA Centre for Aviation, runways

are poorly maintained, terminals are not up to stan-

dard, on-time performance is low and the flag car-

rier is in poor financial shape. While competition

has been introduced domestically, international com-

petition is hampered by protectionist measures,

according to CAPA. Airlines from the Philippines and

the Solomon Islands would both like to get in. 

As a result of the infrastructural issues and the lack

of competition in some services, costs can be high.

The US Department of State places the per diem for

its employees at $504 in Port Moresby and $323

outside the capital. That compares with $219 in Suva,

Fiji, $110 in the Solomon Islands, $362 in Jakarta, $408

in Tokyo and $237 in Manila. The EU per diem is

€407. The Lonely Planet says that backpackers on a

tight budget can get by on $60 a day at best. Bet-

ter hotels in Port Moresby run between $200 and

$300 a night and establishments in some of the

more remote cities can be more expensive. Airfares
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organisation is also making

efforts to improve cruise

ship access.
SOURCE: PNGTPA
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are also quite high. The Singapore-Port Moresby

route is only covered by Air Niugini and runs more

than $1600 roundtrip for the 6.5-hour flight. Domes-

tic routes are also expensive. Port Moresby to Lae,

a 45-minute flight, costs PGK667 ($271) round trip.

Port Moresby to Mount Hagen costs PGK825 ($336),

while Port Moresby to Buka is PGK1156 ($470). 

Security adds to the costs. The UK Foreign Office

cautions visitors to Lae, Mount Hagen and Port

Moresby and says the main concerns are carjacking,

assaults, bag snatchings and robberies. Recent inci-

dents have put the sector and tourists in general on

edge about PNG. In September 2013 eight foreign

hikers on the Black Cat Trail in Morobe Province were

robbed and attacked and three of their local porters

were killed. In 2011 a foreign couple was attacked

in the North Fly District. While these incidents were

seen as isolated and extreme, they have taken a toll

on tourism and the image of the country. 

Because of the risks, prices tend to be higher than

in other developing countries. Travellers are warned

not to try to organise their own trips, and it is strong-

ly recommended that they go with reputable tour

operators. The festivals are also better attended with

the help of a professional guide. And the prices of

the tours are quite high given the need for security

and secure, timely transportation. A Kokoda Trail 10-

day tour, for example, can cost $3500. An eight-day

trip with another company was quoted at more than

$3600. A 10-day trip to the Highlands and the Sepik

River was quoted at $6922, while a 19-day bird

watching trip cost about $10,000. While the coun-

try is considered a unique destination, with sights

found in no other places, it is competing for tourist

dollars with countries that are cheaper and on aver-

age safer. Pacific islands, such as Tahiti, and Asian

developing economies, such as Indonesia and Thai-

land, are able to offer lower costs and do not come

with the same sort of security issues found in PNG.

VISA BOTTLENECK: In 2013 tourism accounted for

1% of the GDP, and it ranked 182 out of 184 in terms

of the relative size of its tourism industry by the

WTTC. Other countries in the region derive much

more from tourism: Indonesia gets 3.1% of its GDP

from tourism; Fiji, 13.8%; Thailand, 9.0%; Solomon

Islands, 4.5%; Vanuatu, 23.2%; and Tonga, 5.6%. 

While PNG certainly has room to grow and the sec-

tor is indeed growing rapidly, tourism is not always

seen as a priority and at times does not get the same

level of resources and political support as other sec-

tors. The visa policy demonstrates this complex mix

of priorities. While tourism competitors, such as

Thailand, Indonesia, Malaysia and Fiji, allow most vis-

itors to enter visa-free, PNG uses a visa-on-arrival

system. A visa on arrival is fairly straightforward in

theory, but it can be less transparent, confusing and

sometimes a bit intimidating – a printed onward

ticket and a fee are sometimes required. While this

is a fairly low barrier, all else being equal, travellers

with many options may choose a destination with

more simple entry requirements. 

The visa situation became more of a problem when

in early 2014 when Australians were removed from

the list of nationalities eligible for a visa on arrival.

This was because the Australian government refused

to allow reciprocal visas on arrival for Papua New

Guineans. The ban alone could affect the tourism

sector. Australians are the leading visitors to the

country in terms of sheer numbers – making up

approximately half of the total at the end of 2013

– and the simple inconvenience of going to an

embassy to get a visa could turn travellers off.

EFFORTS & INVESTMENT: But PNG is quickly becom-

ing a more attractive destination. As the early stages

of the PNG liquefied natural gas project wind down

and as resource prices cool, the costs of travel to

the country are falling. Competition for hotel rooms

and aeroplane seats has decreased. At the same

time, other factors have helped take the edge off

prices. More hotel rooms in Port Moresby have been

a factor, and the fall of the kina allows foreign visi-

tors to get more for their money. While due to secu-

rity issues, the backpacker end of the spectrum
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Thanks to its biodiversity PNG is of great interest for nature lovers

As travel costs fall thanks

to factors such as an

increase in hotel rooms and

the depreciation of the

kina, PNG is becoming a

more attractive destination

for tourists. 
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remains more expensive than in places such as Thai-

land, the mid and upper range of the market is start-

ing to become competitive with other destinations.

In addition, competition in the market is starting to

take the edge off indirect costs. Telecommunica-

tions prices, for example, have plummeted over the

past few years, to the point where travellers are no

longer having to budget for these expenses. Com-

petition has been especially evident in air travel.

Ticket prices are falling in line with international

benchmarks and discounting is beginning to become

a feature within the market. Air Niugini, for exam-

ple, introduced 40% discount fares in 2013 for a lim-

ited period and did so again in 2014. 

Foreign investment will likely help the sector. The

Conflict Islands are a good example. In 2003 the 21-

island group in Milne Bay was purchased by Ian

Gowrie-Smith, an Australian entrepreneur. He is

offering pieces of the group now for sale or devel-

opment, and is looking for wealthy individuals who

want island properties or investors interested in

developing some of the islands in an eco-friendly

manner. The islands are difficult to access, but have

a private airstrip or can be reached by boat (2.5

hours from Alotau). More developments like this

could help bring much-needed international-stan-

dard capacity to the market and could attract more

visitors. While government investment in infrastruc-

ture is vital for the sector, private investment is what

is ultimately needed to bring tourism in the country

to competitive levels. 

OUTLOOK: PNG has all the right elements to make

it a major tourist destination. It has everything its

competitors have – beaches, diving, nature and his-

tory – only in many cases it has more of it and what

it has is better. In some ways, the relative lack of devel-

opment has left the country in a good position, with

more nature intact and untouched. It has a reputa-

tion that no one else in the world can match in terms

of adventure and discovery. One possible strategy

for the country is to take advantage of its lack of

mass tourism and to promote itself as more of a

selective, high-end destination. This is not only cheap-

er in terms of infrastructure development and relat-

ed costs, but it is also less taxing on the environment

and ultimately more sustainable. It comes with high-

er margins and is potentially more profitable too. 

Other tourism segments are also being developed.

“I can foresee a future when the gaming industry will

expand as part of the tourism and entertainment

offer in PNG. As the social fabric of the country

diversifies, gaming could play a bigger role for its

social and recreational component,” Imelda Agon, the

director of corporate affairs at the National Gam-

ing Control Board, told OBG. 

Still, PNG will face many challenges. Given its ter-

rain and environment, it will find it difficult to beat

Thailand or Indonesia in terms of sheer numbers. But

given the right, selective investments and the right

policies, the country could find itself in a few years

with a strong and growing local tourism industry.
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Strong waves have helped to make PNG a destination for surfers

The mid and upper range of

the market is starting to

become more competitive,

with competition in air

travel, for example, leading

to falling ticket prices and

occasional discounting.
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Tony Honey, Owner, Tufi Resort

What potential is there for Papua New Guinea to

become an international tourism destination?

HONEY: Anybody who has the chance to visit this coun-

try, especially outside the main cities, will see that PNG

has great potential for tourism. Everything is here, from

unique cultures to pristine reefs and virgin forests.

Unfortunately, the country suffers immensely from a

bad international image, and this continues to be the

main deterrent to growth in the industry. There are

countless billboards advertising Fiji all over the Gold

Coast of Australia, for example, but none about PNG.

On the contrary, it receives regular bad press for inci-

dents that often happen miles away from tourism des-

tinations. People these days travel the world because

they want to experience cultural diversity, and PNG has

plenty to offer in that sense. The general feeling is that,

unless a more coordinated effort — and a bigger budg-

et — is put towards branding PNG internationally, the

situation is unlikely to change in the short term. 

PNG continues to be an expensive destination. How

can one convince a tourist to visit this country giv-

en the ever-growing regional competition?

HONEY: It is true that travelling to and within PNG con-

tinues to be expensive by international standards. Still,

anybody who enjoys bird watching, diving or trekking

will be willing to go the extra mile to find the kind of

pristine nature that PNG offers. 

Because road networks are insufficient, PNG is also

expensive for operators, especially those who have

invested in remote areas, to which most supplies must

be transported by air or sea. Considering that these busi-

nesses must deliver their own fuel and generate their

own power, inevitably the cost will spill on to the con-

sumer, and this limits the number of people who can

truly experience tourism in this country. For that rea-

son, the average tourist would rather go to Thailand or

other to some other destination in South-east Asia. 

Despite these concerns, PNG is not looking to attract

mass tourism at the moment. What is more the focus

is how to develop the country’s unique attractions so

as to draw the right potential clients. 

How can PNG take advantage of the tourism indus-

try’s recent diversification into new markets such

as China, India and Russia?

HONEY: New markets will be playing an increasingly

important role within the global tourism industry. The

Aquis Great Barrier Reef Resort, currently under devel-

opment in Cairns, Australia, is a project funded by Chi-

nese millionaire Tony Fung at an estimated cost of

A$6bn-7bn ($5.6bn-6.5bn). It is not too much of a

stretch to think that PNG could benefit from the spillover

effect of this mega-resort. Then of course there is the

cruise ship industry, one of the fastest growing segments

in PNG, which offers a unique cultural experience to

tourists who want to experience something different

than the usual perfect postcard beach.

Port Moresby is for many visitors the port of entry

into PNG. How would you assess the government’s

efforts to overhaul its infrastructure?

HONEY: There are currently new hotels going up all over

Port Moresby, and this says a lot about industry demand,

both for developers and for construction companies.

The room rates that five-star hotels so far keep on

charging, ranging from PGK1000 ($364.50) to PGK1200

($437.40) a night, are unsustainable, even though these

businesses continue to enjoy occupancy rates of around

80-90%. Increased capacity is likely to bring prices down.

Everybody would welcome such a development, espe-

cially those who come to PNG in transit – predominant-

ly business travellers. If prices are more affordable in

the future, Port Moresby could be used as a springboard

to discover the rest of the country. The government’s

efforts have substantially improved road conditions as

well as the services of local hospitals; both develop-

ment goals were prioritised after independence. If the

government can sustain this over the next five years,

it would create bigger opportunities for this country. 
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OBG talks to Tony Honey, Owner, Tufi Resort
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The area in and around Kokopo has a number of festivals and shows

The Papua New Guinea government has a number of

ongoing programmes to promote and encourage the

development of tourism that have proven successful.

Visitor arrivals have almost quadrupled since 2002, and

many destinations have been opened and improved.

Yet the country remains primarily of interest to high-

er-end tourists. Travel is difficult and expensive so PNG

is less a place for budget travellers and spontaneous

travel and more one for expeditions and adventurers

seeking out the rare and unique. 

LARGE SCALE: The country is starting to turn its atten-

tion towards encouraging tourism on a larger scale.

Efforts now under way could transform the sector. They

could alter the way people see and experience PNG and

also establish significant and sustainable infrastruc-

ture that ensures more mass-market growth in the

future. One important new element is the promotion

of cruise ship visits. The country is undertaking a full

review of cruise ship protocols and cruise infrastruc-

ture and working to update both. By improving ships’

access to the country, more of it will be reachable by

mainstream tourists and more of PNG will be exposed

to tourism and receive tourism dollars. 

A wide range of practical upgrades and overhauls are

being contemplated and undertaken for the sector.

Work is being done to allow ships to enter the coun-

try through undeclared ports, so that landings can be

made in remote areas that lack Customs and immigra-

tion posts, and to offer pilotage fee discounts to cruise

ships making landings at declared ports. To improve nav-

igation, the National Maritime Services Authority is

providing new charts for Cape Nelson, Dawson Strait

and Oro Bay. On the immigration side, PNG would like

to waive all visa fees for visitors arriving by cruise ship.

Education programmes are also being considered, for

cruise-related tour guides and customer service work-

ers. In terms of infrastructure, the Alotau port and

wharf underwent PGK45m ($18.3m) worth of refur-

bishing in 2013, with 293 metres of berthing space being

added, while a jetty at Kaibola was built at the cost of

PGK1m ($406,500) and one at Kitava was built at the

cost of PGK600,000 ($243,900).

BIG MOVES: Larger endeavours are being contem-

plated for tourism development. In 2013 Prime Minis-

ter Peter O’Neill designated Kokopo as a tourism hub.

The announcement came as the prime minister iden-

tified four key areas of economic focus in the country.

In addition to the tourist hub, he also declared Port

Moresby as the administrative and commercial centre,

Lae as the manufacturing centre and Mount Hagen as

the agricultural centre. “What it does mean is that our

two major cities, together with Mount Hagen and

Kokopo, will get special attention when it comes to key

economic and social infrastructure,” the prime minis-

ter said in a speech given in late 2013. “Over the next

10 years, the focus will be on ensuring the economies

of these centres can grow substantially through attract-

ing new industries and supporting existing industries

and businesses to expand.” 

Kokopo is the capital of East New Britain Province

near Rabaul, having become the capital after Rabaul

was almost completely covered by ash and lava during

the eruption of two nearby volcanoes, Tavurvur and Vul-

can. The area is already a major destination for tourism.

It has many sites from the Second World War, includ-

ing Japanese tunnels and bunkers, wrecks and a war

cemetery, a botanical garden, good hiking (including

the two volcanoes) and diving. Kokopo and its environs

also have a number of festivals and shows including

the Melanesian Festival of Arts and Culture, the Nation-

al Mask and Warwagira Festival, and the Frangipani

Festival. Most tourists coming to East New Britain are

foreigners working in PNG looking to get away, Japan-

ese visiting old war sites, independent travellers and

young Australians with a colonial-era connection to

the region. The majority of people visiting the city are

there on business, but the hope is to shift the balance

so that tourists make up more of the total.

BETTER CONNECTIONS: At present, Air Niugini flies

directly to Rabaul’s Tokua Airport and from Lae to Rabaul
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via Hoskins. From Rabaul, the airline flies to Buka, Lihir,

Kavieng and Lorengau, making it a hub for the remote

islands. Airlines PNG has direct flights from Lae, Port

Moresby and Kimbe, and also flies on to Buka and

Kavieng. Air Niugini and Qantas together offer a twice-

a-week service from Cairns. While the recent ban on

visas on arrival for Australian citizens could be a prob-

lem for the creation of a Kokopo/Rabaul tourist hub,

PNG re-established its consulate in Cairns in early 2014,

making the new rule less burdensome. 

FOCUS AREAS: There are some concerns that the plan

might not work. According to Business Advantage mag-

azine, the government of Michael Somare tried to

develop Madang as a tourist hub, but the efforts were

not sustained and the visitor volumes did not hold up.

Local business leaders in Kokopo say that significant

sums will have to be spent to get the traffic needed for

the Kokopo plan to work. Tour operators interviewed

by Business Advantage said that a number of specific

areas require attention if the region is to become a hub:

the airport must be upgraded; the visa-on-arrival ban

needs to be lifted; roads must be improved; the power

supply needs to be made consistent and cheap; telecom-

munications must be upgraded; and the water and san-

itation systems must be improved. 

Better air connections would also make Kokopo more

attractive to visitors. The current schedule is inconven-

ient and the tickets are expensive. Most foreign trav-

ellers need to transit via Port Moresby, sometimes

requiring an overnight stay. The 1.5-hour flight to Rabaul

costs $365 round trip. The nonstop from Cairns, which

flies Mondays and Fridays, costs about $650 (the indi-

rect flight via Port Moresby is almost $1000). If more

and better-timed flights could be scheduled and if

prices were to be lowered, tourist traffic would great-

ly increase, according to tour operators.

Taken together the cities currently have about a

dozen hotels, resorts and motels. While a wide range

of accommodation is available – from backpacker to

resort level – rates for an international-quality room

are around $200 a night. This is reasonable for PNG,

but more hotel infrastructure will be needed to make

the region a centre for tourism. The cities not only need

more beds, but also more variety and cheaper prices. 

MARKETING SAFETY: East New Britain has always

been considered safe, and visitors find it very different

from the country’s major urban centres. They can walk

about freely and can visit markets and attractions with-

out worrying too much about security. The key, say

industry professionals, is that potential international

tourists need to know this, that the region is different

from the more dangerous parts of the country. The

industry professionals add that investment needs to be

made to ensure that the area remains safe and clean

even when visitor numbers increase.

Bypassing the capital would help considerably not

only in terms of time and cost but also in terms of

improving the overall experience. More tourists might

be inclined to travel to Kokopo and Rabaul if they could

do so directly. The model is Bali. Tourists can go to the

island without having to transit through Jakarta, allow-

ing them to avoid the capital’s crowds and traffic.

Marketing will be essential in making the region a

preferred destination for international travellers. Com-

petitors, like Thailand and Indonesia, already promote

their tourist hubs heavily in publications, on TV and at

conventions, and their efforts have resulted in signif-

icant gains in traffic. To make its tourist hub work, PNG

is going to have to do the same, according to sector

professionals. And if the country can manage to give

the Kokopo region a brand distinct from that of the cap-

ital, it may well become a popular tourist centre. 

Considerable support is being provided by the gov-

ernment to help make this happen. The 2014 budget

commits funds to the transition. Kokopo is receiving a

total of PGK58m ($23.6m), with PGK2m ($813,000)

going to water and sewerage upgrades, PGK15m ($6.1m)

going to airport upgrades and PGK3m ($1.2m) going

to a tourism master plan. Prime Minister Peter O’Neill

said in his speech that he is committed to making 

investments in the hubs so that they, and the entire

country, can effectively compete with other economies.
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The government is

committed to investing in

Kokopo’s development as a

centre for tourism. The

2014 budget gives Kokopo

$24m, with some $813,000

going to water and

sewerage upgrades, around

$6m to airport upgrades

and $1.2m allocated for a

tourism master plan.
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Tapping into PNG’s natural beauty will be key to developing tourism

Tourism – along with mining, fisheries and agricul-

ture – has been identified as a priority investment

sector by the government of Papua New Guinea. It

is both clean and sustainable, and takes advantage

of the natural strengths of the country. It also has

the potential to bring income and employment to

remote areas of PNG that are in need of develop-

ment and can help preserve the country’s many cul-

tures and traditions. Because the tourism industry

is so attractive and beneficial to the economy, the

government has offered a number of incentives in

order to encourage investment from overseas. 

The PNG Tourism Master Plan, which runs from

2007 to 2017, aims to increase tourism revenues to

PGK1.78bn ($723.57m) by 2015, with tourism spend-

ing reaching PGK727m ($295.53m) and sector

employment increasing by 13,000 jobs. It includes

a particular focus on fostering projects in rural areas. 

While significant domestic investment has been

made in the tourism sector – such as by Steamships

Trading Company and by the Constantinou Group –

and a number of foreign-owned ventures have been

established outside the cities (for example, the Loloa-

ta Island Resort), consistent and large-scale devel-

opment has been largely lacking. With the exception

of Intercontinental Hotel Group, no major interna-

tional chain is currently involved in the country, and,

perhaps more troubling, there are no large-scale,

integrated, international resort developments.

TAX ENVIRONMENT: Recognising this gap, the coun-

try has been working for some time to encourage

foreign investment in the tourism sector. Annual

budgets going bank to 2005 have included various

incentives for tourism operators. This is important,

as the country can be an expensive place to do busi-

ness, especially in terms of tax. 

Resident companies are taxed 30% on their world-

wide income, while non-resident companies are

taxed 48% on their PNG-sourced income. A 17%

withholding tax is charged on dividend income, and

the country also requires a 12% payment to Nation-

al Provident Fund and has a 10% goods and servic-

es tax. At the personal level, income tax tops out at

42%. Furthermore, paying taxes is not particularly easy

in PNG. The country is ranked 106th in the paying

taxes category of the World Bank’s 2013 “Doing

Business” report. The international body found that

33 payments are required per year, and making these

payments takes a combined average of 207 hours. 

INCENTIVES: The tourism sector gets all of the usu-

al help from the Investment Promotion Authority

(IPA). The IPA provides introductions for foreign busi-

ness and acts as a one-stop shop for licensing. The

Tourism Promotion Authority (TPA), meanwhile, pro-

vides its own assistance. The tourism body identi-

fies potential projects, assists with feasibility and

pre-feasibility studies, helps in identifying potential

business partners and liaises with local authorities

to get the right permissions and permits. 

In addition to the services provided by the TPA,

there are a number of general incentive programmes

that may be of interest to investors in tourism. For

example, the government’s rural economic develop-

ment scheme allows for a 10-year income tax exemp-

tion for projects that help boost the economies of

The PNG Tourism Master

Plan aims to boost tourism

revenues to $723.57m by

2015, with tourism

spending reaching

$295.53m and sector

employment increasing by

13,000 jobs. 

213

THE REPORT Papua New Guinea 2014

The Tourism Promotion

Agency is responsible for

providing specific support

to investors looking for

opportunities in the sector. 

A review of incentives
The government aims to use tourism projects to develop rural areas

The IPA provides a range of services to potential foreign investors
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underdeveloped areas. Approved rural investments

can use losses from these projects to offset income

in other businesses. Additionally, any business that

invests in PNG may double deduct any staff training

costs, and this may help tourism-related companies

in building up their human resources capacity. The

double deduction is applicable to training for both

Papua New Guinean and foreign staff and can be

completed at facilities both in-country or overseas.

ACCELERATED DEPRECIATION: Beyond the gener-

al incentives provided, tourism investors are also eli-

gible for additional, targeted help. A wide range of

tourism-related expenditures receive exceptionally

favourable tax treatment. According to the TPA, eli-

gible companies can double deduct expenses relat-

ed to international promotion campaigns, market

research costs, expenses incurred in business relat-

ed travel outside PNG, public relations expenses, 

the costs of overseas offices and the cost of bring-

ing travel agents to PNG for promotional purposes. 

Tourism investments may also benefit from accel-

erated depreciation. Initial year depreciation on

tourism-related plant or capital equipment, with an

effective life of greater than five years, may be

increased by 55%, taking the total in year one to 70%

of the investment. After that, the item is subject to

straight line depreciation of 10% a year. Large-scale

tourism projects may receive a 20% income tax rate

for a period of 15 years. Small-scale tourism sites

being upgraded to large scale may also qualify. Apart-

ment developments are excluded from this pro-

gramme – all lodging must be temporary in nature.

To qualify for the incentives for large-scale projects,

construction must have begun after January 2007

but before December 2021, the project must involve

at least $7m worth of expenditure and the complet-

ed facilities must include at least 100 rooms for the

temporary accommodation of people. 

Another benefit given to those who qualify for

the 20% rate is a tax credit for investments made in

infrastructure. The credit, however, is limited to 1.5%

of income and only applies to infrastructure that

has been approved beforehand for the credit. Some

relief is also available for the GST and tariffs, espe-

cially for products sold duty free to tourists.

LARGE SCALE: The main areas of interest for the

government with respect to tourism are large-scale

projects and training facilities, and therefore small-

er investments may not receive as much focus from

the authorities. It is also important to note that all

the incentives have well-defined eligibility guide-

lines and are subject to change from one budget to

the next. While PNG has been consistent in its sup-

port of the sector, its policies tend to be specific and

its programmes strict. Potential investors cannot

simply count on concessional rates, rapid deprecia-

tion or tax credits, as investors already in the coun-

ty point out that taxes, while high, are not the main

bottleneck to development. They say that the incen-

tives are good, but infrastructure still needs to be

improved and security problems should be addressed. 
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PNG’s rich culture may prove to be a key attraction for tourists

Tourism development

projects that were begun

after January 2007 but

before December 2021,

involve expenditure of at

least $7m and result in

facilities with 100 or more

rooms are eligible for a

20% income tax rate for a

period of 15 years. 
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Key changes due to introduction of fee-free health care

Distributed authority for health facilities causing issues

Health care receiving more high-level political support

School curriculum reform remains a subject of debate

Government funding for education is increasing
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Specialists will also have their fees reduced under government plans

While Papua New Guinea continues to contend with

a number of health issues related to both environmen-

tal risks and provision of care, recent progress sug-

gests that positive changes are in the works. The

prime minister has made this sector a top priority and

relevant efforts are starting to pay off. Sufficiently

financing the sector may be a challenge, as will deliv-

ery of resources; however, health care is receiving

considerable attention and early signs suggest that

this attention will likely produce tangible results. 

RISING SPENDING: The numbers already indicate

that funding is on the rise. Total health expenditure

as a percentage of GDP hit 5.2% in 2012, up from 4.2%

in 2011 and 3.5% in 1995. The ratio now exceeds that

found in Indonesia (2.9%), Malaysia (3.8%) and Thai-

land (4.1%). The PNG health budget for 2014 was set

at PGK1.38bn ($560.97m), up from PGK1.09bn

($443.09m) the previous year. 

Most of the increase is the result of the PGK267.2m

($108.62m) Hospitals Infrastructure Redevelopment

Package that will see the upgrade of 16 hospitals,

including PGK65.2m ($26.5m) for the Angau Memo-

rial Hospital, PGK50m ($20.33m) for Enga Hospital,

PGK30m ($12.2m) for Port Moresby General Hospi-

tal, PGK20m (8.13m) for Boram Hospital and PGK20m

($8.13) for the Mt Hagen Hospital. A number of oth-

er hospitals will also be receiving this special infra-

structure funding over a number of years.

FEE-FREE HEALTH CARE: One of the most impor-

tant line items in the budget is expenditure for the

Fee-Free Primary Health Care and Subsidised Special-

ist Services Policy. The government committed

PGK20m ($8.13m) to the programme in 2014, which

began officially on February 23, 2014. 

A total of PGK6.4m ($2.6m) went to the provinces

for government-run hospitals, PGK9.0m ($3.66m)

went to public hospitals and PGK4.9m ($1.99m) was

granted to the Christian Health Services. These funds

are set to be used to cover the costs of treatments

that are proved at a discounted rate or free of charge.

In addition to providing the necessary funding, it is

also now illegal for hospitals, clinics and aid posts to

charge patients for a long list of basic services, includ-

ing: inpatient care, prescriptions, antenatal care, radi-

ology, cardiology, diabetes, asthma, tuberculosis, HIV

care, ambulance costs, treatment of mental illness,

minor surgery and eye glasses. 

The roll-out of the fee-free health care policy actu-

ally began in 2013, in two phases. As of August 2013,

health care was declared free at all rural facilities run

by the government and by the churches. From Octo-

ber 2013, basic health services would be free at provin-

cial hospitals and referral hospitals. 

LONG TIME COMING: The fee issue in the country

has been a long time concern. In the early 1990s, fees

being charged at health facilities were not regulated

at all, according to the paper “User Fees for Primary

Health Care in PNG: Productivity and Equity Implica-

tions” published by the Nossal Institute for Global

Health at the University of Melbourne. The 2001-10

National Health Plan did call for free care for mater-

nity, children and domestic-violence-related injuries;

however, the authors of the study found that there

was nothing preventing the charging of fees and that

fees were charged at most facilities covered in the

study. They also found that the existence of the fees

resulted in reduced utilisation and was a barrier for

many potential customers. 

Additionally, according to the study, policies regard-

ing fees were inconsistent, with some institutions

charging for what should otherwise be free and some

not. When patients were charged, the money was

often used for operational or related expenses, such

as cleaning materials, transportation, drugs and med-

ical supplies. Fees ranged from about PGK1 ($0.41)

to PGK3 ($1.22) for outpatient services, according to

the study. While this may be a small sum, it is more

than many people in PNG can afford and represents

a significant barrier to care. The introduction of the

fee-free programme will allow the sick and injured to

Sector funding has been

increasing, reaching 5.2%

of GDP in 2012, up from

4.2% the previous year. The

2014 health budget

includes $108.62m for

hospital improvement.

Perhaps the most

significant recent change

to the health care sector

has been the introduction

of fee-free health care,

which was officially

launched in February 2014.
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All hands on deck
Greater government focus and financing is helping to reform the
health care sector
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get care and avoid the catastrophic debt that often

comes from unexpected medical events.

“User charges can prevent the poorest people of

PNG from enjoying the right to access primary health

care,” wrote the Department of Health, in a 2013 pres-

entation entitled “Implementing the Alotau Accord”.

The accord is a platform for action issued by the gov-

ernment of Prime Minister Peter O’Neill. 

Health care has been a major priority for Prime

Minister O’Neill. The fee-free programme was a notable

element of his campaign during the 2012 elections,

while since then health care overall has remained a

major focus for his administration; providing free basic

education and health care is one of his five major pri-

orities. The longer-term trend in policy, irrespective

of the politics of the moment, is also promising. The

2011-20 National Health Plan is focused on basics,

which the international community saw as a good

way to rebuild the country’s health care foundations.

POM GENERAL: The biggest developments have

been made at Port Moresby General Hospital. In May

2013, the National Executive Council appointed Aus-

tralian Grant Muddle as the new CEO of the hospital,

which is the country’s highest-level referral institu-

tion. The appointment required a change in law, as

the hospital is a government company and the heads

of state-owned enterprises need to be PNG citizens. 

While it is still early in the appointment, the change

has so far been dramatic. It began with a simple clean

up job; Muddle set out to renovate all the hospital’s

12 wards, and by early 2014 four renovations had

been completed. The refurbishments involve new

floors, ceilings, windows and beds as well as a fresh

coat of paint. While simple and relatively cheap, the

overhauls improved care considerably, as they con-

tribute to better hygiene, better morale amongst staff

and an improvement in the mood of the patients. In

addition, Muddle went about buying new uniforms for

all nursing staff and moving the hospital administra-

tive centre to a disused building, with the previous

office space set to be used for additional beds.

The changes to come will be more substantial. The

purchase of a 128-slice CT scanner is currently under

way and funds have been procured to acquire an MRI

scanner. The facility is also working to purchase and

implement a hospital information system, and while

proprietary technology has been ruled out for cost

purposes, an open source solution would be within

budget and could greatly improve efficiency. Accord-

ing to Muddle, a nursing programme is being devel-

oped as well, as this will help the hospital quickly

address its human resources bottleneck. 

The goal is that progress made at Port Moresby

General Hospital will influence care throughout the

country, setting the tone and providing a model for

efficient and effective patient care. As systems,

processes and practices lead to better outcomes and

an improved working environment at the country’s

top hospital, this could in turn trickle down to the dis-

trict hospitals, clinics and aid posts. Importantly, Mud-

dle’s plans are receiving the highest level of support.

He says that his vision is shared by that of the prime

minister. “The prime minister has stood up and said

that Port Moresby General Hospital is the catalyst for

change in the health sector,” Muddle told OBG.

MONEY & STRUCTURING: The changes at Port

Moresby General Hospital are getting significant sup-

port in terms of both finance and organisation. In

2013, PGK50m ($20.33m) was paid directly from the

government to the hospital, bypassing the Department

of Health altogether. Moreover, in 2014 the hospital

will become a statutory body, still owned and financed

by the government but with its own budget and inde-

pendence on how funds are spent. This will allow it

to make decisions free of the bureaucracy and, more

importantly, to set wages to attract the talent need-

ed. At the moment, the hospital is pegged to the gov-

ernment pay scale and the staff are managed like civ-

il servants, leading to less competitive wages and an

environment that might not be suitable for an ambi-

tious health professional. Full privatisation is not, how-

ever, anticipated as the hospital needs state funding

to operate and is obligated to provide care regardless

of a patient’s ability to pay.  

The sector has also been helped considerably by

what seems to be a thawing in the attitude toward

importing relevant labour. In 2012, Port Moresby Gen-

eral Hospital hired 10 nurses from the Philippines;

however, a severe backlash resulted. The unions

protested, saying that the imported nurses were not

qualified to practise in PNG and could compromise the

quality of care. But in late 2013, the government lift-

ed a ban on the hiring of foreign health profession-

als, and in early 2014, 20 Fijian nurses were brought

into the country without any apparent discord in the

health care community. 

TO DO: Despite the progress so far, PNG still has work

to do. While the health sector has made considerable

advances in the last year or so, the country has seri-

ous issues to address and some major work to do on

its health system. Basic challenges common to most
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Increased government funding has allowed some hospitals to acquire new advanced equipment

The refurbishment of Port

Moresby General Hospital

is receiving significant

government support, as it

is hoped that the renewed

facility will act as a catalyst

for improvements

throughout the country. 
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developing nations, such as the lack of access to

improved water sources and modern sanitation,

remain. According to the World Bank, in 2012, only

39.7% of the country has access to the former and

18.7% has access to the latter. This leads to a higher

risk of water-borne diseases. The country also has a

high incidence of malaria and tuberculosis, some of

which is multi-drug resistant, while domestic violence

also remains a persistent issue. According to the PNG

Law Reform Commission, 80% of women in the coun-

try report being abused by their husbands, while 75%

of the children in the country face physical abuse in

the home, as per UNICEF data. 

OTHER INDICATORS: Infant mortality is high. It

remains at 48 per 1000 live births, according to the

World Bank, while under-five mortality is 63 per 1000

births. Meanwhile, maternal mortality is estimated at

220 per 100,000 live births and only 43% of births are

attended by a skilled health care professional. As PNG

develops economically, problems of modern society

are cropping up. Diabetes, heart disease, alcoholism

and cancers are all on the rise as people live longer,

as modern stresses increase and as more processed

food is consumed. These issues are especially chal-

lenging in PNG as many people are rapidly transition-

ing from living simple but healthy lifestyles, eating

natural, unprocessed foods and working outdoors, to

more urban and fast-paced existences. 

Many of the challenges facing the country’s health

care system are simply a result of the difficult physi-

cal environment and the weaker economy. PNG is a

relatively poor country with a population spread

throughout a massive archipelago with vast expans-

es of mountainous terrain and dense jungle. Logis-

tics are difficult and costs are high, with some areas

only accessible by remote, difficult-to-maintain

airstrips. Even under the best of circumstances, PNG

would be a hard country for the health care sector. 

STRUCTURAL ISSUES: In addition to the difficult

environmental and economic conditions, systemic

failures have also been identified as contributing fac-

tors to the short-comings of the PNG health care sec-

tor. A 2011 report by the WHO highlights a number

of the structural issues faced by the country. At the

preventive level, health and risk awareness is gener-

ally low among the population and little has been

done on a large-scale level to improve this. 

Structurally, the health care network is somewhat

complicated, leaving room for miscommunication.

Health care services are primarily provided by the

government, church organisations and at private proj-

ects (such as mines). Management of public facilities

is split between the Department of Health, which is

in charge of the management of provincial hospitals,

while provincial and local governments manage all oth-

er facilities such as health centres, rural hospitals and

outposts. The current arrangement is largely the result

of the Organic Law on Provincial and Local Level Gov-

ernments of 1995, which saw central control of some

facilities devolved to the regions. 

The Department of Health is responsible for devel-

oping sector policy, providing training, monitoring

performance and managing public hospitals under

their purview. Meanwhile, provincial and local govern-

ments are in charge of the implementation of polices

and funding programmes for rural facilities. Due to

conflicting priorities of the non-national governments,

health care has often remained underfunded, despite

more than 87% of the population living in rural areas. 

The result of the Organic Law has been a marked

decline in the quality of care and facilities. A function

and expenditure review in 2001 reported that some

600 rural facilities had closed or were not function-

ing effectively, while the quality and quantity of serv-

ices at other rural facilities had declined considerably.

Recognition of current issues facing the health care

system were in part what inspired Prime Minister

O’Neill to make the sector one of the key focus points

of his government. During a 2013 visit to Port Mores-

by General Hospital the prime minister told local

media, “[The health care sector] has taken 40 years

of neglect, we can’t fix it overnight. Be patient 

with us but in five years’ time we will do something.”
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Prime Minister O’Neill has made the health sector a key priority

Non-communicable

diseases such as diabetes,

heart disease and cancer

are on the rise as life

expectancy increases and

as traditional activity

patterns change. 
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GROWING PAINS: Despite the raft of programmes

being introduced and the general goodwill in the

health sector, it will not be easy to overcome many of

the problems that persist within the system. For exam-

ple, the free health care programme may be difficult

to implement. Because some people have avoided

seeking health care due to prohibitive costs, the coun-

try is currently facing pent up demand for services

and medicines. Many medical facilities may not pre-

pared for this added influx. 

Service definitions also remain a problem, with con-

fusion persisting about whether charges can be made

for ancillary services or supplies. Furthermore, who

is to pay for specialised services and how much they

pay remains unclear. Funding is also likely to be an

ongoing issue, as long-term sustainability will depend

upon the hospitals being able to remain solvent despite

the increase in demand and the loss of an income

stream. The question that hangs over all free health

care programmes in other parts of the developing

world also hangs over PNG: will the removal of user

fees result in a decline in services and infrastructure?

The referral system is under particular strain, as

smaller medical facilities are sending patients to larg-

er hospitals immediately rather than acting as front-

line gatekeepers. Observers also say that the system

cannot work effectively until the programme has full

buy in from all the participants. Currently, they note,

patients are not always being welcomed with open

arms, because the employees are stretched and

because the care is free. Furthermore, without the right

infrastructure in place, improvements at the some

hospitals will be all but meaningless for people in very

remote areas. Airstrips need to be repaired and roads

need to be fixed and linked into the national network.

DIRECT FUNDING: One possible solution to many of

the country’s health care problems is the introduc-

tion of direct payments to hospitals in a transparent,

open manner, similar to the way in which schools

receive funding for the tuition-fee-free programme.

Doing so would end the delays to funding, approving

expenditure and accessing cash. Direct funding was

tested in a limited trial at nine hospitals in the

Autonomous Region of Bougainville starting in August

2011, and this Direct Health Facility Funding (DHFF)

programme was evaluated by the WHO in

August/September 2013 at the request of the Depart-

ment of Health. While a number of problems were iden-

tified, the pilot programme did show promise.

In some cases, institutions did not have proper pro-

cedures in place for the withdrawal of funds from the

DHFF-linked bank account, and some hospitals did not

prepare timely reports, making it difficult for the

Department of Health to evaluate performance and

financial need. In two cases, patients paid for ambu-

lance services, and one centre continued charging user

fees and was dropped from the programme. 

A number of recommendations were made in the

report to improve the DHFF programme. According

to the WHO, the petty cash ceiling should be raised,

the physical environment of health centres should

be improved and the referral process needs to be fine

tuned. DHFF does not finance drugs, so the mecha-

nisms for delivering medicines should be made more

effective and information systems should be improved.

Overall, the WHO found that services provided at par-

ticipating hospitals were better overall as a result of

the programme, and the WHO and some officials with-

in the Department of Health would like the DHFF sys-

tem to be continued and expanded to make health

care funding more efficient and responsive. 

OUTLOOK: Health care in PNG is poised to see major

changes. Money is being provided and political sup-

port is coming from the highest levels, potentially

marking the point at which care and service delivery

can see improvements and begin to approach levels

more in line with international standards. However,

sector participants warn that the window for achiev-

ing meaningful change may be brief. The country

needs to put the resources being committed to good

use while they are available and not waste the polit-

ical capital that is being expended. Successful reform

could have a widespread social and economic impact.
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The overall results of the

Direct Health Facility

Funding programme have

been positive, and the

WHO has recommended

the programme be

expanded, though it did

flag a number of issues to

address.
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HEALTH INTERVIEW

Pascoe Kase, Secretary of Health

What will the implementation of universal health

care mean for PNG’s citizens, and how do you antic-

ipate introducing the changes to support it?

KASE: The Department of Health welcomes the gov-

ernment’s initiative to introduce universal health care

in PNG. It is good news for the many marginalised peo-

ple who have had difficulties accessing basic health serv-

ices in the past, especially those in remote areas. I

would have preferred to have the system in place pri-

or to announcing it to the public – meaning getting all

the facilities operational with trained staff, adequate

supplies of medicines and proper infrastructure. Peo-

ple are marching in expecting adequate services as we

speak and this is a concern, as we know that the process

will take at least a year, but as a public service body it

is our responsibility to respond to the government’s call.

For years there have been talks of introducing uni-

versal health care in PNG and I am glad that it was final-

ly done. Inevitably this policy announcement met with

a certain level of criticism, but let us not forget that

PNG has the highest maternal and child mortality rate

in the West Pacific. Mothers in rural areas risk their lives

delivering babies at home and 250 of them die for

every 100,000 live births according to a 2008 study.

Public hospitals claim they charged patients to keep

facilities running, as budget allotments were not

delivered. How do you respond to this argument?

KASE: In most cases funds were delivered to provin-

cial treasurers, but admittedly monitoring the expen-

diture has been one of our major weaknesses. While

patients’ fees were introduced to overcome this issue,

hospitals could only charge 7% of their requirements,

so at the end of the day it didn’t really have a major

impact on finances, but it did stop a lot of people from

accessing health care facilities. The commitment of

the government is to cover in full this expense and it

has allocated as much as PGK9m ($3.65m) to provin-

cial government facilities, PGK6m ($2.4m) to rural health

services provided by provincial government, and PGK5m

($2m) to church health services. This is actually more

than they collected on a yearly basis by charging fees. 

How is the government coping with higher patient

visits, up 30% since the policy was announced?

KASE: The announcement of universal health care is a

call to the nation, and everyone will have to pull out

extra resources to make it happen. It is the right of every

citizen to access the government’s free health care

facilities and it is the hospital’s duty to provide servic-

es. All the mismanagement that we have seen in the

past has no reason to exist under the current arrange-

ment and, even if there will be shortcomings in the

process, there is no turning back at this point. For the

last three years the government has allocated larger

budgets to health care, so it is a question of how to use

funds and ensure they are delivered on time.

What would you say are the priorities in the PNG

health sector at the moment?

KASE: Medical equipment in PNG has fallen below rea-

sonable standards over the years and a certain level of

infrastructure rehabilitation is taking place at the

moment to achieve better standards. We are also open-

ing new community health posts; however, the biggest

problem that we are facing is a lack of capacity. The

government has approved a Human Resource Enhance-

ment Act to tackle this issue and that includes bring-

ing professionals from overseas when necessary, even

though it has met resistance among certain segments

of our society. One of the biggest issues in this coun-

try is the accommodation of nationals, so we strongly

suggest that the government build proper housing for

PNG’s nurses as well as foreigners, to quench this

debate. Greater integration between hospitals and rural

health services is also essential in order to ensure that

doctors are visiting rural areas and not only urban cen-

tres. For this reason the Provincial Health Authority Act

was passed in 2007 and seven provincial governments

are currently implementing it with excellent results. 
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HEALTH INTERVIEW

Grant Muddle, CEO, Port Moresby General Hospital

How could the proposal for turning Port Moresby

General Hospital into a statutory body help improve

health services in Papua New Guinea?

MUDDLE: Turning the hospital into a statutory body,

which essentially gives you full control over the budg-

et and the way it is spent, will cut a lot of the red tape

currently present in the system. This sort of financial

independence doesn’t mean that a hospital won’t have

to obey the Public Finance Management Act or the Pub-

lic Hospital Act anymore, but on paper it will allow top

managers to implement programmes in a timely fash-

ion following the board’s decisions. At the moment, the

procurement process goes through three different lev-

els of authority, which slows down the process consid-

erably and is not aligned with the government’s long-

term vision of bringing the country’s health sector up

to international standards. Awarding statutory body

status to Port Moresby General Hospital will be a mini-

revolution for the health sector in PNG. When the

change is successfully implemented, it will serve as a

model to be replicated in other parts of the country. 

Why has the health sector fallen below interna-

tional standards?

MUDDLE: I do not think it would be constructive to iden-

tify the historical reasons why this has happened, but

it would be best to concentrate on the solutions instead.

What seems clear is that funds were rarely lacking in

the past, so perhaps the problem was the way in which

they were utilised. I think that what the sector needs

is better accountability and transparency in the future

and not to repeat the same mistakes. This administra-

tion seems to be seriously committed to overhauling

the health sector, and that is a good place to start. We

have to embrace change.

How successful has the universal health care sys-

tem been since it was introduced? 

MUDDLE: I think that there is a certain level of misun-

derstanding among the general public concerning the

purposes of the free and subsidised health policy intro-

duced in February 2014. Here at Port Moresby Gener-

al Hospital, which is a tertiary referral hospital, we have

seen an influx of patients turning up without appoint-

ments. This puts us in an uncomfortable position, as it

is hard for us to explain to all of them that our trained

specialists can only see a limited number of patients

per day, and only after they have been referred by a

general practitioner. This is not a unique model; it also

exists in other countries such as Australia. Unless it is

a real emergency, unfortunately we are forced to turn

away a lot of these patients.

Anybody can turn up at our emergency department,

of course, but they will get medical attention on a

requirement-of-care basis, not on a first-come first-

served basis. So if a patient has a splinter, he or she

may have to wait several hours or days before being

treated, as more serious cases will inevitably take pri-

ority. Going forward, we need to improve our commu-

nications to educate the general public about which

services they can expect health facilities to provide.

What immediate measures could be introduced to

streamline the current system?

MUDDLE: A hospital information management system

would go a long way in PNG, as everything is still man-

ual when it comes to medical records, appointments,

scheduling and other procedures. Introducing a com-

puterised system will also be instrumental in building

a national medical record, so that patients’ histories are

easily accessible through biometric indicators like fin-

gerprints, for example. With that information at hand,

a general practitioner can then refer patients to spe-

cialists within the hospital system and even schedule

an appointment, as all the necessary information will

be available online. We are currently looking at open

source solutions, which are used in hospitals worldwide,

from the US to Rwanda, a country that has similar infra-

structure development needs to PNG. We are aiming

to find a system that will work in our environment.
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EDUCATION OVERVIEW

Education was one of seven key priorities in the 2014 budget

Improving the educational system remains a top prior-

ity in Papua New Guinea. The country is committed to

the sector both in terms of political will and increasing

expenditure, and over time schools have seen great

improvements as resource wealth enters the econo-

my and supports the national budget. PNG has already

made significant advances in recent years. In particu-

lar, the tuition-fee-free education policy was rolled out

in a transparent and relatively effective manner, improv-

ing access and affordability for many of the country’s

rural and poorer citizens. Plans for the sector are still

a work in progress, however, as PNG works to reverse

years of decline in the system. Despite great efforts and

considerable sums being spent, it will take some time

before the recovery is in full swing.

REFORMS & LANGUAGE: PNG has a relatively short

history in terms of formal education, with missionar-

ies establishing the first schools in the late 19th cen-

tury. Following years of sporadic development by both

the church and government, efforts became more con-

certed in the lead-up to independence. Vast resources

were dedicated to training a skilled workforce for the

newly independent country and gross primary enrol-

ment increased, jumping from 50% to 77% between

1970 and 1998, according to the World Bank. The

enthusiasm for education, however, met with mixed suc-

cess. While the country was able to graduate more stu-

dents, the economy simply did not have enough jobs

for them. To deal with this imbalance, the country

embarked on a series of reforms in the early 1990s.

The aim was to train students to provide them with more

practical skills suited to the educational and employ-

ment opportunities that actually existed. 

NATIONAL EDUCATION: However, following independ-

ence the government also worked to redefine educa-

tion and develop it in a way that would best suit the

needs of the country. Reform was as much about estab-

lishing a national identity as it was about getting jobs

and obtaining useful skills, sparking a long-running

debate over language of instruction. Beginning with the

first Education Plan for 1976-1980, the country endeav-

oured to come up with a system of education that was

both uniquely Papua New Guinean yet also practical and

productive. For years, it vacillated between emphasis-

ing the local environment and more standardised mod-

els. The following period saw a number of efforts to

design a comprehensive plan. The Tololo Committee,

convened in 1974 to discuss the country’s education-

al system prior to independence; the “Philosophy of Edu-

cation for Papua New Guinea”, a report released in

1986 by Paulias Matane, the governor-general of PNG

from 2004-10; and the National Language and Litera-

cy Policy of 1989 all recommended instruction in the

local language in the first three years of education.

This led to real and significant changes on the ground.

In the early 1980s the Viles Tok Ples Skul system, or vil-

lage vernacular school, was introduced in the North

Solomons Province. This was followed by similar pro-

grammes in East New Britain (1983) and Enga (1985). 

However, instruction in English was already well estab-

lished in a number of schools and there was significant

resistance to any change in the language of instruc-

tion. Prior to independence, a large number of expa-

triate teachers had been brought in and funding was

often withdrawn from church and government schools

that refused to teach in English. And while control over

the educational system moved from Australia to the

national government, change took a few years to come.

Parliament rejected the 1986 Philosophy of Education

Committee’s call for teaching in local languages in the

first three years of primary school, while the National

Executive Council rejected the recommendation in the

first five-year plan (1976-80) for the use of vernacu-

lar as the primary language for teaching. 

THE CURRICULUM: Another key and ongoing theme

in debates over education in PNG is reform of the cur-

riculum. In a previous attempt to improve performance,

outcomes-based education (OBE) was implemented

in 2008. OBE was never fully accepted and was in fact

on its way out in Australia and other more advanced

The first schools were

opened by missionaries in

the 19th century, but it was

not until the early 1970s

that the government began

making a significant push

to boost state offerings.  

223

THE REPORT Papua New Guinea 2014

The development of the

national education system

has been greatly influenced

by a desire to emphasise

national unity and

independence, which has

led to a debate over the

use of English versus 

local languages.

A good investment
The government is working to regain lost ground and improve overall
performance



EDUCATION OVERVIEW

economies when it was first imported into the coun-

try. Its student-centric approach, which was believed

to be not only better for education in general but also

better for the localisation of education in PNG, turned

out to be unnecessarily complicated and lacking in

structure. It was never fully adopted, nor was it effec-

tively implemented, causing many students to fall fur-

ther behind. Critics said the combination of OBE and

patchwork adoption of local language instruction at the

elementary level are at the root of the country’s cur-

rent educational problems. 

Another challenge the sector faced, similar to many

other areas, is the general trend toward decentralisa-

tion. The 1977 Organic Law on Provincial Government

was designed to shift administration to the local level

as much as possible. It was another element in the

country’s efforts to rid itself of the colonial legacy,

while also aiming to improve efficiency in general.

Although the thinking behind this move was that

increased autonomy for localities would help commu-

nities recover some semblance of the pre-colonial inde-

pendence they had enjoyed, it has had somewhat of a

negative impact on education. Small local communi-

ties generally do not have the capacity or resources to

handle the establishment and management of an edu-

cational system, and decentralisation also made it more

difficult for the Department of Education (DoE) to act

as overall administrator and get accurate information

about the situation on the ground. 

BY THE NUMBERS: In addition to issues more specif-

ic to education, the country faces more general chal-

lenges. PNG is relatively poor with a GDP per capita of

around $2000 and about 40% of the population living

under the poverty line. According to the UN Food and

Agriculture Organisation, 90% of farms in the country

are based on subsistence or semi-subsistence agricul-

ture. With daily concerns centred on harvests, food

and manpower, it can be difficult for students to afford

school, even when it is free. PNG’s topography and

geography also work against a properly functioning

educational system. Much of the country is difficult to

reach, due to the rugged terrain, thick vegetation and

the fact that it is comprised of an estimated 600 islands. 

Such logistical difficulties have led to a shortage of

basic services in many rural areas, and as a result, teach-

ers are often unwilling to live in remote locations. PNG

is also home to more than 800 languages, which can

make communication and teaching difficult. Radio Aus-

tralia reported in 2012 that PNG needs 5000 more

teachers and that many instructors are taking two class-

es at once. The primary student-to-teacher ratio was

last reported by the World Bank in 2006 to be 36:1,

though in 2011 UNESCO reported that it was as high

as 40:1 in the National Capital District (NCD).

The headline literacy rate was 63% in 2012, accord-

ing to the World Bank. However, there are wide discrep-

ancies between different areas and there has been

concern that some figures are being misreported. In

September 2011 the PNG Education Advocacy Network

released results of a recent study showing literacy rates

among citizens aged 15-60 in four provinces – the

NCD, Chimbu, Sandaun and Gulf – at around 15%, while

the literacy rate in New Ireland Province was around

25%. These rates are substantially lower than previous

estimates – for much of the 1990s, for example, PNG’s

national literacy rate was reported to be around 52%.

In August 2012 James Agigio, manager for research

and data analysis at the DoE, said about half of all sec-

ondary school students in PNG abandon their studies.

According to data from the Australian Agency for Inter-

national Development, the mean number of years of

schooling for adults over 25 is 4.3 years, while expect-

ed years of schooling for children is 5.8. 

INVESTMENT IN EDUCATION: The government under-

stands the challenges it is facing and is thus investing

a good deal in education and working to improve the

sector. It is, for example, making efforts to achieve its

Millennium Development Goal of universal primary

education by 2015 and is putting in the resources to

back up its efforts. In the 2014 budget education and

health was one of seven key priorities. In 2014 the gov-

ernment plans to spend PGK1.5bn ($609.75m) on edu-

cation, up from PGK1.34bn ($544.71m) in 2013. 

A number of key initiatives are also covered in the

budget. The government is providing PGK23m ($9.35m)

in order to develop new curriculum materials and

PGK605m ($245.9m) for the tuition-fee-free policy. It

is estimated that PGK3.5bn ($1.42bn) will be spent

over four years on this programme. The Higher Educa-

tion Institution Recapitalisation programme will receive

PGK10m ($4.06m) in 2014, though total outlays in the

programme will reach PGK350m ($142.27m) over a

four-year period – PGK90m ($36.6m) in 2015, PGK100m

($40.65m) in 2016 and PGK150m ($60.9m) in 2017.

Under this programme, a task force will be assembled

to prioritise university infrastructure that needs to be

built over the next few years. Included in the package

are PGK15m ($6.09m) for the construction of law school

facilities at the University of PNG and PGK10m ($4.06m)

to refurbish the library at the University of Environ-

ment and Natural Resources. 

The government is also re-examining the legal under-

pinnings of tertiary education. In May 2014 Parliament

passed the Higher Education General Provisions Act,
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EDUCATION OVERVIEW

which will replace the Higher Education Act of 1983,

and improve the management and development of

tertiary institutions. Specifically, it will set out specific

procedures for the approval of new colleges and uni-

versities and establish the Department of Higher Edu-

cation, Research, Science and Technology. The new

department is set to take over certain functions of the

Higher Education Commission and the Office of High-

er Education. According to comments by Prime Minis-

ter Peter O’Neill, the new act is a major step forward

as it includes mechanisms that ensure the accounta-

bility and performance of relevant institutions.

The country is also making a significant push to

attract more employees. Teacher salaries and bonus pay

are set to increase over the next three years, while for-

eign teachers are being actively recruited. In late 2013

the government said it was interested in hiring 81 Fil-

ipino teachers under a bilateral agreement between the

two countries. Educators are needed in a variety of

areas, including those with experience teaching physics,

biology, architecture, civil and electrical engineering, eco-

nomics and management. The country is also looking

for instructors in vocational subjects. 

ROLLING BACK THE CURRICULUM: In 2011 the gov-

ernment said it would be doing away with OBE and going

back to the previous system, as well as reintroducing

English as the language of instruction at the primary

level. However, Luke Taita, the acting secretary for edu-

cation, later said in early 2013 that while English will

be the official language of instruction, local languages

can be used to supplement to English instruction if

children are having difficulty understanding certain

concepts. While the process of actually scrapping the

older programme has been complicated by the need

for a thorough review of curriculum and the logistics

involved with such as task, English was already start-

ing to replace local languages in schools as of early 2013.

Educators have argued that the overall process can be

accelerated by continuing to use current textbooks

while reverting to the previous Objective Base Educa-

tion model. The transformation has the full backing of

O’Neill, who told the local press that he would like to

scrap the OBE curriculum as quickly as possible.

One of the biggest challenges the government has

faced has been in the implementation of a tuition-fee-

free policy. Free education has been tried many times

before, the first time being in 1982. However, it has

proven difficult to implement as increased enrolment

has strained the system and disputes have broken out

between the centre and provinces about the utilisa-

tion of funds. There is also confusion about the exact

use of funds being provided for the programme, and

technical issues often prevent efficient distribution.

To a great extent, the current programme is better

designed than those in the past and funding has been

significant. In 2014 PGK605m ($245.9m) was allocat-

ed for the tuition-fee-free policy. The mechanics of the

new initiative are also much improved as money is sent

directly from the national government to schools, and

institutions’ bank account numbers are published in the

local paper along with the total sent. By following this

process, leakage is prevented along the way and citi-

zens at the local level can know exactly how much

money has been wired to their school. In February 2014

the government approved PGK200m ($81.3m) to be

paid out to 8419 schools. The programme has been

hailed as a great success in many respects, as it has not

only increased access to education but also helped

alleviate the burden of poverty on families. “It has had

a tremendous effect: definitely putting money back in

parents’ pockets,” said Kerry Main Pagau, a World Bank

senior human development specialist for PNG. 

ADDRESSING COSTS: The programme does have its

share of problems and the government will have to iron

out some wrinkles in the year ahead. A number of

schools do not have official bank accounts, and as such

are not receiving the money that should be paid to

them under the programme. According to Michael Tapo,

the secretary of education, 5200 schools would not be

receiving funds in early 2014 for failing to comply with

requirements, such as supplying the necessary infor-

mation (though non-compliant school may be able to

receive their funding in the second half of the year). 

In some cases, technical issues are preventing the

transfer of funds, as in the case of accounts that are

inactive. In other cases, the schools have not included

the right data with their submission, such as school cen-

sus forms, or seem to have exaggerated the number

of students they have enrolled.

However, even under the best of circumstances what

the country is trying to accomplish would lead to prob-

lems. With the sector having gone unchecked for so

long bottlenecks are bound to result. UNICEF noted that

that government’s programmes have resulted in an

increase in the number of students, although this may

strain an already overstretched system and potential-

ly lead to overcrowding. The question of costs is ever

present, and even if the idea is to allow children to go

to school without paying tuition, certain fees are still

charged. According the DoE, a school can charge for

uniforms, lunches and transport. They can also charge

so-called project fees, which cover projects that have

been approved by the relevant provincial education

board. But there is increasing concern that these bills

are prevalent and substantial, and the government is

trying to curb excessive fees. In January 2014 Tapo told

local press that any schools charging more than PGK200

($81) for project fees will “be held accountable”. 

OUTLOOK: The sector is undergoing a major transfor-

mation. From primary to higher education, the govern-

ment is taking the rights steps and, more importantly,

investing in getting the sector moving in the right direc-

tion. Education in PNG will always be a challenge and

the country faces an uphill battle in trying to regain lost

ground in terms of enrolment and literacy, but it seems

the government is committed to making positive

changes. If the government can realise and properly

manage its goals, the benchmarks are sure to improve

and the country could enter a virtuous circle of gains,

whereby better outcomes encourage more effort on

the part of the government, parents and students,

leading to continued improvements in performance.
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EDUCATION INTERVIEW

Joe Williams Lalie, Executive Director, International Education
Agency

What is the significance of the recently introduced

free universal education system?

LALIE: Education has to be at the core of the nation-

al agenda if we are going to keep progressing as a

nation. The introduction of a free education policy is

a positive development, but actions have to follow the

announcements. Even though allocations to the sec-

tor have increased substantially in the 2014 nation-

al budget, it continues to be a very low percentage

of spending per capita, compared to more developed

economies. At the moment the government seems

to be focusing on scholarships and the elimination of

school fees, but if classrooms continue to lack desks,

if schools have no water and sanitation facilities, and

if teachers continue to be paid below international

standards, it will be difficult to see the improvements

that everybody is expecting now. 

Consistent investments have to be directed to

human and physical infrastructure to bridge the gap

in the education sector. The system will have to sup-

port the rapid increase in enrolment, despite having

limited capacity in the years to come – not only in the

National Capital District, but also in remote areas

where students are more vulnerable. Also it remains

to be seen how the government will be able to sus-

tain the effort over the long term, as similar attempts

in the past lost track along the way. One positive devel-

opment of a free education policy will certainly be the

increased ratio of female to male students, which is

already on the rise in Papua New Guinea. 

What role can private education play within the

context of a changing economy? 

LALIE: Nowadays, we should be looking at PNG as a

global player, not as an isolated country in the South

Pacific. Our intelligentsia will have to be prepared to

compete on the global stage and that is where pri-

vate institutions can still make a difference. For the

past 37 years we have been educating thousands of

professionals who have landed key positions in sec-

tors nationwide, and I doubt that public schools alone

could have provided the same level of qualification.

In the past private education was perceived as some-

thing exclusively designed for the elites, as inequali-

ties and bias had characterised the sector in the begin-

ning, but this perception is changing. 

The fact that a variety of courses are offered by pri-

vate institutions, including vocational training, is a

testament to the drive to reach the wider population.

As the influx of resource wealth trickles into the

national economy, families will be in a position to

make choices about the futures of their children,

starting with their education, and private education

affordability has changed dramatically in recent years. 

What legislation would you like to see introduced

that would enable PNG’s public education to bet-

ter meet the needs of its fast growing economy?

LALIE: The government is in the process of forming

a department of higher education and it will be more

than just an office. This is the way to go, as far as we

are concerned, as the sector needs research to guide

the government in its decisions. A path needs to be

identified from primary to tertiary education, and this

can be achieved only through proper planning. 

Every year there are 18,000 students that come

out of secondary schools, which have proliferated

recently, but only a small percentage of these students

continue to the university level. A limited number of

universities are available and the government can

sponsor a maximum of 4000-5000 students each

year. The higher education system is simply not large

enough to accommodate them all, and we should be

concerned about this because many students will not

be able to find employment after graduating from

secondary school, or may seek opportunities abroad.

The country should focus on expanding technical and

vocational institutions in order to fill the education

gap. This could help ensure that PNG’s education and

labour force needs are met as the economy expands. 
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TAX OVERVIEW

The 2014 budget commits to pursuing inclusive growth for all

Papua New Guinea has recorded high levels of eco-

nomic growth for a number of years, mainly on the back

of the PNG liquefied natural gas (LNG) project, which

began production in mid-2014. The country’s abun-

dance of natural resources has also seen many of the

world’s largest oil and gas and mining companies enter

the market. While the economic signs continue to be

positive, a major issue facing the PNG government is

delivering quality services to the country and its peo-

ple, especially in health care and education, as well as

quality infrastructure. 

THE NATIONAL BUDGET: In the 2014 budget, the

government stated its commitment to improving the

country’s future by making key investments in many

sectors of the economy and focusing on inclusive and

sustainable growth for all. 

With an eye to ensuring that tax revenues are

increased, the Treasury Department, with technical

assistance from the International Monetary Fund (IMF),

will be conducting a review into the mining and petro-

leum taxation in 2014. The purpose of the review is to

determine the appropriateness of the mining and

petroleum taxation arrangements compared with sim-

ilar resource-rich countries. In addition, the govern-

ment has established its own committee to review the

fiscal system and the report prepared by the IMF. 

The 2014 budget also proposed a number of medi-

um- to long-term tax-related actions that are designed

to lift revenues in the next five years. These measures

include: 

1. Increased focus on tax compliance: This is need-

ed to improve revenues and includes continuing strong

support for the financing of the Internal Revenue

Commission (IRC) and the revenue collection sec-

tions of PNG Customs services through the budget

process. A key part of this effort was the roll-out on

July 1, 2013 of the IRC’s Standard Integrated Govern-

ment Taxation Administration System (SIGTAS), a new

information management system designed to increase

the efficiency of both tax compliance and collection. 

2. Review of taxation: A review of PNG's tax system is

overdue. Funding is being provided in the 2014 budg-

et for the first stage of the review, which will focus on

the appropriateness of current resource tax arrange-

ments. 

3. Improve the integrity of the tax base: Improving the

integrity of the tax base is needed to reverse the fall

in resource revenues. The tax system is severely com-

promised when concessions are provided to specific

projects or taxpayers. For example: 

• The use of project agreements to create special 

tax arrangements for individual projects has 

encouraged a wide range of investors to seek a 

growing list of additional tax concessions, even 

when forms of tax relief are already provided by 

tax law for investors in the type of business 

involved; 

• Project agreements containing project-specific tax 

concessions have created an uneven playing field 

on which businesses must operate; 

• The PNG LNG project concessions were granted 

on a first-mover basis for this particular industry 

and should not be used as a benchmark for future 

projects; and 

• Often the concessions sought are difficult to cost, 

but in many cases they can deprive the govern-

ment of significant amounts of revenue. 

The key taxation developments announced in the 2014

national budget included: 

• As of January 2014, the additional 50% deduction 

for expenditure incurred on approved research 

and development (R&D) projects no longer applies 

(see R&D section).

• Amendment of the Business Income Withholding 

Tax System to cover certain industries. Taxpayers 

in these industries are required to provide a cer-

tificate of compliance for contracts exceeding 

PGK5000 ($203.25) transferred to one payee. 

TAX REGIME: PNG’s tax regime is based on the Income

Tax Act, the Goods and Services Tax Act, the Customs
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Act and the Excise Tax Act, and supported by related

legislation and regulations. Within the Income Tax Act,

a specific set of rules applies to taxpayers operating

in the natural resources sector (namely the mining, gas

and petroleum segments), while the general provi-

sions of the other laws apply to all other taxpayers as

well as to those taxpayers engaged in mining, petro-

leum or gas operations. 

TYPES OF CORPORATE ENTITY: A number of differ-

ent types of legal entities are available to those look-

ing to do business in PNG. These include incorporat-

ing a PNG company (a “subsidiary”), registering as an

overseas company in PNG (a “PNG branch”), entering

into a partnership agreement, and establishing a trust.

The choice of entity is generally based on the com-

mercial goals of the enterprise, legal and regulatory

requirements, and the consequences for taxation.

Most foreign enterprises operating in PNG do so

through a subsidiary or branch. 

COMPANIES ACT REQUIREMENTS: Where a compa-

ny incorporated outside PNG commences to carry on

business in PNG it is required within one month of

commencement to register as an overseas company

under the Companies Act. For the purposes of the

Companies Act the term “carrying on business” is giv-

en an extended meaning but otherwise has its ordi-

nary meaning. As a general proposition, an overseas

company that enters into a contract for work to be

done in PNG and undertakes work in the country for

a period of more than 30 days would be regarded as

carrying on business in PNG for the purposes of the

Companies Act. 

INVESTMENT PROMOTION ACT: Companies with for-

eign shareholdings of 50% or more (held or controlled

by non-citizens of PNG) are required to be certified by

the Investment Promotion Authority (IPA) before they

can carry on business in PNG. 

The meaning of carrying on business for the pur-

poses of the Investment Promotion Act, so far as is rel-

evant, is identical to the meaning of carrying on busi-

ness for the purposes of the Companies Act. It follows

that this requirement applies whether an overseas

company intends to carry on business in PNG through

a subsidiary or through a branch. 

RESIDENCE RULES FOR CORPORATE TAX: A compa-

ny is deemed a resident for corporate income tax (CIT)

purposes if it meets either the incorporation test or

the management and control test. 

• Incorporation test: A company incorporated in 

PNG is automatically regarded as a PNG tax resi-

dent. However, the law of another country and a 

relevant double taxation agreement (DTA) may 

result in a company also being treated as a resident 

in another country. 

• Management and control test: A company is a 

PNG tax resident if it is managed and controlled 

in PNG, regardless of where it is incorporated. Gen-

erally, a company is managed and controlled in PNG 

if key decisions affecting the company are made 

at directors’ meetings held in PNG. This includes 

a company incorporated outside PNG that trades 

in PNG and has its voting power controlled by

resident shareholders. 

PERMANENT ESTABLISHMENT: The concept of per-

manent establishment (PE) has limited significance in

PNG’s domestic taxation law and is defined to mean

a place at or through which a person carries on any

business. Under domestic taxation law, PNG will seek

to tax the income of a non-resident that is sourced in

PNG whether or not that income is derived at or

through a PE in PNG. 

Where PNG has entered into a DTA, the concept of

PE becomes more important, as it will then be one of

the factors determining PNG’s taxing rights over income

sourced in PNG, particularly with respect to the busi-

ness profits of a non-resident company. In general

terms, PNG’s DTAs: 

• Define a PE to be a fixed place at or through which 

the business of an enterprise is wholly or partly 

carried on; and

• Deem a PE to exist in various circumstances, includ-

ing those relating to the presence of substantial 

equipment in PNG and the time spent by person-

nel of an enterprise furnishing services in PNG. 

CORPORATE TAXATION: PNG resident companies are

liable for income tax on their worldwide income. Com-

panies that are not resident in PNG are only required

to remit tax on income sourced in PNG. A non-resident’s

PNG-sourced passive income, including dividends,

interest and royalties, is generally only subject to with-

holding tax (WHT). Generally, the payer of the dividend,

interest or royalty must withhold the relevant amount

of the tax and remit this to PNG’s IRC. 

PNG’s CIT is levied on companies on a flat rate basis.

It is the operations of a company, rather than its tax-

able income level, that dictate the rate applied to its

taxable income. Generally, trading profits and other

income (except income that is specifically exempt) of

resident companies in PNG are assessed tax at a rate

of 30%, whereas non-resident companies that carry

on operations in PNG are assessed tax at a rate of 48%.
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However, there are different tax rates for income

derived from mining, petroleum and gas operations

undertaken in the country. 

Trading profits and other income from operations

in PNG are liable for CIT at varying rates according to

the source of income (see table): 

1. Taxable income: Taxable income is defined as the

sum of assessable income minus allowable deduc-

tions. In practice, profits are calculated for tax purpos-

es by reference to the profits reported in the financial

accounts. Accounts must be prepared in accordance

with PNG accounting principles, which follow the Inter-

national Financial Reporting Standards (IFRS). 

2. Dividend income: Dividends are included in the

assessable income of a resident company sharehold-

er unless otherwise exempt from CIT. 

• Inter-company dividends: Dividends received by 

a resident company from other companies, 

whether resident or non-resident, while being 

assessable to tax, are generally subject to a full 

tax rebate and are effectively received tax-free. 

However, where a company has losses on other 

activities or losses carried over from earlier years, 

those losses are applied against dividend income 

before the calculation of the dividend rebate. 

• Stock dividends: In most cases, the payment of 

a dividend by way of the issue of shares is subject 

to the same taxation treatment as the payment 

of a dividend by way of cash or the distribution of 

other property. However, dividends paid by the 

issue of shares wholly and exclusively out of prof-

its arising from the sale or revaluation of assets 

not acquired for the purpose of resale at a prof-

it are exempt from income tax and dividends WHT. 

3. Interest income: Unless exempt under specific pro-

visions, any interest paid or credited by a financial

institution, the central bank or a company to a person

who is resident in PNG is included in income, and the

institution or person paying the interest in the account

is liable to withhold and pay tax upon the amount. 

4. Exchange gains: Generally, foreign exchange gains

realised and derived from debts made on or after

November 11, 1986 and denominated in a currency

other than the PNG kina are included in assessable

income. Realised foreign exchange gains on revenue

items are also included in assessable income. 

5. Foreign income: PNG resident companies are liable

for CIT on their income from all sources, including

income that is derived from foreign sources. Howev-

er, a foreign tax credit may be available to offset for-

eign tax paid against the tax payable in PNG (see tax

credits and incentives section). 

There are no provisions in PNG that permit the defer-

ral of the taxation of income derived outside PNG.

Subject to the operation of a DTA, foreign-sourced

income derived by a resident of PNG is subject to tax

in PNG in the year in which it is derived whether or not

that income is repatriated to PNG. 

6. Deductions: General deduction provisions provide

that all losses and expenditures, to the extent that they

are incurred in gaining or producing the assessable

income or are necessarily incurred in carrying on a busi-

ness for the purpose of gaining or producing that

income, are allowable deductions. 

However, the general deduction provisions do not

allow a deduction to the extent that a loss or expen-

diture is an outgoing of capital, or of a capital, private,

or domestic nature, or incurred in relation to the gain-

ing or production of exempt income. 

7. Exchange losses: Generally, foreign exchange loss-

es realised and derived from debts made on or after

November 11, 1986 and denominated in a currency

other than the PNG kina are an allowable deduction.

Realised foreign exchange losses on revenue items

are also allowable deductions. 

INTEREST EXPENSES – THIN CAPITALISATION: A
deduction is generally available for interest incurred

on an arm’s-length basis, subject to meeting the gen-

eral principles and conditions for deductibility. Where

interest is incurred in connection with the construc-

tion or acquisition of an item of plant or a capital asset,

that interest is not immediately deductible. Rather,

such interest is deemed to form part of the cost of

that asset itself. In the case of plant, this interest will
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* The same rates of CIT apply to income from the petroleum operations listed 
  above or gas operations derived by a resident or non-resident company. 

CIT rate by source of income

Source  CIT rate (%) 

Income other than income from 
mining, petroleum, or gas operations:  

       Resident company   30 

       Non-resident company  48 

Income from petroleum operations: *  

       Existing projects   50 

       New projects  45 

       Incentive rate projects 30

Income from mining operations: 

       Resident company   30

       Non-resident company  40 

Income from gas operations *  30 

Income derived from operations in PNG is liable for CIT according to the source of income
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then form part of the base from which future depre-

ciation deductions may be claimed. 

PNG's thin capitalisation rules apply to PNG compa-

nies across all industries with a debt-to-equity ratio

of 3:1 for taxpayers in the natural resource sector

(namely mining, oil and gas) and a ratio of 2:1 for all

other taxpayers. The thin capitalisation rules do not

apply to licensed financial institutions. If the ratio is

breached, a proportion of interest paid will be denied

as a tax deduction. For non-resource companies, only

interest paid to non-residents will be non-deductible.

CAPITAL GAINS: There is no general capital gains tax

in PNG. However, profits arising from the sale of prop-

erty acquired for the purpose of resale at a profit, or

from the carrying out of a profit-making scheme, are

taxable as ordinary income. 

NET OPERATING LOSSES: Domestic trading losses

may be offset against all income received in the same

accounting period or carried forward and offset against

future trading profits. The limitation period on the car-

rying forward of losses is generally 20 years. Losses

may not be carried back against prior years’ profits.

Primary production losses and resource project loss-

es may be carried forward without a time limitation,

although, again, they may not be carried back (see tax

credits and incentives section).

The deduction of losses is subject to a 50% or more

continuity of shareholding and control test, or a con-

tinuity of business test where there is a breach of the

ownership test. 

Foreign losses incurred by a resident taxpayer from

a source outside PNG (other than in relation to export

market development) are not deductible against assess-

able income derived within PNG. In practice, overseas

losses can be carried forward and offset against over-

seas income for up to 20 years. 

PAYMENTS TO FOREIGN AFFILIATES (MANAGE-
MENT FEES): The deduction available to a taxpayer

for management fees paid to an associated person is

limited to the greater of: 

• 2% of the assessable income derived from PNG 

sources by the taxpayer; or 

• 2% of the total allowable deductions, excluding man-

agement fees incurred by the taxpayer in PNG. 

The limitation applies to both resident and non-resi-

dent taxpayers. Special rules apply to mining, petro-

leum and gas companies. These limits may not apply

where the recipient of the management fee is resident

in a country with which PNG has a DTA or where it can

be demonstrated that the management fee arrange-

ments do not have the purposes or effect of avoiding

or altering the income tax payable in PNG. 

WITHHOLDING TAXES: As with most jurisdictions

around the world, withholding taxes comprise an impor-

tant part of PNG’s tax revenue collection regime. Details

of PNG’s major withholding taxes are provided below. 

Dividend (withholding) tax: Dividends, including those

paid to residents, are generally subject to a 17% divi-

dend withholding tax, except dividends paid by min-

ing companies, which attract a 10% withholding tax,

and dividends paid out of petroleum or gas income,

which are exempt from income tax and dividend with-

holding tax. Dividends paid to any of the country’s

superannuation funds are exempt from the withhold-

ing tax. 

Interest (withholding) tax: Where interest is paid or

credited by any person to a non-resident or to a resi-

dent, a 15% withholding tax must be deducted. The

withholding tax acts as a final tax for non-residents

and the rate may be reduced where the recipient is a

resident of a country with which PNG has a DTA. The

withholding tax does not apply to interest paid to a

non-resident lender by companies engaged in mining,

petroleum or gas operations in PNG. 

Royalty (withholding) tax: Tax is imposed on royalties

and similar payments made to non-residents who do

not have a permanent establishment in PNG. The tax

must be withheld by the payer on behalf of the pay-

ee and remitted to the IRC. The tax payable on royal-

ties to a party who is not an “associated person” is the

lesser of: 

• 48% of the net royalty – i.e. gross royalty, less appli-

cable expenses; and 

• 10% of the gross royalty. 

Royalty payments to a non-resident “associated per-

son” are liable for a withholding tax of 30% of gross

payments (subject to any DTA), with no option to adopt

the net income basis. The definition of “associated

person” is detailed and widely drawn. Broadly, it encom-

passes relatives, partners, companies under effective

common control, and related trust interests. 

There is also a 5% withholding tax on mining, petro-

leum, timber and fishing royalties to landowners. 

Management fee (withholding) tax: A 17% withhold-

ing tax applies to management fees and technical fees

paid to non-residents. The withholding tax only applies

to the amount allowable as a tax deduction. The tax

must be remitted to the IRC within 21 days after the

month in which such fees are paid or credited. 

Foreign contractors withholding tax (FCWT): There are

specific provisions included within the Income Tax Act
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which deal with the taxation of non-residents, other

than individuals, who carry out certain contract activ-

ities in the country. Such non-residents are referred

to as “foreign contractors”. 

The contract activities include undertaking instal-

lation and construction projects or providing profes-

sional and consultancy services in PNG, and equipment

lease and charter payments. 

Income derived from these contacts is subject to for-

eign contractor withholding tax on a deemed taxable

income equal to 25% of the gross contract income,

which is taxed at the rate of 48%. This equates to a

withholding tax of 12% of gross income. 

If the IRC is satisfied as to the actual net profit, then

it will, on application by the foreign contractor allow

the foreign contractor to be taxed on the basis of the

taxable income determined under normal principles.

Where the foreign contractor is taxed on the actual

taxable income, the amount which is deductible for

general administration and management expenses

(other than expenses relating directly to the deriva-

tion of the PNG income) may not exceed the lesser of: 

• 5% of the gross income from the contract; or

• the same proportion of the worldwide general admin-

istration and management expenses as the gross 

income from the contract bears to the worldwide 

income. 

The PNG contracting entity must provide the IRC with

a copy of a relevant contract within 14 days of its sign-

ing, following which the foreign contractor’s withhold-

ing tax can be deducted from payment to the foreign

contractor. A foreign contractor tax file number appli-

cation must be lodged with the IRC at the same time. 

Where tax is withheld from the foreign contractor,

the deductions are to be remitted to the IRC within 21

days after the end of the month in which the payment

was made. 

NON-RESIDENT INSURER’S TAX: Premiums paid to

non-resident insurers in respect of insurance con-

tracts on property situated in PNG or insured events

that can only occur in PNG are subject to tax in PNG.

The tax is calculated on a deemed taxable income

equal to 10% of the gross premium, which is taxed at

the non-resident tax rates of 48% (companies) or 30%

(unincorporated associations). Tax treaties may limit

the rate of tax applied. 

OVERSEAS SHIPPER TAX: Income derived by over-

seas shippers or charterers carrying passengers, live-

stock, mail or goods out of PNG is taxable in PNG. The

tax is calculated on a deemed taxable income equal

to 5% of the gross income, which is taxable at the non-

resident rate of 48% in the case of companies. 

The IRC may exempt the overseas shipper from such

tax if the shipper’s home country itself exempts PNG

shippers from a similar tax. 

DOUBLE TAX AGREEMENTS: PNG has concluded

DTAs with Australia, Canada, China, Fiji, Germany,

Indonesia, Korea, Malaysia, Singapore and the UK. How-

ever, as of August 2014 Germany had not yet ratified

its agreement with PNG. Furthermore, PNG has nego-

tiated but not yet ratified DTAs with both Thailand and

New Zealand (see table on this page). 

Rates of tax imposed on payments to non-residents

and the liability of non-residents to PNG tax may be

affected by a DTA, and these rates are summarised fur-

ther below. PNG domestic legislation provides an

exemption from withholding tax for interest and div-

idends under certain circumstances. The higher rates

quoted are the maximum rates allowable under the

DTA; however, the domestic exemption may still apply

under some circumstances. 

TRANSFER PRICING: Where transactions involving

non-residents are held not to be at arm’s length, the

IRC may impose an arm’s length consideration for

income tax purposes and determine the source of any

income arising from such transactions. 

Corporate taxpayers (including companies, super-

annuation funds, associates and unit trusts) which

have transactions or dealings with international relat-

ed parties that exceed PGK100,000 ($40,650) in an

income year, or have aggregated loan balances with

international related parties in excess of PGK2m

($813,000) at any time during an income year, are
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Double tax agreements by recipient, 2014

  Interest (%) Dividends (%)  Royalities (%) Technical fees (%)

Non treaty

Resident   0/15  0/10/17  0/5  0/10 

Non-resident corporations  0/15  0/10/17  10/30  17

Treaty 

Australia   10  17  10  0

Canada   10  17  10  0 

China   10  15  10  0 

Fiji   10  17  15  15 

Germany   10  15  10  10 

South Korea    10  15  10  0 

Malaysia   15  15  10  10 

Singapore   10  15  10  0 

UK  10  17  10  10 

 Source: PwC

PNG has concluded double tax agreements with several countries
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required to prepare and lodge an International Deal-

ings Schedule (IDS) with their income tax return for

that year of income. The IDS requires disclosures to

be made of the nature of the transactions with inter-

national related parties, the underlying transfer pric-

ing methodologies followed to determine transfer

prices and the nature of documentation supporting

those pricing methodologies. 

BUSINESS INCOME WITHHOLDING TAX: Payers who

make an “eligible payment” of PGK5000 ($2032.50)

or more in relation to one contract are required to reg-

ister with the IRC as a paying authority and attend to

the obligations imposed on it under the act. 

Broadly, eligible payments are payments for servic-

es including construction, road transportation, motor

vehicle repairs, joinery services, hiring or leasing of

equipment, and security services. 

Where a business income payee enters into a con-

tract with a paying authority to perform work or

becomes entitled to receive a business income pay-

ment and does not produce a certificate of compli-

ance, a 10% business income withholding tax is required

to be deducted by the paying authority based on the

gross payment. The withholding tax deducted must be

remitted to the IRC within 14 days after the end of the

month in which the tax was deducted. 

TAX CREDITS & INCENTIVES: 
Foreign tax credit: A foreign tax credit may be avail-

able to offset foreign tax paid against PNG tax payable.

The foreign tax credit is limited to either the foreign

tax paid or the average PNG tax payable on that for-

eign income, whichever is less. There is no mechanism

to carry forward excess foreign tax credits for utilisa-

tion in a subsequent year. 

R&D deduction: A 100% tax deduction is available for

approved expenditures on R&D. The deduction is avail-

able to all sectors and segments of the PNG econo-

my. Broadly, R&D expenditures are defined as system-

atic, investigative, and experimental activities that

involve innovation or a high degree of technical risk

carried out for the purpose of acquiring new knowl-

edge, or creating new or improved materials, products,

devices, processes or services. To qualify, the expen-

diture must be incurred in accordance with an approved

R&D expenditure plan. 

Incentive rate for large-scale tourist accommodation

facilities: A 20% tax rate applies to income derived by

a taxpayer from the operation of a large-scale tourist

accommodation facility or a substantially improved

large-scale tourist accommodation facility. The rate

applies for 14 years after the end of the year of income

in which the taxpayer first derives income from the

facility. This incentive only applies to facilities where

construction commenced between January 1, 2007 and

December 31, 2011. 

Double deduction for staff training costs: Certain

staff training costs, including the cost of full-time

training officers and tourism training, are eligible for

a double deduction. The total tax saving is limited to

75% of the expenditure incurred. 

Double deduction for export market development

costs: Expenditures incurred in the promotion for sale

outside PNG of goods manufactured in the country or

incurred in the promotion of tourism are eligible for

double deduction. The total tax saving cannot exceed

75% of the expenditure incurred. 

Tax credit for infrastructure development: A tax cred-

it is available to agricultural, mining, petroleum, gas and

certain tourism companies that incur expenditure on

a prescribed infrastructure development. 

In the case of taxpayers that are engaged in min-

ing, petroleum and natural gas operations, the tax

credit is limited to a total of 0.75% of the assessable

income or the amount of tax payable for the year (in

respect of that mining, petroleum, or natural gas proj-

ect), whichever is less. Excess expenditure over the

0.75% or tax payable may be included in the following

year’s tax credit claim. 

Unutilised credits can generally only be carried for-

ward for two years. In the case of taxpayers engaged

in agricultural production, the credit is limited to 1.5%
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of the assessable income or the amount of tax payable

for the year, whichever is less. 

A prescribed infrastructure development includes

a school, aid post, hospital road and other capital

assets that have been approved as such by the Depart-

ment of National Planning and the IRC. It cannot be

an expenditure required under the Mining Act or the

Oil and Gas Act. 

A 1.25% tax credit scheme also exists in respect of

expenditure incurred in connection with the emer-

gency repair of the Highlands Highway. 

Agricultural production extension services deduc-

tion: A 150% deduction is available for expenditure on

services provided free of charge to smallholder grow-

ers, including the provision of advice, training, and

technical assistance in relation to primary production

and delivered for the purpose of assisting growers

with production, processing, packaging and market-

ing issues. 

OTHER TAX INCENTIVES IN PNG: Other tax incentives

available in PNG include: 

• Primary production – 100% deduction for most 

capital expenditure on primary production; 

• Exemption of income derived from the export of 

certain manufactured goods; 

• Immediate deduction for the costs of acquiring and 

installing solar heating plants; 

• A 10-year tax exemption for qualifying new busi-

ness located in prescribed remote areas of PNG; 

and 

• A specific deduction for environmental protec-

tion and clean-up costs. 

TAXATION OF OTHER ENTITIES: 
Partnerships: A partnership is defined to include

any association of persons in receipt of income 

jointly. The members of a partnership include 

their individual share of the profit or loss of the

partnership in their own tax returns. The partner-

ship itself is not subject to tax, although it is required

to file a tax return. 

Joint ventures: Unincorporated joint ventures are per-

mitted to carry on mining and petroleum operations

and the respective joint venture partners are assessed

on their individual share of income on a project basis.

Joint venture operators of a resource project are

required to submit a “consolidated financial state-

ment” for the joint venture as a whole, within two

months of the end of the year of income. This consol-

idated financial statement must list details of all expen-

diture incurred during the year. Furthermore, each

joint venture partner will be required to reconcile their

tax return to the consolidated financial statement. 

The joint venture itself is not subject to tax and is

not required to file an income tax return. 

Trusts: A trustee of a resident trust estate is taxed on

the net income of the trust estate at the rate of 30%.

The beneficiaries of a trust estate are also subject to

income tax on their entitlement to the net income and

on actual distribution. 

Landowner Resources Trusts: Where interests in var-

ious natural resources projects are held in trust for

landowners, a trust may be approved by the Minister

of Finance to be a Landowner Resources Trust. Net

income derived by the Landowner Resources Trust is

taxed at the rate of 25%. 

The tax is payable by the trustee. Distributions of

income and capital by a Landowner Resources Trust

to its beneficiaries are exempt from income tax in the

hands of the beneficiaries. 

Superannuation funds: A superannuation fund is res-

ident if it is established or managed in PNG. The tax-

able income of a resident superannuation fund is sub-

ject to tax at the rate of 25%. Dividends paid to a

superannuation fund qualify for the dividend rebate

and are exempt from dividend withholding tax if the

fund is an authorised fund. 

Where an employer’s contributions to a superan-

nuation fund exceed 15% of an employee’s fully taxed

salary or wages, the excess contribution is included

as assessable income of the superannuation fund. 

INDIVIDUAL TAXATION: PNG taxation applies to indi-

viduals. However, the scope and tax rates that apply

depend on the resident status of the individual and

the source from which the income is derived. For indi-

viduals who are residents of PNG, PNG tax applies to

their worldwide income at marginal tax rates. 

For non-residents, however, only PNG source income

is subject to PNG tax, at different tax rates to those

which apply to residents. 

In broad terms, an individual will be treated as a res-

ident of PNG in a given year of income if they spend,
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Tax rates for resident individuals, 2014

Taxable income (PGK)      Tax thereon   Rates of tax on excess (%)

10,000   0  22 

18,000   1760  30 

33,000   6260  35 

70,000   19,210  40

250,000  91,210 42

Source: PwC

The trustee of a resident trust estate is taxed on the net income of the trust estate at a rate of 30%
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continuously or intermittently, more than six months

in the country in that year. 

Assessable income: Each resident individual is assessed

separately; there is no joint assessment for husbands

and wives. Taxpayers who have only employment

income and are fully taxed at source by virtue of the

salary or wages tax do not need to complete an annu-

al income tax return. Taxpayers with other income

such as interest, dividends, rental income, trust distri-

bution or partnership income must disclose this in an

annual income tax return. 

Benefits provided to employees: Certain benefits pro-

vided to employees are taxed in the hands of the

employees at “prescribed values”. These benefits

include accommodation, housing allowance, motor

vehicle, education expenses, leave fares, meals, tele-

phone, cash allowances and contributions by employ-

er to an approved or overseas superannuation fund.

Other fringe benefits such as the provision of enter-

tainment, club subscriptions, domestic electricity and

domestic services are not deductible to the employ-

er for income tax purposes. 

OTHER TAXES: 
Goods and services tax (GST): Broadly, PNG’s GST is

imposed at the rate of 10% on the supply of most

goods and services in PNG. The GST Act which came

into force in 2003 defines the term “supply” as includ-

ing all forms of supply, such as the sale, transfer, hire

or lease of goods, and the provision of services. A sup-

ply for GST purposes falls into one of the following three

categories: 

• Taxable supply – which attracts GST at the rate of 

10%; 

• Zero-rated supply – which attracts GST at the rate 

of 0%; or 

• Exempt supply, which is not subject to GST. 

Where a taxable or zero-rated supply is made, a reg-

istered person is entitled to a credit for the input tax

paid on goods or services used in making the supply.

Where an exempt supply is made, GST is not charged

in respect of that supply. However, no entitlement

exists to allow a recovery of any input tax that is paid

on goods or services used in making the supply. 

Businesses having an annual turnover of PGK250,000

($101,625) or more are required to register for GST,

while businesses with annual income of less than

PGK250,000 ($101,625) can register voluntarily. Per-

sons or companies that are not registered are not per-

mitted to charge GST. 

Training Levy: All businesses whose annual payroll

exceeds PGK200,000 ($81,300) are subject to a 2%

training levy, which is calculated on the sum of the tax-

able salary/wages, including benefits, of all person-

nel. The levy is assessed on an annual basis. The amount

of the levy payable is reduced by the amount of qual-

ifying training expenses incurred in the training of cit-

izen employees. 

Customs duties: Customs duties are imposed on the

cost, insurance and freight (CIF) value of imports at

varying rates. With the introduction of GST, the major-

ity of manufacturing inputs attract no duty. Duty is

now primarily imposed on items which are produced

locally in PNG. 

Duty can be deferred where goods are to be import-

ed and re-exported within 12 months (or some oth-

er period as approved by the Collector of Customs) sub-

ject to the approval of the Collector of Customs. A

bond must be provided. 

Excise Duties: Excise, at varying rates, is imposed on

certain locally manufactured and imported goods (pri-

marily alcohol, tobacco and fuel products), as well as

on goods deemed to be luxury items. 

Stamp duties: Stamp duty applies at varying rates on

documents and certain transactions. Of particular

note is duty charged on the conveyance of real prop-

erty, which rises to a maximum of 5% where the value

of the real property being transferred exceeds

PGK100,000 ($40,650). The duty is payable by the pur-

chaser, and a 5% duty on the unencumbered value of

land may also be payable where there is a transfer of

shares in certain landholding companies. 

Other dutiable transactions include share transfers

(including some share buy-backs), subject to a rate of

1%. Leases of goods are also subject to stamp duty 

at a rate up to 1% of the rentals payable, depending

on the term of the lease in question. Stamp duty is

payable on documents executed outside PNG that

relate to property or matters done or to be done in PNG. 
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Tax rates for non-resident individuals, 2014

Taxable income (PGK) Tax thereon Rates of tax on excess (%)

0  0 22 

18,000   3960  30 

33,000   8460  35 

70,000   21,410  40 

250,000   93,410  42 

Source: PwC
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Jonathan Seeto, Territory Senior Partner, PwC

PwC supports the tax review initiative implemented by

the government, which is designed to take stock of

Papua New Guinea’s fiscal regime to ensure, among oth-

er aims, that it supports the development goals of the

country. It must also support competitiveness and effi-

ciency, and be relevant to PNG’s situation now and into

the future. Above all, it must be fair.

PNG tax laws and systems have evolved over time,

with very little change over several decades, yet social,

demographic, economic and other circumstances con-

tinue to prevent the country from developing at an

accelerated pace. It is thus very timely that we chal-

lenge the relevance of our fiscal regime to be respon-

sive to these changes. It is healthy to reflect on how

well the government is positioned to meet the demands

of the future and the tax review will offer new insights

on how to deal with these changes.

While some sectors may be apprehensive about the

outcomes and impact, this should be seen as a great

opportunity for taxpayers, including businesses, to

shape the future they want for business in PNG. 

PwC is taking the lead to ensure it is at the forefront

of consultations with the Tax Review Committee (TRC),

industry participants and other stakeholders. Through

this engagement we can ensure the debate leads to

positive opportunities for reforms that are conducive

to continue investment and good business, but also to

the betterment of PNG society as a whole.

While there are gaps in the tax legislation that should

be addressed, on the whole the PNG tax system does

not need to be significantly overhauled, and I think this

is quickly becoming the TRC’s perspective. 

The TRC has advised that it will publish a number of

issues papers, as well as invite industry consultation on

specific taxes and the impact on other sectors in the

coming months. However, one area that the commit-

tee has already sought consultation on is the taxation

of the mining and petroleum sector. Given the signifi-

cance of this sector to PNG’s fiscal health, any review

should be weighed against the contribution to the

economy, the tax as well as the non-tax contributions

made by sector participants, and the future ability to

attract foreign direct investment to further develop this

area. Given the dynamics of these factors to the over-

all welfare of the PNG fiscal balance, any changes pro-

posed need to be well considered.

Another area of focus for the TRC is the review of

the tax administration systems and processes, with a

view to streamlining and improving collections, stop-

ping revenue leakage and administration. If one change

were to be made, then improvements in this area should

be the priority. The positive impact to government rev-

enues would be considerable from this one area of

change alone, without the need to make extensive

alterations to tax legislation.

Another reason for reflection is that, as PNG becomes

more integrated with the global community and, more

particularly, the Asia-Pacific region, the country needs

to be more competitive. Our fiscal regime does have a

tremendous impact on our ability to compete for skills,

capital and other resources, and therefore ensuring a

focus on this is important to our collective development

and future success.

Getting the right balance is a significant challenge.

Everyone has a view about tax, and, in this case, we have

observed various sectoral views already. What is impor-

tant is that any reform should involve broad consulta-

tion, be properly modelled to assess its economic effi-

ciency if implemented, and be responsive to

demographic changes. Likewise it should impact on

our labour market, society and overall living standards,

and our competitiveness in the region and globally. 

As a final point, as technology continues to change

the way businesses operate in our market, the govern-

ment too should be looking at how it can leverage tech-

nology to improve how taxes are processed. For instance,

as more and more transactions are conducted electron-

ically, there is increased opportunity for broad-based

taxes to be applied as a mechanism for ensuring tax-

es are being better captured and at an earlier stage.
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LEGAL FRAMEWORK OVERVIEW

PNG has comprehensive and effective companies legislation

GOVERNMENTS & THEIR POWERS: There are three

levels of government in Papua New Guinea, the nation-

al, provincial and local governments. 

The Constitution and the Organic Law on Provincial

Government and Local Level Government (Organic

Law) regulate the law-making powers of the national,

provincial and local-level governments. Each level has

its own distinct law-making powers. The law-making

powers of the national Parliament are covered in sec-

tion 41 of the Organic Law; the law-making powers of

the provincial legislatures are covered in section 42; and

the local governments are covered in section 44.

The division of law-making powers between the three

levels is based on the following principles:

• The national, provincial and local-level govern-

ments, respectively, have specific powers;

• The powers that are not specified are assumed 

to remain with the national government;

• Where for any reason a level of government can-

not exercise any of its powers effectively, then such 

powers may be delegated to either of the other lev-

els of government to exercise on behalf of the first 

government;

• Both provincial and local-level government pow-

ers are subject to the National Law, but only to the 

extent that the national interest so requires, other-

wise they have relative autonomy to operate;

• The powers of local-level governments are subject 

to the powers of provincial governments, but only 

to the extent that the provincial interest requires 

them to be made subject to the provincial laws.

The general principles above are non-justiciable, but

may be used in the interpretation and implementation

of the Organic Law (section 40).

Provincial and local-level government laws deal with

such things as the sale, purchase and consumption of

alcohol, cemeteries, community sport, use of local

roads, pornography, driving of motor vehicles, sale and

purchase of local foodstuffs, prostitution, practising of

witchcraft, and so on. Locating up-to-date copies of

provincial and local government legislation is notori-

ously time-consuming and difficult to do.

THE LAWS OF PAPUA NEW GUINEA: The laws of PNG

consist of:

• The Constitution;

• The Organic Laws; 

• The Acts of the Parliament; 

• Emergency Regulations;

• The provincial laws; 

• Laws made under or adopted by or under the 

Constitution or any of those laws, including subor-

dinate legislative enactments made under the Con-

stitution or any of those laws; 

• The underlying law (customary law and English 

common law and equity), and none other.

All written laws, other than what is found in the Con-

stitution, must be read and construed, subject to:

• In any case: the Constitution; 

• In the case of Acts of the Parliament: any rele-

vant Organic Laws; 

• In the case of adopted laws or subordinate leg-

islative enactments, the Organic Laws and the laws 

by or under which they were enacted or made; 

• So as not to exceed the authority to make them 

properly given, to the intent that where any such law 

would have been in excess of the authority so giv en

it is nevertheless treated as a valid law to the extent 

to which it is not in excess of that authority.

The Constitution and the Organic Laws are the supreme

law of PNG and, subject to section 10 (construction of

written laws) of the Constitution, all acts, whether leg-

islative, executive or judicial, that are inconsistent with

these documents are, to the extent of the inconsisten-

cy, invalid and ineffective.

An organic law may be altered only by another organ-

ic law, or by an alteration to the Constitution.

COMMON LAW: Importantly, PNG adopted the Com-

mon Law of England as in force on Independence Date

(September 18, 1975) as part of the law of PNG. The

principles and rules that formed, immediately before
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independence, the principles and rules of common law

and equity in England have been adopted, and are

applied and enforced, except if, and to the extent that:

• They are inconsistent with a Constitutional Law 

or a statute;

• They are inapplicable or inappropriate to the cir-

cumstances of the country from time to time; 

• In their application to any matter they are incon-

sistent with custom, as adopted by the Constitution.

The principles and rules of common law and equity

have been adopted notwithstanding any revision of

them by any statute of England that does not apply in

PNG by virtue of section S, Chapter 2.6 (adoption of

pre-independence laws) of the Constitution.

Concerning any particular question before a court,

the applicability or appropriateness of a particular rule

of English common law or equity is determined by ref-

erence, among other things, to the individual circum-

stances of the case, including the time and place of any

relevant transaction, act or event.

FOREIGN COMPANIES DOING BUSINESS IN PNG:
There are a variety of PNG laws that may impact a for-

eign enterprise in its business dealings in PNG. 

As noted above, PNG has, subject to certain qualifi-

cations, adopted principles and rules of common law

and equity from England that applied immediately pri-

or to Independence Day in PNG. 

English common law dealing with issues such as the

law of penalties, rights of subrogation, estoppels, priv-

ity of contract and guarantees and indemnities may be

relevant to a foreign enterprise doing business in PNG.

The courts will enforce financing and other docu-

ments governed by the laws of a country other than

PNG. In international financing transactions involving

a PNG party, it is common for the loan agreement, the

security documents and other related instruments to

be governed by English law or the laws of another for-

eign country. The PNG courts are familiar with this.

PROMOTION OF INVESTMENT: The Investment Pro-

motion Act (IPA) 1992 provides for the promotion of

investment in PNG in the interests of national, social

and economic development. For that purpose, IPA

establishes a body known as the Investment Promo-

tion Authority and defines its powers and functions.

A foreign enterprise (including a PNG company owned

or controlled by non-citizens) must be certified under

the IPA to do business in the country.

As a general rule, an isolated transaction (broadly,

one completed within 30 days) will not of itself amount

to carrying on business in PNG and, accordingly, there

is no need for a foreign enterprise carrying out an iso-

lated transaction to be certified under the IPA. How-

ever, if a particular transaction is the first in a series of

transactions, this may amount to doing business.

Subject to certain exceptions, if there is a change in

the ownership, shareholding or beneficial ownership

or control of a foreign enterprise doing business in

PNG, the company must, within 14 days of the change,

apply for a fresh certification under the IPA. 

A foreign enterprise having been granted a certifi-

cate under the IPA to conduct business in PNG may apply

to the Investment Promotion Authority in the pre-

scribed form and on payment of the prescribed fee for:

• Its activity; 

• Its location of doing business in an activity; 

• Any other prescribed term or condition of a cer-

tificate (IPA section 33).

Where a contract, agreement or understanding is

entered into between a foreign enterprise (being a for-

eign enterprise) and another enterprise, the court may,

on the application of the other enterprise or the Invest-

ment Promotion Authority, declare the contract unlaw-

ful and void if:

• The foreign enterprise had not been issued a certi-

ficate at the time at which the contract, agreement 

or understanding was entered into; 

• The subject matter of the contract relates to busi-

ness activities outside of the nature of the activities 

for which the foreign enterprise is certified to con-

duct business.

REGULATION OF COMPANIES: PNG has comprehen-

sive companies legislation. The Companies Act 1997

(Companies Act) is based on New Zealand legislation

and adopts a simple and fairly effective system for deal-

ing with companies.

A company that is incorporated in PNG under the

Companies Act and owned or controlled by foreign

interests operates in PNG subject to that act.

Similarly, a company incorporated outside PNG that

is registered to do business in PNG operates subject to

the Companies Act. The Companies Act deals with reg-

istration of charges, insolvency, as well as a host of

other company-related matters.

A foreign enterprise doing business in PNG may, on

occasion, want to grant to a third-party security over

some or all of the assets of the foreign enterprise, it is

appropriate to consider those provisions in the Com-

panies Act dealing with registration of charges.

For the purposes of the Companies Act, the term

“charge” is defined to include a right or interest in rela-

tion to property owned by a company, by virtue of which
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a creditor of the company is entitled to claim payment

in priority to creditors entitled to be paid under Sec-

tion 361, but does not include a charge under a charg-

ing order issued by a court in favour of a creditor. 

Where a PNG company creates a charge to which Part

XIII of the Companies Act applies, the company must

submit the following to the registrar for registration with-

in two months after the creation of the charge:

• A notice for registration of the charge in the pre-

scribed form; and

• A certified copy of the document creating or evi-

dencing the charge.

Where this requirement is not complied with, the charge

is, so far as it confers any security on the company’s

property or undertaking, void against:

• The liquidator of the company; and

• Any creditor of the company. 

This does not prejudice any contract or obligation for

repayment of the money secured by a charge, and

when a charge becomes void under section 222(2), the

money it secures becomes immediately payable. The

charges to which Part XIII applies are:

• Charges (other than charges solely on land) to 

secure any issue of debentures; 

• Charges on uncalled share capital of a company;

• Charges or assignments created or evidenced by 

instruments (including instruments creating or evi-

dencing absolute bills of sale or absolute assign-

ments or transfers of book debts) that, if executed 

by an individual, would be invalid or of limited effect 

if not registered under the Instruments Act; 

• Floating charges on the undertaking or proper-

ty of a company; 

• Charges on calls made but not paid; and

• Charges on a ship or aircraft, or on a share in a 

ship or aircraft;

• Charges on goodwill, on a patent or licence under 

a patent, on a trademark, or on a copyright or a 

licence under a copyright; and

• Charges on the book debts of a company (Com-

panies Act section 222(4)). 

Where a charge created in PNG affects property out-

side the country an application for registration of the

charge in the prescribed form and a certified copy of

the document creating or evidencing the charge may

be submitted for registration under and in accordance

with the procedures outlined above, notwithstanding

that further proceedings may also be necessary to

make the charge valid or effectual according to the law

of the place in which the property is situated (Compa-

nies Act section 222(5)).

TAXATION: The principles of taxation in PNG are sim-

ilar to those which apply in Australia and a number of

other countries in the region. A variety of taxes, imposts

and duties are imposed on individuals and business

organisations in PNG, including income tax, a form of

value-added tax (referred to as goods and services tax,

GST), land tax, payroll tax, withholding tax, Customs

duties and excises, mining and petroleum royalties,

stamp duty and training levies. The tax year is a calen-

dar year running from January 1 to December 31. How-

ever, a substituted tax year can be adopted, subject to

the approval of the Taxation Office. Income tax returns,

where required, should be lodged by February 28 the

following year. Losses may be carried forward up to 20

years for most businesses and indefinitely for business-

es in the primary industry sector.

Companies incorporated in PNG and companies that

do business in PNG and whose central management is

located in PNG are resident companies. The worldwide

income of resident companies and the PNG-sourced

income of non-resident companies are taxed.

INCOME TAX: Income tax is administered under the

Income Tax Act 1959. Its provisions apply to income

derived by individuals, corporations, trusts and part-

nerships. A liability to pay tax arises for “taxable income”,

which is defined by the Income Tax Act 1959 to mean

the amount remaining after deducting all allowable

deductions from assessable income. The term “assess-

able income” includes not only salary and wages, busi-

ness profits, rent and dividends, but also a number of

other items which are set out in the act.

Details of “allowable deductions” are outlined in the

Income Tax Act 1959. In general, all losses and outgo-

ings, to the extent they are incurred in gaining or pro-

ducing assessable income, or are necessarily incurred

in doing business for the purpose of gaining or pro-

ducing that income, are allowable deductions except

to the extent they are losses or outgoings of capital,

or of a capital, private or domestic nature, or are incurred

in relation to the gaining or production of exempt

income. However, taxpayers involved in mining or petro-

leum projects may be able to deduct from their assess-

able income certain items of capital expenditure, such

as allowable exploration expenditure.

COMPANIES: Different rates apply depending on

whether the taxpayer is a resident, non-resident, res-

ident or non-resident mining or petroleum company.

A company that conducts business in PNG must appoint

a public officer to represent the company in all deal-

ings with the PNG Taxation Office.

PARTNERSHIPS & JOINT VENTURES: Partnerships are

required to lodge a tax return, but partnership income

is not taxed separately. Rather, it is included in the

assessable income of each partner. Joint ventures do

not have to lodge a separate return, though each par-

ticipant is taxed on income from the joint venture.

TAX CREDITS: Some tax credits are given for foreign

tax paid on overseas income. PNG has entered into a

number of double tax treaties with nations including

Australia, Canada, China, Germany, Malaysia, Singapore,

the UK, South Korea and Fiji. 

GST: A GST of 10% is levied on the following in accor-

dance with the Goods and Services Tax Act 2003:

• Supplies of goods and services by a registered per-

son in the course or furtherance of a taxable activ-

ity (but not including an exempt supply); and

• Imports into PNG (except certain goods).

Export tax is 0%, providing for input tax credits. 

The transfer of land is deemed not to be a supply.

However the transfer of improvements and structures

on the land, whether transferred with or without the
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transfer of ownership of land are not defined as land.

Exempt supplies under the GST Act 2003 include:

• Financial services;

• Fine metal;

• Medical and related services;

• Educational services by an educational institution;

• Public road transport to passengers by a registered 

public motor vehicle or taxi;

• Newspapers;

• Betting, lotteries and games of chance;

• Postage stamps; and

• Housing and motor vehicle to an employee by his 

employer in the course of employment.

PERSONAL CHATTELS: The Instruments Act (Chapter

254 of the Revised Laws), is an act relating to bills of

sale of personal chattels and to liens on crops and wool

and stock mortgages, and for related purposes.

In particular circumstances, it may desirable for a for-

eign lender to register as a bill of sale under the Instru-

ments Act, a security granted to the foreign lender by

a PNG company. This is likely to be the case if the secu-

rity is not able to be registered under the Companies

Act. Registration is important in terms of obtaining pri-

ority and generally serves to put third parties on notice

about the particular dealing.

Certain securities may constitute a charge registra-

ble under the Companies Act and a bill of sale regis-

trable under the Instruments Act. A charge to which

section 222 of the Companies Act applies:

• Does not need to be registered under the Instruments 

Act (Chapter 254); 

• Is not subject to avoidance under the Instruments 

Act; and

• On registration under Part XIII of the Companies Act

has effect and is as valid, for all purposes, as if it had

been duly registered under the Instruments Act (Com-

panies Act section 222(11)).

It is also important to note that the national Parliament

has passed the Personal Property Security Act. This

new legislation became operational as of December

2012 and has replaced all other legislation dealing with

securities over personal property (that is, any proper-

ty other than land). 

Securities over real property (that is, land) will con-

tinue to be regulated by the Land Act 1996 and the

Land Registration Act.

OTHER COMMERCIAL ISSUES: The Mercantile Act

(Chapter 260 of the Revised Laws) contains various pro-

visions that lenders in PNG need to be aware of. The

Mercantile Act is a compendium of useful and some-

times odd provisions that have not been included in

other legislation. All too often the provisions of the

Mercantile Act are ignored.

ASSIGNMENT OF DEBT: In PNG a written absolute

assignment under the hand of the assignor (not pur-

porting to be by way of charge only) of a debt or oth-

er legal thing in action, of which express written notice

has been given to the debtor, trustee or other person

from whom the assignor would have been entitled to

claim the debt or thing in action is, and is deemed

always to have been, effectual in law (subject to all

equities having priority over the right of the assignee)

to pass and transfer from the date of the notice:

• The legal right to the debt or thing in action; 

• All legal and other remedies for the debt or thing in 

action;

• The power to give a good discharge for the debt or

thing in action without the concurrence of the assign-

or (Instruments Act section 3(1)).

If the debtor, trustee or other person liable for a debt

or thing in action that is being assigned has notice:

• That the assignment is disputed by the assignor or

a person claiming under him; 

• Of any other opposing or conflicting claims to the 

debt or thing in action, he may, if he thinks fit;

• Call on the persons making claim to the debt or thing 

in action to interplead concerning it; or 

• Pay the debt or other thing in action into court under 

the provisions of any Act for the relief of trustees. 

(Instruments Act section 3(2)).

POWERS OF ATTORNEY: Subject to any stipulation to

the contrary in the instrument creating the power, a

power of attorney concerning an act or thing done or

suffered in good faith, continues in force until notice:

• Of the death of the donor of the power; or

• Of some other revocation of the power,

CONVEYANCES: A conveyance of property made with

intent to defraud creditors is voidable, at the instance

of any person prejudiced by it. This provision does not

affect the operation of the law of insolvency. (Instru-

ments Act section 7(2)). Nor does this provision apply

to an estate or interest in property conveyed:

• For valuable consideration; or

• On good consideration to a person not having, at the

time of the conveyance, notice of the intent to defraud 

creditors (Instruments Act section 7(3)).

A voluntary disposition of land made with intent to

defraud a subsequent purchaser is voidable at the

instance of that purchase.

In PNG, there is no voluntary disposition with intent

to defraud by reason only that a subsequent conveyance
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for valuable consideration was made, if the subsequent

conveyance was made after the commencement date

(Instruments Act section 8(2)).

A “disposition” includes every mode of disposition

referred to in the Land Registration Act (Chapter 191).

CUSTOMARY LAND:Approximately 97% of land in PNG

is held by its traditional owners under customary prin-

ciples of land ownership. The specific elements of rules

of the system of customary land tenure vary from place

to place. However, customary land ownership gener-

ally recognises the traditional users of land and their

personal and clan arrangements for land use.

A foreign investor cannot purchase or lease custom-

ary land from its traditional owners. If a foreign investor

requires access to customary land, it is possible for the

government to acquire the land from its traditional

owners and lease it to the foreign investor.

Previously, in order to enable customary land to be

assigned or mortgaged, the PNG government issued

special agricultural and business leases (SABLs) backed

by a lease from the customary owners to the govern-

ment. In a number of cases, under the label of agricul-

tural development, some developers utilised SABLs as

a guise to harvest native forests for the purpose of sell-

ing round logs on the export market.

As a result of those practices, the government set

up a special commission of enquiry which has made

various recommendations in relation to the grant of a

number of SABLs, including a recommendation that sev-

eral SABLs be revoked. To resolve this problem, in 2009

the government amended the Land Groups Incorpo-

ration Act and the Land Registration Act to improve the

method of incorporation of incorporated land groups

and to include appropriate accountability and man-

agement processes for transparent and effective gov-

ernance of incorporated land groups. 

The primary objective of the amended legislation is

to empower customary landowners to utilise their land

for development in a fair, equitable and convenient

manner. The purpose of amending the legislation was

to ensure that customary landowners do not divorce

themselves from ownership of their land. They contin-

ue to have control of their land through the registra-

tion of incorporated land groups, without alienating the

“parent” title from ownership by the incorporated land

group, so that future generations of landowners will

have a voice in how their customary land is used.

ALIENATED LAND: The balance of the land is known

as alienated land. Alienated land is land that has been

acquired from customary owners by the government

either for its own use or for private development. How-

ever, some alienated land is held as freehold other than

by the government. Most enterprises in which foreign

investors are involved are located on alienated land.

Alienated land can be held either as freehold or

leasehold from the state. However, freehold land makes

up a small proportion of alienated land in PNG. 

Both freehold land and leasehold land are registered

by the Registrar of Titles under a Torrens-type system

of land registration. Under this system, an original cer-

tificate of title (for freehold land) or state lease (for

leasehold land) is kept on a register maintained at the

country’s Titles Office. Land dealings are carried out

by means of instruments which are perfected upon

registration. A certificate of title or state lease kept on

the register maintained by the Titles Office should

reveal at any time the exact location of the land in

question, as dimensions, the present owner or lessee

and may also reveal sub-leases and mortgages to which

the title may be subject. Certain dealings in land may

also require the approval of the Minister for Lands.

FREEHOLD LAND: Under the Land (Ownership of Free-

holds) Act, a non-citizen is precluded from owning free-

hold land. However, freehold land can be converted to

leasehold land so that it may be used by a non-citizen.

Leasehold land can be more freely dealt with than

freehold land. Leasehold land is land that the govern-

ment has acquired from its customary owners and

leased to a person or company for a term of up to 99

years for a specific purpose. The Land Act provides for:

• Agricultural leases;

• Pastoral leases;

• Business and residence leases;

• Mission leases;

• Leases of government owned buildings;

• Special purpose leases; and

• Town subdivision leases.

The act also deals with the granting of licences, trans-

fer of customary land and compensation payments, and

specifies which dealings require ministerial approval.

PATENTS & INDUSTRIAL DESIGN: The Patents and

Industrial Design Act 2002 came into effect on July 1,

2002, introducing legislation for the protection of

patents and industrial design in PNG for the first time.

A patent for an invention under the act expires 20

years after the filing date of application for the patent.

Annual renewal fees are payable commencing one

year after the filing date of the application. The act

recognises the rights of priority under the Paris 

Convention. An invention is patentable if it is new,

involves an inventive step and is industrially applicable.
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RESOURCE OWNERSHIP: Relevant legislation in PNG

vests ownership of oil, petroleum, natural gas, gold, sil-

ver, copper and other minerals in the state. In 1990 and

1991, there was a constitutional challenge to the pred-

ecessor of the current Mining Act 1992 on the ground

that the state’s ownership of minerals under privately

owned land was an unjust deprivation of property. The

court determined that the reference had been made

prematurely and dismissed it without making a deci-

sion as to its merits. 

The litigation was subsequently settled without a

further reference being made. The point, therefore,

has not been settled beyond doubt.

MINING: The Mining Act 1992 sets out a detailed

regime dealing with types of mining tenements which

may be granted by the state, including:

• Exploration licences;

• Special mining leases;

• Mining leases;

• Alluvial mining leases:

• Leases for mining purposes; and

• Mining easements;

• The terms and conditions of licences; 

• Making mining development contracts; 

• Paying rents, fees and royalties; 

• Registering interests and dealings in tenements; and

• Compensating landowners.

REGISTER OF TENEMENTS: The register of tenements

at the Department of Mining and Petroleum contains

details of all applications, details of their grant or refusal

and certain other information. Any dealing in a legal

or equitable interest in a tenement must first be

approved by the Minister for Mining and Petroleum

and registered before becomes effective.

COMPENSATION: A tenement holder is liable to com-

pensate the owners of that land, any adjoining land or

improvements and land or improvements in the vicin-

ity, for its entry on to or occupation of the land. The

holder is also responsible for loss and damage caused

or foreseen to be caused by exploration, mining or

related activities. Compensation arrangements must be

finalised before entry on to or occupation of the land.

HYDROCARBONS: The exploration and development

of oil, petroleum and gas are regulated under the Oil

and Gas Act 1998. Like the Mining Act 1992, it vests

ownership of petroleum, natural gas and helium at or

below the surface of land in the state.

The Oil and Gas Act 1998 sets out a comprehensive

regime that deals with the types of petroleum licences

that may be granted by the state, including:

• Petroleum prospecting licences;

• Petroleum retention licences;

• Petroleum development licences; 

• Pipeline licences,

• Petroleum processing facilities licences and the terms 

and conditions of their issue;

• Registering interests and dealings in tenements;

• Compensating landowners; and

• Paying fees and royalties.

FORESTRY: The Forestry Act 1991 regulates the forestry

industry. The purposes of the Forestry Act include:

• Managing, developing and protecting the country’s

forest resources and environment so as to conserve 

and renew them;

• Maximising citizens’ participation in the use and 

development of forest resources;

• Using the country’s forest resources to achieve eco-

nomic benefits and create employment; and

• Encouraging study and research into forest resources 

so as to contribute to ecological balance.

The act deals with the establishment of a forestry

authority and certain other entities, forest management

and development (including the development of nation-

al and provincial forest plans), the approval of forest

project proposals, the issue of timber permits, author-

ities and licences, customary ownership of forest

resources, and the payment of royalties and levies.

A timber permit authorises the holder to carry out

the operations specified in the permit within a speci-

fied area, for a specified term and subject to the con-

ditions specified, including compliance with project

statements, five-year plans and annual logging plans.

FISHING: The Fisheries Management Act 1998 regu-

lates the fishing industry and its aquatic resources and

environment. The purposes of the act include:

• To manage, develop and protect the country’s fish-

eries resources and marine, coastal and aquatic envi-

ronments so as to conserve and replenish them;

• To maximise citizens’ participation in the use and 

development of fisheries resources;

• To use the country’s fisheries resources to achieve 

economic benefits and ecological balance and to 

create employment; and

• To pursue effective strategies for managing fisheries 

resources and national, provincial and local inter-

ests in them.

The Fisheries Management Act deals with the estab-

lishment of the National Fisheries Authority and cer-

tain other bodies, the management, development and

regulation of fishing, conservation of fisheries, cus-

tomary resource ownership and the issue of fishing

licences. The act also details prohibitions in relation to

certain fishing and associated activities. The act extends

to all persons and boats in PNG waters.

EMPLOYMENT CONDITIONS: The Employment Act

regulates the conditions under which citizens can be

employed. Subject to certain exceptions, the act con-

tains provisions relating to maximum daily hours and

rest periods, overtime and overtime rates, recreation

and sick leave and payment and protection of wages.

Care should be taken in contracting with non-citizens,

as these minimum conditions may apply. 

Examples of common conditions of employment are:

a 40-hour week with overtime; three weeks’ annual

leave; six-month-long service leave after 15 years’ of

continuous service; and after three months’ continu-

ous service, a requirement of one week’s notice of ter-

mination of employment by either party, or, if the

employer terminates the employment, one week’s

wages in lieu of notice.

These and other conditions of employment may be

negotiated and varied in the contract between the
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employer and the employee, but some minimum enti-

tlements are set by law. The act contains detailed pro-

visions relating to contracts of employment.

Minimum wage levels are set by a government-

appointed Minimum Wages Board. The board, which

includes representatives of unions, employers and gov-

ernment, meets every three years and fixes a minimum

wage after holding public hearings and making adjust-

ments for changes in the cost of living.

Some workers in major regional centres and at major

natural resource projects belong to a trade union and

all workers have the right to belong to a union. 

Other than the acts mentioned above, the key reg-

ulations relating to employment in PNG are:

• The Industrial Organisations Act, which provides for 

registration and control of industrial organisations;

• The Industrial Relations Act, which provides for the 

establishment and operation of the Minimum Wages 

Board, settlement of disputes and common rules;

• The Industrial Safety, Health and Welfare Act; and

• The Workers’ Compensation Act.

INSURANCE ACT: A new Insurance Act came into force

in PNG in October 1995. With limited exceptions, the

act regulates the insurance of all risks. The act is admin-

istered by the Insurance Commissioner, who is appoint-

ed by the Minister for Finance and Planning.

A corporation intending to conduct general insur-

ance business, or business as a broker, loss adjuster or

agent must first apply to the Insurance Commissioner

for a licence. The Insurance Commissioner will grant a

licence subject to such terms and conditions as he or

she considers to be appropriate. Licences are issued

for one year at a time only and can be renewed. All risks

that are situated in PNG for which insurance (includ-

ing reinsurance) is required must be insured with prop-

erly licensed insurers. 

A person who insures, or as agent, broker or insur-

er, arranges insurance of a risk situated in PNG with a

person other than a licensed insurer is guilty of an

offence. The act contains an exemption to this prohi-

bition where the Insurance Commissioner is satisfied

the existing facilities and available capacity of licensed

insurers are fully used. 

An application for exemption must comply with cer-

tain formalities and provide certain information, includ-

ing details of arrangements for the payment of income

tax by non-resident insurers as well as for approvals

required under the Central Banking (Foreign Exchange

and Gold) Regulation.

STAMP DUTY: The Stamp Duties Act (SDA) imposes

stamp duty (a form of indirect taxation) on a variety of

documents (instruments) and transactions of the type

and at the rates detailed in Schedule 1 to the SDA.

The duty is imposed as ad valorem duty (that is, the

amount of the duty varies depending on the value of

the transaction) or as fixed duty (the duty remains the

same irrespective of the value of the transaction).

Stamp duty chargeable on an instrument is payable:

• In the case of an instrument that is first executed 

outside PNG before January 1, 1995—when the instr-

ument comes into the country; and

• In all other cases, when it is first executed.

An instrument executed before July 1, 1953 (the date

of commencement of the pre-Independence Stamp

Duties Act 1952) is not chargeable with stamp duty

under the SDA (section 5(2)).

Duty is chargeable in respect of an instrument that

is outside PNG if the instrument (irrespective of whether

it was executed in PNG or otherwise) relates to prop-

erty situated, or any matter or thing done – or to be

done – in PNG (SDA section 5A).

An instrument containing or relating to several dis-

tinct matters is chargeable with stamp duty in respect

of each of those matters, as if each matter were

expressed in a separate instrument (SDA section 11).

The consequences of not paying the correct amount

of duty when due are severe. In addition to the actual

duty itself, interest, fines and other penalties are payable

in respect of unstamped instruments liable to duty.

The most important consequence, however, of not

paying the correct duty is that, subject to certain excep-

tions and qualifications, an instrument must not be

pleaded or given in evidence, except in criminal pro-

ceedings or admitted to be good, useful or available in

law, unless it is duly stamped in accordance with the

law in force at the time when it was first executed or

came into the country, whichever is the latter.

Effectively, this makes an unstamped document that

is otherwise liable to duty unenforceable until such

time as the duty is paid. Stamp duty has been abolished

in relation to loan agreements and loan securities

(including mortgages) executed after January 1, 2008.

There is currently no stamp duty levied on guaran-

tees whether executed under hand or under seal.

FOREIGN EXCHANGE CONTROL: The key legislation

is the Central Banking (Foreign Exchange and Gold) Reg-

ulation. Until December 2004 PNG maintained a com-

prehensive regulated foreign exchange control regime

with a variety of transactions requiring the approval of

the Bank of PNG (the central bank).

Since December 2004, foreign exchange control has

been progressively liberalised in PNG. However, the

central bank still retains control over:

• The opening of offshore foreign currency accounts, 

including offshore kina accounts;

• Licensing of gold exporters;

• Licensing of foreign-exchange dealers;

• Removal from PNG of physical cash in excess of 

PGK20,000 ($9540) or foreign currency equivalent.

Approval from the central bank is still required for res-

idents (broadly, any enterprise of whatever legal struc-

ture having an economic presence in the country) to

give a guarantee or grant security over assets in PNG

in favour of a non-resident (or enter into a transaction

having a similar effect) where such guarantee or secu-

rity is part of a transaction that is not for the direct ben-

efit of a person resident in PNG.

Additionally, only “authorised dealers” (banks autho-

rised by the central bank) may conduct foreign cur-

rency transactions. Residents still require central bank

approval to enter into or perform an agreement 

with another resident in a currency other than kina.
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There is currently a legal vacuum surrounding geothermal exploitation

Papua New Guinea has taken on a global role in devel-

oping policies on climate change, most notably through

the successful lobbying to gain recognition for avoid-

ed deforestation credits through the UN initiative on

Reducing Emissions from Deforestation and forest

Degradation (REDD), specifically REDD+ arrangements

and via active participation in the Coalition of Rainfor-

est Nations. Most recently, in February 2013, the Office

of Climate Change and Development released a draft

climate change policy for comment, which envisages:

• Establishment of a climate change authority;

• Introduction of a carbon tax to be imposed on four

main areas, namely: on a consumption tax on the use

of fossil fuels; flaring and venting of gas from oil and

gas wells; clearance of native vegetation for com-

mercial purposes; and harvesting of logs (with a

reduced tax on processed timber;

• Establishment of a climate-change fund from funds

pre-appropriated from the carbon tax and to be

spent on: subsidising investments in measures to

reduce emissions; conservation activities, including

providing a mechanism for communities to be paid

for preserving carbon (e.g. that contained in forests)

on their traditional lands as well as the “provision and

maintenance of ecosystem services”; and assistance

to communities in adapting to climate change;

This policy requires substantial further consultation.

GEOTHERMAL ENERGY: There is at present a legal

vacuum in relation to regulating the commercial

exploitation of geothermal energy. As such, there is lit-

tle by way of exploration for geothermal energy sources

that could potentially be utilised for power generation

and other uses. One issue has been that the Mineral

Resources Authority and the Energy Division of the

Department of Petroleum and Energy are both show-

ing an interest in regulating this area. It is thus a key

issue that warrants more attention by the government. 

PERSONAL PROPERTY SECURITY: The new Personal

Property Security Act (PPSA) was passed into law by

Parliament on December 9, 2011. When implemented,

the act will reform the law relating to security over

almost all personal property, and will establish a single

register for security interests that will cover mortgages

and charges and also other transactions that have eco-

nomically similar effects. The main purpose of this PPSA

is to promote business through facilitating credit. It is

aimed at making loan schemes cheaper and more

accessible to a wide range of people, giving them fur-

ther opportunities to participate in the economy, thus

promoting economic growth. The act makes provisions

for the creation, perfection, prioritisation and enforce-

ment of security interests in certain property. It also

provides for related transactions and other interests

necessary in giving notice of property status to buyers

and prospective creditors. The four general policies of

PPSA are as follows:

i. To make lending cheaper/more convenient;

ii. To provide rules for distinguishing conflicting inter-

ests in personal property;

iii. To provide transparent information to those who

need it with respect to collateral agreements; and

iv. To reduce the time and cost and improve the relia-

bility of enforcement tools.

The PPSA covers two kinds of security interests.:

• In substance security interests, which cover secure

payment or performance of obligations; and 

• Deemed security interests, which cover transac-

tions that are treated as security interests, even if

they do not secure payment or performance of obli-

gations.

While the new act is not yet in force, it is expected to

commence operation once the new registry has been

established. In the meantime, the government is embark-

ing on an implementation phase, which will include

procurement and establishment of the registry system

along with a public information-processing phase.
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Stephen Lewin, Partner, Leahy Lewin Nutley Sullivan Lawyers

Approximately 95% of land in Papua New Guinea is

known as customary land. Section 132 of the Land Act

1996 (Act) provides that, subject to Sections 10 and

11, a customary landowner has no power to sell, lease,

charge or otherwise dispose of customary land or cus-

tomary rights other than to citizens in accordance with

custom. A contract or agreement made by a custom-

ary landowner that is not in accordance with custom

is void. Section 10 of the Act allows the Minister for

Land and Physical Planning to acquire customary land

on terms agreed between the minister and the custom-

ary landowners. However, the minister cannot acquire

customary land unless he or she is satisfied, after rea-

sonable enquiry, that the land is not required or likely

to be required by the customary landowners or by per-

sons to whom the land will or may devolve by custom.

Section 11 of the Act provides that the minister may

lease customary land from the customary owner for

the purpose of granting a special agricultural and busi-

ness lease (SABL). Section 11 (2) provides that where

the minister leases customary land under Section 11

(1), an instrument of lease in the approved form, exe-

cuted by or on behalf of customary landowners, is con-

clusive evidence that the state has good title to the lease

and that all customary rights in the land, except those

which are specifically reserved in the lease, are suspend-

ed for the period of the lease to the state. No rent or

other compensation is payable by the state for a lease

of customary land under Section 11(1).

The Act generally provides for the grant of various

types of leases. These include state, agricultural, pas-

toral, business and residence, mission, special purpose

and urban development leases, and SABLs.

Division 9 of the Act specifies that the minister may

grant a lease for special agricultural and business pur-

poses of land acquired under Section 11. A SABL must

only be granted to a person or to a land group, busi-

ness group or other incorporated body to whom the

customary landowners have agreed that such a lease

shall be granted. The main purpose of the inclusion of

Division 9 was to allow customary landowners to mobilise

their land and overcome the limitations referred to in

Section 132 specified above. However, there has been

significant public controversy as to the granting of

SABLs. There have been allegations of misuse of SABLs

to allow destructive logging of virgin natural forest

under the guise of agricultural development.

As a result, in 2013 the government established a

special Commission of Enquiry (Commission) compris-

ing three lawyers to examine the circumstances of the

granting of about 95 SABLs and to make recommen-

dations to the government. Although those reports

have not been publicly released and one of the reports

has not yet been completed, we understand that rec-

ommendations have been made by the Commission to

revoke and terminate a large number of previously

granted SABLs as an abuse of process. The government

is considering this issue and has established a task

force to review the Commission’s recommendations.

Prior to that date, and due to the need or desire of

landowners to mobilise their land, the Constitutional

Law Reform Commission has reviewed the Land Groups

Incorporation Act and the Land Registration Act and

recommended the passing of the Land Registration

(Amendment) Act 2009 and the Land Groups Incor-

poration (Amendment) Act 2009.

The amendments, which went into effect in 2012,

were designed to improve the methods of incorpora-

tion of land groups, and to include accountability mech-

anisms and more streamlined processes for dealing

with disputes between customary landowners as to

whether they are entitled to become members of incor-

porated land groups, which is the chosen vehicle for

dealing with mobilisation and ownership of customary

land. The primary objective of the acts is to empower

customary landowners to utilise their customary land

for development in a fair, equitable and convenient

manner. They are designed to ensure that customary

landowners continue to have control of their land

through the registration of the incorporated land group.
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PNG’s waters may indicate how coral reefs adapt to ocean warming

Made up of tiny, nearly invisible coral polyps, barrier

reefs are in fact the largest living organisms on earth

and visible from outer space. But while Australia’s Great

Barrier Reef is a world heritage site and remains one

of the country’s main tourist attractions, coral reefs in

Papua New Guinea are known only to a few adventur-

ous divers and, now, scientists. 

MARINE STUDIES: A recent study led by Katharina

Fabricius, a principal research scientist from the Aus-

tralian Institute of Marine Science (AIMS), has drawn

fresh attention to the effect of carbon dioxide on

marine life, after observing fish behaviour in the prox-

imity of three shallow volcanic seeps (or bubble reefs

as they are known) in PNG. The findings confirm labo-

ratory experiments conducted by Geoffrey Jones from

the James Cook University in Australia, who has been

studying PNG’s coral reefs for over 18 years and pub-

lished extensive studies on the effects that acidifica-

tion has on the sense of smell in fish. “As humans con-

tinue to pump carbon dioxide into the atmosphere, the

oceans are becoming increasingly acidic. Volcanic seeps

are similar to what surface waters will be like by the

end of the century,” said Jones. 

The research conducted by the AIMS team confirmed

that the sense of smell for fish living in these acidic

waters is seriously impaired, affecting their capacity to

pick up on important chemical clues such as the smell

of nearby predators. This makes them particularly bold

and fearless, increasing their mortality rate by preda-

tion by more than fivefold. “PNG continues to experi-

ence plenty of seismic activity because of its recent geo-

logical formation, and the diversity of its coral reef

offers a critical alternative to controlled laboratory

experiments,” said Jones. Similar conditions do not cur-

rently exist in Australia, he pointed out. 

In Kimbe Bay, located in West New Britain Province,

scientists have recorded more than 860 species of

coral reef fish and over half of the world’s coral species

– a diversity that puts PNG on par with the Philippines

and Indonesia, which were previously believed to be the

world’s most species-rich coral seas. However, the Glob-

al Coral Reef Monitoring Network issued a report esti-

mating that 25% of the world’s reefs are severely dam-

aged and PNG’s reefs are not immune, although they

are still in relatively good condition. “Coral reefs are

extremely sensitive organisms that are adapted to clear

tropical waters. Any human activity impacting water

quality may have devastating consequences,” said Jones. 

“If forests are our lungs, the oceans, which account

for 75% of the planet’s surface, is certainly our body,

and we better look after it,” Princess Laurentien of the

Netherlands, the president of Flora & Fauna Interna-

tional, said recently while addressing a large audience

in Sydney about the danger of micro plastics. Ingest-

ed by marine life, especially by molluscs, these tiny par-

ticles present in exfoliating products such as toothpaste

are a growing concern for both animal and for human

health, as they end up in our food chain. 

SEA TEMPERATURES: Warmer waters, the result of cli-

mate change, have been producing massive coral bleach-

ing events. PNG’s waters are among the warmest in the

world and may provide an early indication of how coral

reefs can adapt to ocean warming. 

Waters in PNG are typically about 31°C all year round

and any further increase to this may be devastating for

organisms that primarily thrive in temperatures between

23°C and 29°C. According to recent studies, the oceans

have currently absorbed around one-third of human-

produced greenhouse gas emission, amounting to

530bn tonnes of carbon dioxide, and for the first time

in nearly 300m years their pH is starting to change

with consequences that are still unclear. “We can spec-

ulate that marine life will adapt to these new condi-

tions and the experiment in PNG is testing exactly that,

but it is too early to tell,” said Jones. 

In the meantime organisations such as the Centre

for Biological Diversity are lobbying governments to

list certain species of corals and reef-dependent fish

as endangered to offer protection from acidification

and preserve these areas for future research efforts. 
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PORT MORESBY

AIRWAYS HOTEL
Jacksons Parade, Jacksons International Airport 

PO Box 1942, Port Moresby

T: +675 324 5200

F: +675 325 0759

reservations@airways.com.pg 

www.airways.com.pg

Rooms: 21 Bacchus rooms, 10 Bacchus juniors’ suites,

9 Bacchus suites, 45 Fountain rooms, 4 Fountain suites,

24 Dakota rooms, 24 Dakota junior suites, 11 Dakota

suites, 1 presidential suite. 

Business & Conference Facilities: 24-hour business

centre, 5 boardrooms, secretarial services, 24-hour

free internet in 4 lounges.

Health & Leisure Facilities: Health and fitness club,

spa and wellness centre, infinity lap pool, squash and

tennis courts, sauna, hair and beauty salon. 

Guest Services: Concierge, free airport shuttle, 24-

hour room and butler service, laundry services, cur-

rency exchange, retail shop, child care services. 

Wining & Dining: Vue Restaurant, Deli KC’s, Bacchus

Restaurant, Seven C’s. 

LAMANA HOTEL
1 Famagusta Road

PO Box 495, Waigani, NCD

T: +675 323 2333

F: +675 323 2444

info@lamana.com.pg

www.lamanahotel.com.pg

Rooms: 36 twin rooms, 45 queen rooms, 7 one-bed-

room deluxe apartments, 3 one-bedroom executive

apartments, 15 executive king rooms, 4 two-bedroom

apartments, 5 three-bedroom executive apartments.

Business & Conference Facilities: 5 fully equipped

conference rooms with access to private bars.

Health & Leisure Facilities: Spartan gym, fut-

sal/volleyball and tennis court, private pool.

Guest Services: 24-hour airport shuttle, concierge,

laundry services, 24-hour business centre.

Wining & Dining: Palazzo, The Gold Club, The Arena.

LOLOATA ISLAND RESORT
PO Box 5290 Boroko

T: 675 325 8590

F: 675 325 8933

Loloata@Loloata.com

www.Loloata.com

Rooms: 23.

Business & Conference Facilities: 2 Conference rooms

– maximum 30-person and 10-person.

Health & Leisure Facilities: Snorkelling, scuba diving,

kayaking, leisure walks.

Guest Services: Internet in resort, ferry transfers,

snorkelling transfers

Wining & Dining: All meals inclusive in tariff.

HOLIDAY INN & SUITES PORT MORESBY
Cnr Waigani Drive & Wards Road

PO Box 1981, Boroko NCD

T: +675 303 2000

F: +675 303 2979

reservations@holidayinnportmoresby.com.pg

www.holidayinn.com

Rooms: 240 rooms including standard and premium

rooms, executive suites, one- and two-bedroom apart-

ments. Holiday Inn All Suites contains 86 apartments.

Business & Conference Facilities: Business centre,

meeting areas, ballroom for up to 300 guests, venue

divides into 3 smaller rooms catering for up to 100

people each.

Health & Leisure Facilities: Gymnasium, three squash

courts, outdoor swimming pool, daily aerobics class-

es, cardio-vascular training equipment, weight room.
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A good night’s rest

Airways Hotel

Holiday Inn & Suites Port
Moresby

Lamana Hotel

Loloata Island Resort
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Guest Services: Concierge, 24-hour reception and

room service, laundry services, on-site security, wire-

less internet, complimentary airport courtesy bus.

Wining & Dining: Kopi Haus, Gekko Bar, The Junction.

GRAND PAPUA HOTEL
PO Box 2093, Port Moresby

T: +675 304 0000

F: +675 304 1000

reservations@grandpapuahotel.com.pg

www.grandpapuahotel.com.pg

Rooms: 102 deluxe rooms, 4 master suites, 4 execu-

tive suites and 51 single-bedroom suites.

Business & Conference Facilities: 9 meeting rooms

including 3 board rooms with state-of-the art audio-

visual systems, Wi-Fi and laptop dockings for up to 12

people, 6 larger rooms equipped with the latest con-

ference technology accommodating up to 120.

Health & Leisure Facilities: State-of-the art gym facil-

ity, sauna and 1.2-metre deep pool, luxurious spa.

Guest Services: Hotel transfer to and from airport, sec-

retarial services, complimentary secured car park.

Wining & Dining: The Grand Brassiere, Grand Bar.

GATEWAY HOTEL
PO Box 1215, Boroko, NCD

T: +675 327 8100

F: +675 325 4585

gateway@coralseahotels.com.pg

www.coralseahotels.com.pg

Rooms: 35 executive suites, 90 premier queen/single

suites, 5 premier suites, 31 one-bedroom apartments,

30 two-bedroom apartments, 2 three-bedroom apart-

ments. 

Business & Conference Facilities: Large conference

facilities catering for 10-1000 people. 

Health & Leisure Facilities: 25-metre lap pool and

walking track, state-of-the art gym facilities.

Guest Services: Hotel transfers to and from airport,

business centre, 24-hour security, internet access.

Wining & Dining: Wild Orchid, Rattle and Hum, Enzo’s.

LAE

MELANESIAN HOTEL & APARTMENTS
PO Box 756, Lae 441, Morobe

T: +675 472 3744

F: +675 472 7492

melanesian_reservations@coralseahotels.com.pg

www.coralseahotels.com.pg

Rooms: 22 premier king rooms, 36 premier queen

rooms, 4 premier single, 3 premier suites, 7 two-bed-

room apartments, 1 three-bed room apartment.

Business & Conference Facilities: Conference and

meeting facilities with capacity for 10-200 people.

Health & Leisure Facilities: Pool and internet access.

Guest Services: Transfer to and from the airport.

Wining & Dining: Salamaua Restaurant & Bar. 

LAE INTERNATIONAL HOTEL
4th Street

PO Box 2774, Lae 441, Morobe

T: +675 472 2000

F: +675 472 2534

reservation1@laeinterhotel.com

www.laeinterhotel.com

Rooms: 129 premium, deluxe and superior rooms, 3

executive suites, 2 deluxe suites, 63 apartments.

Business & Conference Facilities: Business centre, 5

conference venues including conference centre for

450 people sitting or 700 people standing.

Health & Leisure Facilities: Fitness centre, swimming

pool, running and walking tracks.

Guest Services: Airport transfer, concierge, wireless

internet, 24-hour room service, laundry service.

Wining & Dining: Vanda Fine Dining, Kokomo Coffee

Shop, Pizza Restaurant, Sportsman’s Bar, Aero Bar.

KOKOPO

GAZELLE INTERNATIONAL HOTEL
Makau Esplanade Kokopo

PO Box 2384, Kokopo

T: +675 982 5600

F: +675 982 5606

reservations@gazelle.com.pg

www.gazelleinternationalhotel.com

Rooms: 26 deluxe, 9 premium ocean view, 9 premi-

um plantation-view and 4 premium executive rooms.

Business & Conference Facilities: Conference rooms,

function rooms including space for 80 guests, U-

shape room for 30, board room for 10, banquet space

accommodating 150, cocktail set up for 250, theatre-

style arrangement for 150.

Leisure Facilities: Pool, hair salon, gaming lounge. 

Guest Services: Guided tour service, car hire, Wi-Fi,

laundry, convenient ATM facilities and a courtesy bus.

Wining & Dining: Emma’s Restaurant (European &

Indian cuisine), Chino’s Coffee Shop, Club Coe (Pre-

mium Social Club), Poolside.

TUFI

TUFI RESORT
Oro Province

T: +675 323 5995

F: +675 323 1303

reservations@tufiresort.com

www.tufiresort.com

Rooms: 28 boutique resort rooms. 

Business & Conference Facilities: Conference room,

90 sq metres of meeting space for 10-40 delegates. 

Health & Leisure Facilities: Swimming pool, PADI cer-

tification and PADI dive shop, kayaking, cultural tours,

village overnight staying and fishing. 

Guest Services: Airport transfer, free Wi-Fi, child care.

Wining & Dining: A la carte dining, bars.
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Gazelle International Hotel

Tufi Resort

Gateway Hotel

Grand Papua Hotel
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More than 850 languages are spoken across the coun-

try. While English is the official language of business

and government affairs, a pidgin English, known as

Tok Pisin, emerged as a common language under

colonisation and is now one of PNG’s official languages.

Before travelling, visitors to PNG should consult a

doctor for the recommended vaccinations. Mosqui-

to nets, sprays and prescribed medication should be

used to protect against malaria and dengue fever,

which are common in both urban and rural areas.

MINISTRIES
Agriculture & Livestock

675 327 7575

Mining

675 327 7357

Trade, Commerce & Industry

675 325 6099

Communication & 

Information Technology

675 325 0148

Environment & Conservation

675 327 7386

Petroleum & Energy

675 323 8884

Education

675 327 7523

Transport

675 327 7685

Works

675 327 7377

Housing & Urban 

Development

675 327 7394

Labour & Industrial Relations

675 321 2817

Higher Education, Research

Science & Technology

675 301 2052

Fisheries

675 327 7549

Lands & Physical Planning

675 301 3206

Finance

675 328 8427

Treasury

675 321 1623

PUBLIC AUTHORITIES
Investment Promotion

675 321 7311

Civil Aviation Safety 

Authority

675 323 9360

National Fisheries Authority

675 309 0444

Tourism Promotion Authority

675 320 0219

National Agriculture Quaran-

tine & Inspection Authority

675 311 2100

National Information & 

Communications Technology

Authority

675 303 3200

Mineral Resource Authority

675 321 3511

ASSOCIATIONS &
SOCIETIES
Manufacturers Council

675 321 7143

Port Moresby Chamber of

Commerce & Industry

675 321 3077

PNG Chamber of Commerce

& Industry

675 320 3333

Lae Chamber of Commerce

& Industry

675 472 2340

Business Council of PNG

675 320 0700

PNG Chamber of Mines &

Petroleum

675 321 2988

Fishing Industry Association

675 323 1303

Forest Industries 

Association

675 325 9458

Insurance Institute of PNG

675 321 2612

Lae National Business 

Association

675 472 2521

Association of Accountants

675 325 9111

Real Estate Industry 

Association

675 320 0944

PNG Contractors Association

675 320 2239

BANKS
ANZ Bank Group

675 321 1079

Bank South Pacific

675 321 1999

Westpac (PNG)

675 322 0511

Maybank

675 325 0101

National Development Bank

675 324 7500

FOREIGN MISSIONS
Australian High Commission

675 325 9333

British High Commission

675 325 1677

Chinese Embassy

675 325 9836

France Embassy

675 321 5550

High Commission of India

675 321 4238

Indonesia

675 325 3544

Malaysian High Commission 

675 325 1506

New Zealand High 

Commission

675 325 9444

Royal Thai Consulate

675 323 8330

Embassy of the United States 

675 321 1455

European Union

675 321 3544

AIRLINES
Air Niugini

675 327 3444

Airlines PNG

675 302 3100

Qantas

675 308 3200

TAXI COMPANIES
Scarlet Taxi

675 323 4266

Ark taxi

675 323 0998

Red Dot Taxi

675 323 5753

HOSPITALS
International SOS

675 302 8000

Pacific International Hospital

675 323 4400

Lae International Hospital

675 472 7133

Port Moresby General 

Hospital

675 324 8200

LEGAL SERVICES
Leahy Lewin Nutley Sullivan

675 320 3333

Blake Dawson 

Waldron

675 309 2000

Allens Arthur 

Robinson

675 320 2000

CAR HIRE 
COMPANIES
Maoro Hire Cars

675 7218 8623

Budget Rent a Car

675 323 6244

Nortons Rent a Car

675 321 3480

ACCOUNTANTS &
CONSULTANTS
PwC

675 321 1500

Deloitte Touche Tohmatsu

675 308 7000

KPMG

675 321 2022

COURIER SERVICES
DHL

675 325 9866

FedEx

675 321 2185

TNT

675 325 2411

EMERGENCY
Police

000

Fire

675 325 5188

Ambulance

675 325 6822
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ETIQUETTE: “For every village a different culture” is the

expression that best describes the hundreds of sepa-

rate behavioural rules and structures, cultures and lan-

guages of Papua New Guinea’s population. Most locals

will greet you with a warm, genuine smile, and the salu-

tation “monin tru”, or “a very good morning”, is consid-

ered the polite early day greeting. Western etiquette

in urban centres is the norm. In rural areas, an empha-

sis is placed on reciprocity and hospitality. If walking or

sightseeing in rural areas, it is wise to have the approval

of the landowner before crossing private land, and the

owner may in fact provide a guide. In the event of an

invitation to greet a chief or village head, visitors must

bow before the leader and are prohibited from eating

foods reserved for the chief and his family. To do oth-

erwise would be considered discourteous.

DRESS: Given the year-round tropical climate, light

and loose clothing is recommended, with long sleeves

for dawn and dusk. Although PNG does not have a set

standard for dress, most business meetings are con-

ducted in standard Western business attire. Women

should dress modestly; very short skirts or shorts, biki-

nis or brief swimwear are not appropriate in public.

Sweaters or light jackets are recommended when vis-

iting the Highlands Region or high-altitude areas.

LANGUAGE: Over 850 languages are spoken through-

out PNG. Under colonisation, a pidgin English, Tok Pisin,

emerged as a common language and is today one of

PNG’s official languages. While English is taught in

school and is the official language of business and gov-

ernment affairs, learning a few phrases in Tok Pisin is

handy, given that it is a symbol of national identity and

is often the preferred means of communication.

CURRENCY: PNG’s currency is the kina (pronounced

“keena” and written as PGK). As of August 2014, $1 

is worth PGK2.39. Most major currencies can be

exchanged in banks with relative ease. Automatic teller

machines accept Visa and MasterCard and allow with-

drawals of up to PGK2000 ($813) daily. There may 

be an additional 3% charge on credit card transactions.

VISA: Anyone travelling to PNG for work, business,

study or tourism purposes must have a visa entry per-

mit. Applications for a 60-day tourist visa cost PGK100

($41) and can be obtained upon arrival at internation-

al ports of entry. Applications for single-entry 30-day

business visas cost PGK250 ($102) and can also be

made upon arrival. The longer 12-month multi-entry

business visa with a 60-day stay per entry must be

obtained prior to arrival from the nearest PNG diplo-

matic mission. Fees may vary.

BUSINESS HOURS: Government offices and most pri-

vate and state-run enterprises are usually open from

8am to 5pm Monday through to Friday. Banks gener-

ally remain open until 3pm. 

HEALTH: Adequate medical staffing in hospitals and

clinics can be found in urban areas. Rural areas are

serviced by a network of aid posts and small health care

centres. Trained nurses and paramedics are rare, as are

trained doctors. The International SOS health care cen-

tre in Port Moresby operates at Western standards.

It is not advisable for visitors to drink tap water, and

newcomers should drink only bottled or boiled water.

Visitors should consult a doctor for the appropriate

vaccinations before travelling to PNG. Mosquito nets,

sprays and prescribed medication should be used to

protect against malaria and dengue fever, which are

widespread in both urban and rural areas.

SAFETY: Although visitors should remain vigilant and

aware of personal safety when travelling in PNG, the

country has made consistent progress in improving law

and order, thanks to the PNG-Australia Policing Part-

nership. Exercising normal safety precautions is still

advisable, and those arriving at Port Moresby’s Jack-

sons International Airport at night should arrange for

a pick-up. Visiting settlements and travelling by car out-

side the main cities at night, even on substantive roads,

is not recommended and foreigners should avoid flag-

ging down taxis. Using sponsored or rental vehicles is

advised, provided that the car doors are locked with

the windows up at all time to avoid opportunistic crime.
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