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FOREWORD

On behatf of the Marape-Rosso Government, | am honoured to present the 2023 National
Budgel under the thame: “Implementing the Vision".

The 2023 Budpet is historic. It ia the first budget for the 11" Term of Pardiament with the Pangu
Party and its coalition mambers retumed 10 power. This provides major policy continuity as
wall as credibllity on responsible economic management.

The Budget is delivered in the context of "gloomy and uncertain” global cutlook, but a much
more positive domestic outlook. The PNG economy 8 expected 1o exceed K113.0 bilion in
2023, Real non-resource sector growth is forecast at 4.6 per cent, continuing the recent strong
growth record of 4.8 per cent in 2021 and 4.5 per cent in 2022, This is only the second time in
PiG's post-Indepandence history wheare there have been three years in a row of real non-
resource growth of over 4.0 per cant —the other period being 2010 to 2012, Inflation k= foracast
to fall from 8.6 per cent in 2022 down to 5.7 per cent in 2023, The external accounts are strong
with major frade surpluses and forgign exchange reservas are al record levels and axpactad
to hit K13 billion by the end of 2023 with ADE and Australian budget support Inflows. The Kina
has been steady against the US dollar and risen against most ofher currencies, helping keep
inflation ow although also hwrfing rural incomes.,

The 2023 Budget is historic on several other benchmarks. I is the largest budget in PNG's
history at K24 566.9 million. it collects the most revenus in PNG's history at K18,582 .0 million.
The deficit is much karger than | ever would have wanied at B4,954.9 milllon, but | am pheased
thiat it is estimated to fall by K1, 0000 million in 2023,

Expenditures are estimated to grow by 10.9 per cent in 2023, nearly half the estimated growth
in revenues of 2008 per cani,

Revenues growing at nearty double the paca of expenditures |2 a good news story for budget
repair.

The 2023 Budgel is yel another demonstration of this government's econamic credibility.

In 2019, the Marape Govammeant quickly secured additiconal financing to covar the K.2,3 billion
budpet deficit blow out that was exposad through the Duae Diligence procass. 11 then dellivared
nearfy & billion Kina In cuts to the GoPNG budget while allowing concessional lean projects to
procesd.

In 2020, after the global COVID-19 pandemic reduced govemment revenues by K2.5 billion,
GOPNG expenditure was held 1o the initial budget foracast. This was deapite absarbing K508
milllon in COVID-19 direct axpanses, possibly the only country in the world o exercize such
fiscal discipline.

In 2021, the fiscal deficit outcome of KB.27 bilion was considerably below the KE6.613 billion
foracast at budpet time, further demanstrating a record of fiscal repair.

In 2022, the budget Is on track to kesp to the budget deficit forecast of K5,984 7 milllon. Extra
temporary revenues from the Ukraine-Russian war were directed at protecting housseholds

In 2023, the deficit forecast I8 expected to decline by a furthar bilion Kina.



Year after year of credible budget repair. There were those in 2019 that doubted the Marape
Government was up to the task. Year after year the actions on budget repair speak for
themselves. Performance to date provides credibility for the continuing actions under the 13-
year fiscal plan.

Within this fiscal consolidation, the 2023 Budget also continues with major structural reforms.

The most prominent of these is the shift in the share of budget resources going to capital
expenditure, especially towards the GoPNG Public Investment Program. The capital budget
rises to K2,795.9 million in 2023, of which K6,615.0 million is our GoPNG Public Investment
Program (PIP). The PIP has grown by 224.0 per cent under the Marape Government, climbing
from just K2,040.7 million in 2018. The Marape Government is the infrastructure government!

Two key activities are worth highlighting in the capital budget. First is delivering on the
commitment to channel at least 5.6 per cent of the budget to the PNG Connect program which
is estimated at K1,375.0 million with over half being delivered through our international
partnerships. There is also a massive increase in funding to K1,180.0 million for the Provincial
and District Infrastructure programs, designed o ensure that capital investment is spread
throughout the country, guided by local priorities, and opening greater job opportunities for
locat communities.

The Law and Order sector has been a particular priority for 2023, with a major increase in
funding of 28.9 per cent or K401.0 million. This has been directed at supporting strong police
recruitment and improved goods and services. The judiciary is also a major beneficiary of this
program, with a 50 per cent increase in 2023 and a further 50 per cent increase planned in
2024,

The health and education sector is benefitting from a major increase in funding of
K406.0 million to support increased numbers of teachers, nurses and doctors. The 13-year
plan has this funding fully built into its financing while still mapping out a clear path of on-going
budget repair.

The increases in funding for the police and judiciary, for teachers and health workers, is only
possible because some very tough decisions have been made. Qutside of these key areas,
there is no other growth in public service levels through to 2027. Goods and services funding
has been cut for non-priority areas by between 5.0 per cent (for core government services)
through to over 40.0 per cent for other agencies.

Although inflationary pressures are expected to ease during 2023, the government has
provided K590.0 million for a household assistance package to assist with dealing with cost-
of-living pressures. The Marape Government understands that families have been doing it
tough with the prices of some key goods rising faster than the overall inflation rate. The
household assistance package consists of K280.0 million in income tax cuts for 2023,
K150.0 million in cuts to excise taxes on fuel for the first six months of 2023, and K160.0 million
to fund school project fees. The government will continue monitoring the situation and, subject
to budget constraints, will consider doing more if higher inflationary pressures emerge.

Apart from the temporary tax cuts in the household assistance package, some hard decisions
have been made to support revenue growth. Taxes have increased on the banking sector
through a banking company income tax rate of 45.0 per cent applying to all commercial banks.



The NMon-Tax Revenue Administration (NTRA) Bill is expectad to raise KS50.0 million. Export
taxes on round kogs have Increased by 20.0 par cant, with funds directed foward a PG United
Matione Biodiversity and Climate Change Trust Fund, aimed fo leverage up further
international grant contributions and part of a *Targeted Grants Strategy”,

This is also a tima of great intemational uncerzinty. How long will the Ukraine-Russlan war
continua? How long will interational intarest rates continue to rise and when will inflation stan
to fall? In the context of these uncartainties, the Marape-Rosso Govemment will continue
manitoring the situation and adjust during the year if necessary. In particular, if inflationary
presaures bagin to re-emerge, then the government will ok towards adjusting expanditura to
reduce the level of aggregate demand in 2023. If resource revenues are not as sirong as
forecast, we will adjust and once again re-pricritize expenditure, including the option of
smaothing expenditure across the medium-term,

| thank all those who have worked so firelessly to prepare yet anothar National Budget. |
congratulate in particular the new Secretary for Treasury, Mr Andrew Oaake, for his constant
support and advice during this budget process.

| commend the 2023 Mational Budget to the Honourable Members and to the people of Papua
Mew Guinea.

HDH.I LING-STUCKEY, CMG. MP
Minister for Traasury
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CHAPTER 1: BUDGET OVERVIEW

1.1 IMPLEMENTING THE VISION

1.1.1 The 13-year Plan and Implementing the Vision

The Marape-Rosso led coalition government emerged from the 2022 elections with a stronger
mandate to continue with their PNG Restoration and Growth Commitment that was signed at
Loloata in December 2020. The commitment includes a commitment to continue with a budget
repair strategy based on the principles - “spending money more wisely, raising revenues more
fairly, and financing debt more cheaply’.

A central component of these objectives is to return to a budget surplus by 2027. This means
that the nation stops building up more and more debt. Once back in surplus, any future
government can decide whether to continue growing surpluses with the option of repaying all
debt by 2034. Alternatively, it could decide to have smaller surpluses and direct more of the
government’s revenues towards human and physical capital formation. These will be
important choices going forward.

A framework that helps guide these options is the “13-year Plan”. The plan was introduced
into the 2022 Budget, and we are now into its second year. The Plan helps put annual decision-
making into a medium-term framework. This can help inform choices for better decision-
making. The Plan also sets out a realistic funding envelope. Arguably, too many of PNG’s
previous medium-term plans have been more “aspirational” in nature, promising great things
but without the budget to support implementation. The 13 year plan provides a disciplined
framework for bringing those development aspirations into the reality of limited revenues. The
13-year Plan provides the framework for implementing the Marape-Rosso Government’s
vision.

This introductory chapter will draw out the linkages between the original vision of our founding
fathers and enshrined in our constitution, the four core development objectives of the Pangu
Party led coalition, the United Nations Sustainable Development Goals, and the 13-year Plan.

1.2 OVER-ARCHING GUIDING PRINCIPLES FOR THE 13-YEAR PLAN

The development road map set out in the framework of the fiscal plan and accompanying
policy prescriptions of the Marape government are philosophically anchored in the
development doctrine espoused by the Five National Goals and Directive Principles, as
enshrined in the preamble of the PNG National Constitution.

1. integral human development: for every person to be dynamically involved in the
process of freeing himself or herself from every form of domination or oppression so
that each man or woman will have the opportunity to develop as a whole person in
relationship with others.

2. equality and participation: for all citizens to have an equal opportunity to participate
in, and benefit from, the development of our country.

3. national sovereignty and self-reliance: Papua New Guinea to be politically and
economically independent.

4. natural resources and environment: for Papua New Guinea's natural resources and
environment to be conserved and used for the collective benefit of us all, and be
replenished for the benefit of future generations.

5. Papua New Guinean ways: to achieve development primarily through the use of
Papua New Guinean forms of social, political and economic organisation.
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Guided by the tenets of this doctrine of development and the Marape vision, the government
adopted the mission; to take back PNG and leave no child behind. To work toward this
vision the Marape ‘ development strategy, over the medium term, adopted four (4) core
objectives. These objectives spell out the government policy response to arresting the decline
in the many aspects of good governance, the erosion in social and economic development
enablers, and the strategic positioning of the governments to achieving the national vision and
global human development targets.

1. Strong economy: the government intends to build a strong economy on the back of
a competent fiscal and monetary policy. The 13-year plan is central for doing the hard
work on the fiscal side. Budget repair reduces pressures on other parts of the
economy, including lowering inflationary pressures. The plan provides a framework of
certainty for business that can build confidence. This is already being recognised by
the international private sector such as Moody’s recent upgrade in PNG’s credit
outlook. This broad framework helps create a favourable investment environment to
increase FDI, and stimulate broad based growth including through commercialisation
of downstream and value adding industries. The intention is to achieve sustainable
development outcomes realised from both sustainable growth in the blue and green
economies, as well as the mining and petroleum sector. The fundamental commitment
is expressed in the target of lifting real growth in the non-resource sector to a least
5.0 per cent per annum. This is reflected in the 13-year plan, with small on-going
incremental growth rates for 2027 onwards. PNG should be able to return to the
stronger years of economic growth in the 2000s, especially as it moves back towards
a freely convertible Kina. The growth forecasts built in the 13-year plan are also
conservative in that they do not include any new resource projects. This is in line with
best international practice of not including them until the Final Investment Decision.
There is a considerable upside in these “strong economy” forecasts.

2. Connect PNG: Connect PNG 2020-2040 elevates the economic corridor development
concept as a strategy for restructuring PNG economy into a broad-based sustainable
economy. It leverages the nation’s infrastructure development plan to channel and
amass the agriculture and livestock, forestry, fisheries, non-agricultural informs sector,
small and medium enterprises, manufacturing and tourism to create a fully integrated
broad-based economy going forward into 2050 and beyond. The World Bank’s PNG
Economic Update 2020 pointed out that the current impediment to economic growth is
the state of the national infrastructure. The country’s 8,738 km of national roads consist
of 12 separate road networks (not interconnected), and roughly 25,000 km of provincial
and district roads are mostly unsealed. About 35.0 per cent of the population live more
than 10 km from a national road, and 17.0 per cent have no access to roads at all,
making aviation and maritime shipping crucial transport modes but are very costly also.
The Marape Government has deliberately chosen national infrastructure development
as the critical economic enabler (SDG 7), opening up and connecting economic
corridors for industrial clusters (SDG 9) in the economic sector in its drive to stimulate
inclusive and sustainable economic growth to Take back PNG and Leave No Child
Behind (SDG 1, 2 & 3). PNG Connect, with a commitment of funding of 5.6 per cent of
the national budget, is but one part of the Government’s overall commitment to capital
infrastructure. There has been a 224.0 per cent increase in Public Investment Program
funding, from K2,041.0 million in 2018 to K6,615.0 million in 2023. Overall, the capital
program, including international support, will total an estimated K9796.0 million in
2023.

3. Going Rural: Success in social and economic diversity rests predominantly within the
agriculture sector. Almost 85 per cent of the population are domiciled in rural and
remote communities and derive a living from farming. It is arguably the highest
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employer and stimulus for local community-based economies. Agriculture plays a vital
role in transforming and diversifying the economy to reach self-reliance, whilst
achieving other essential outcomes like food security and improving nutrition. Going
Rural also promotes export revenue growth, with PNG potentially serving major
markets across Asia. The Prime Minister's 2021 UNGA statement asserted that PNG
can be the Food Hub for the Asia Pacific Region, contributing to the global food security
agenda under SDG 2 and alleviating poverty in all its forms. The fisheries sector is
estimated to employ 40,000 people with women making up 90 per cent of employees.
The Oil Palm industry already employ 20,000 people. In contrast, the mining and
petroleum sector is estimated to employ 27,000 people. Strong growth rates in the
rural sector can directly create more jobs in PNG than the resource sector. This is part
of the reason that the new Government has created three more Ministries to help
ensure that the rural sector receives the appropriate policy attention required.

4. Good Governance: Governance is essential to the development fortunes of the
country. The Public administration system arranges, manages and supervises
agencies of government that regulate and control community laws and statutes.
These agencies need to be continually reformed to respond to the changing needs
of society and to satisfy the public's interests and needs. The Marape Government
recognises this and intends to increase the capacity of the state to address the
governance challenges facing the country. The approach in the 13-year plan
involves clear priority-setting.

These development goals require sound and responsible fiscal strategy to realise their full
intent. The 2023 Budget, designed as the second year of the 13-year fiscal plan, provides the
spine for the growth strategy to work toward delivering inclusive sustainable outcomes. The
13-year fiscal plan, built around ten (10) principles, undergirds this growth towards budget
surplus by 2027. The ten (10) principles are:

spend the money we have more wisely;

raise the revenue more fairly;

finance the debts more cheaply;

leverage friendly international support more intelligently;

focus on growth in the agriculture, forestry and fisheries sectors, SMEs and informal
economy;

distribute resources benefits more equitably;

stimulate non-resource growth back to at least 5.0 per cent annually;

comprehensive government SOE reform program for cheaper energy, internet and
water;

9. getting foreign exchange inflows more freely; and

10. create at least ten thousand (10,000) jobs annually.

arwpdE

© N

Guided by the 13-year fiscal plan the country, can move to a surplus budget in 2027. This
builds responsible budget repair over the last three years, as set out in the Foreword. Further,
by 2029 the debt to GDP ratio will be reduced back to below 40.0 per cent of GDP, the level
set out in the FRA (amended 2020), although delivered one year earlier than required This
can be delivered two (2) years earlier than originally set out when the debt ratio would be back
under 40.0 per cent within ten (10) years.

The 13-year fiscal plan is based on realistic revenue estimates, themselves based on the
growth of our economy and on-going work to stamp down on the black economy. Indeed, it
has significant conservative estimates in that the plan does not include a single toea of
revenue from any of the planned major resource investments that are very likely to go ahead.
When confirmed, such investments will provide an upside bonus.
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Long term fiscal consolidation strategy can lead to broader based economic growth, a wider
taxation base and a strengthened government capacity to provide critical social services and
institutional and human capital enablers for robust growth into the future.

Crucial to having this 13-year fiscal plan is having the credible economic team that can actually
deliver the plan for our great country of PNG. Getting to these powerful options will require
fiscal discipline. It will require a government committed to getting the budget basics right,
getting more into our capital programs, supporting provinces, supporting more teachers and
police and nurses.

12
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1.3  PNG’S CONTINUED COMMITMENT TO SUSTAINABLE DEVELOPMENT GOALS

The 2023 budget focuses on actions aimed at implementing the Pangu-led coalition vision.
These can be clearly linked to the internationally agreed Sustainable Development Goals.

In his address at the APEC 2022 conference the Prime Minister called for; APEC countries to
continue to usher a pathway for economic growth that is consistent with principles that
reconcile economic, environmental and social imperatives by prescribing economic growth
strategies that promote green growth and sustainable development. This call reinforces the
continuation of the prescriptions of the 2022 budget strategy and the alignment of
government’s fiscal policy with the Sustainable Development Goals (SDGs).

Goal 8, in particular is aimed at promoting sustained, inclusive and sustainable economic
growth, full and productive employment and decent work for all. The focus on SDG 8 is part
of the Pangu led government’s intention to shift development strategy toward greener, cleaner
and carbon reducing modalities of growth.

This shift continues also the paradigm shift advocated by PNG Vision-2050, DSP-2030, and
in particular StaRs to increase investments and actions in strategic assets to realize desired
socio-economic returns. It reinforces the government's commitment toward the long-term
budget repair and reconstruction strategy following the ten (10) principles of prudent fiscal
management. The nine strategic actions that will continue the Marape Governments
commitments to the implementation of Sustainable Development Goal (SDG) eight (8) are
presented in Table 2 below.

Table 2: Strategic Actions

Strategic Action

Policy initiatives

Sector Strategies & Related SDGs

Prudent, Responsible and
Sustainable Fiscal and
Monetary Regimes

- Internal Revenue Reforms
(MTRS);

Fair and equitable taxes
reduce concessions
eliminate tax holidays

- Monetary Policy Reforms
(MTDS);

- On-going Independent
Review of BPNG

- Affordable debt strategy &
repayments
Anti-Corruption legislation

Good Governance & Prudent
Management, Law and Justice

SDG 8 — Decent work and economic
growth,

SDG 16 — Peace, justice and strong
institutions

Economic Enablers —
Transport Infrastructure

Connect PNG Transport
Infrastructure Network
Economic Corridors
Provincial and District
Infrastructure

Enabling Infrastructure

SDG 8, SDG 9 — Industry innovation
and infrastructure, SDG 10 —
Reduce inequalities, SDG 11 —
Sustainable cities and communities,
SDG 12 — Responsible consumption
and production, SDG 13 — Climate
action

Economic Enablers —
Reliable and Efficient ICT &
Communications Network

ICT Policy
Communications Network
e-Commerce Platforms

Enabling Infrastructure

SDG 4 - Quality education, SDG 6 —
Clean water and sanitation, SDG 7 —
Affordable and clean energy, SDG
8, SDG 9

14



2023 National Budget, Volume 1

Economic Enablers — Clean
Renewable Energy and
Safe Water and Sanitation

Clean, Green Renewable
Energy

Clean, Safe Water and
Sanitation

Enabling Infrastructure
Climate Change
Urbanization and Industrialization

SDG 1- No poverty, SGG 2 — Zero
hunger, SDG 3- Good health and
well — being, 5 — Gender equality,
SDG 6, SDG 7, SDG 8, SDG 9,
SDG 13

Renewable Resources -
Enhance Revenue in
Increased Production,
Diversification and Value-
Addition

Increase production and
export revenue

Downstream Processing,
Value-addition, new markets
Economic and Livelihood
Diversification

Environment & Cultural Asset
Protection, Management and
Services

Local Labour Mobilisation,
skilled jobs and employment

Agriculture, Fisheries, Forestry,
Tourism, Manufacturing, Labour &
Employment

SDG 1, SGG 2, SDG 3, SDG 4,
SDG 5, SDG 7, SDG 8, SDG 9,
SDG 10, SDG 11, SDG 12, SDG 13,
SDG 14 - Life below water, SDG 15
— Life on land

Extractive Resources -
Enhance Benefits in local
business participation,
employment and
community and
environment services.

FID
National & Local Content
PPP, CSO,

Mining, Oil & Gas
Environment, Law and Social
Justice

SDG 5, SDG 7, SDG 8, SDG 9,
SDG 10, SDG 11, SDG 12, SDG 16
— Peace, justice and strong
institutions

Local Entrepreneurship —
MSME's, SME’s and
Commerce

MSME’s & SME’s, Local
Financial Institutions & Banks

Mining, Oil & Gas
Environment, Law and Social
Justice

SDG 5, SDG 8, SDG 9, SDG 10,
SDG 12, SDG 14, SDG 15, SDG 16

Education for Innovation,
Human Talent
Development, Labour
Mobilisation and
Employment

National Education Plan
STEM Curriculum and
School of Excellence
Human Talent Development
Labour mobilisation and
decent work for all

Education, Science, Technology,
Innovation and Human Resource

SDG 3, SDG 4, SDG 5, SDG 8§,
SDG 10

Women Empowerment &
Equality for All — Fight
against Anti-discrimination,
gender and ethnic violence,
domestic violence, family
and sexual violence, youth
empowerment.

Women Empowerment
Gender Equality
Anti-Discrimination
Youth empowerment

Community and Social
Empowerment and Justice

SDG 5, SDG 8, SDG 9, SDG 10,
SDG 16

14 SUMMARY

The Marape Government has embarked on a reform agenda that appears ambitious but is in
fact a responsible strategic response to the changing development circumstances of the
country. It is predicated on a vision statement that is deliberately audacious to awaken national
consciousness, hope and action to mobilise social and political capital for the future.

The reform program is guided by four interrelated core objectives that are interdependent in
relationship; Strong Economy, Connect PNG, Going Rural and Governance. The strong
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economy built on the back of a 13 fiscal consolidation plan seeks to prudently manage the
debt burden that the country is currently facing, and to bring it to surplus by 2027, and a capital
expenditure and formation strategy consistent with building PNG’s human and physical
capital. Guided by the fiscal consolidation plan and a prudent monetary policy, the
government will seek to invest in strategic enablers that can drive the growth of the economy
into one that is broad based, inclusive and robust with a strong rural centric growth strategy.
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CHAPTER 2: ECONOMIC DEVELOPMENTS AND
OUTLOOK

2.1 WORLD ECONOMIC GROWTH OUTLOOK
2.1.1 Overview

The global economy is undergoing a much more severe slowdown than previously anticipated
due to an inflation surge not seen in decades, tightening financial conditions in most regions,
Russia’s invasion of Ukraine, and the persistent COVID-19 pandemic, all of which, pose great
threats to the global economic growth prospects. The monetary and fiscal policy easing to
salvage the global economic activity from the pandemic-related impacts are now unwinding
as policy makers tighten settings to slow inflation. Global economic growth prospects in 2023
hinges on the results of monetary policy, the course of the war in Ukraine, and the possibility
of further pandemic-related demand and supply distortions.

PNG’s economic growth and outlook are not isolated from global developments, given its
exposure through primary commodities exports and high imports dependency for household
and capital goods. While PNG has benefitted from the historical highs in commaodity prices in
2022, growth has been impacted by high fuel prices and inflation, which eroded household’s
real income. Should this trend continue in 2023, it will adversely affect domestic revenue
collections and economic growth. Global freight rates and food prices have also directly
impacted domestic inflation via imported inflationary pressure. Notwithstanding the adverse
impacts from these global challenges, the PNG non-resource economy is expected to continue
its strong recovery from the 2020 COVID-19 situation, with a third year of real growth expected
at 4.5 per cent or above. Inflation forecasts also indicate that PNG’s overall inflation rate has
remained below historic averages and is expected to fall in 2023 and 2024.

21.2 Economic Activity

Global economic growth is projected at 3.2 per cent in 2022 and 2.7 per cent in 2023 — a
downward revision of 0.2 percentage points from the July World Economic Outlook (WEO)
forecast. The revision reflects the expectation that more than a third of the global economy
will contract in 2022 and 2023 as the three (3) largest economies — United States, European
Union, and China, continue to experience slowdowns in economic activity. The global
economic outlook anticipates the worse is yet to come, thus there is a possibility of recession
in 2023. Russia’s persistent attacks on Ukraine continues to destabilise the global economy
through the devastation of livelihoods and causing a severe energy and food crisis in Europe
which is negatively affecting living costs and economic activity. The elevated food prices
resulting from the war have caused hardships for low-income households world-wide,
especially for low-income countries. Stubborn and broadening inflation pressures have ignited
a swift tightening of monetary conditions, coupled with a stronger appreciation of the US Dollar
against most other currencies in the contest to cool off global demand and gradually tame
inflation. However, prices have continued to rise despite monetary policy tightening, thus
leaving policy makers anxious. China has confronted a fresh COVID-19 situation through its
zero-COVID policy involving repeated lockdowns and restrictions, coupled with a property
crisis, which have further deepened the drop in global demand.

2.1.3 Advanced Economies

Growth in the advanced economies is projected at 2.4 per centin 2022, 0.1 percentage points
weaker than the July WEO update. The downward revision is due to a downgrade to
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United States (US) growth — reflecting a real GDP contraction as deteriorating real disposable
incomes continue to depress consumer demand, and interest rate hikes crush spending on
residential investment. The Euro area growth revision is less severe than the United States as
Italy and Spain have seen a marginal recovery, especially in tourism-related services and
industrial production for the first half of 2022. However, both economies, including Germany
and France, are expecting growth to slow down towards the end of 2022 and start of 2023 as
the war in Ukraine continues. In 2023, the growth in advanced economies is expected to
plunge further to 1.1 per cent, a downward revision of 0.3 percentage points from the July
WEOQO update. This reflects the anticipated negative outcomes discussed above and the
downgrades are mostly focused in the United States and European economies.

Growth in the United States for 2022 is expected to be 1.6 per cent, with no growth on a fourth-
guarter on fourth-quarter basis before falling further to 1.0 per cent in 2023. The Euro area is
expected to experience a growth rate of 3.1 per cent in 2022 before declining to 0.5 per cent
in 2023. The 2022 growth forecast reflects positive growth in Spain and Italy which partially
offset the downgrades in France and Germany.

The United Kingdom is also expecting a slowdown as growth subsides from 3.6 per cent in
2022 to 0.3 per cent in 2023 — reflecting high inflation and tighter monetary policy which will
reduce consumer purchasing power and discourage consumption and business investment.
However, Japan is expected to experience growth of 1.7 per cent in 2022 before moderating
to 1.6 per cent in 2023 - mainly reflecting external factors through negative terms of trade and
inflation related divergence in consumption and wage growth.

2.1.4 Emerging Markets and Developing Economies

Growth in the Emerging Markets and Developing Economies (EMDES) is expected to decline
to 3.7 per centin 2022 and remain there in 2023, in contrast to further slowdowns expected in
advanced economies. The modest upgrade from the July forecast reflects a smaller than
expected contraction in European EMDEs. China’s growth for 2022 has been revised down to
3.2 per cent, reflecting renewed COVID-19 lockdowns and a property market crisis, before
rising to 4.4 per cent in 2023.

Growth in India is projected to be 0.6 percentage points lower than the July WEO forecast at
6.8 per centin 2022, reflecting a weaker than expected outturn in the second quarter and more
subdued external demand from China, the US, and the Euro area.

Beyond 2023 and over the medium term, global growth is projected to average around
3.2 per cent as the hostile shocks of 2022 are expected to have prolonged effects on output
thus casting a significant amount of uncertainty over the forecasts for global growth and
inflation. Advanced economies’ growth projections are expected to experience more negative
revisions than those for EMDES.
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Chart 1: World Economic Growth (1997-2027)
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2.1.5 Risks

Risks to the outlook continue to be on the downside and are expected to gain momentum
going forward as the global economy struggles with the impacts of the Russian invasion of
Ukraine, a slowdown in economic activity as central banks intensify efforts to calm inflation,
and the persistent pandemic spill-over effects.

Therefore, the global growth baseline forecast is subject to substantial uncertainty and further
slowdown if the following risks materialise:

policy mistakes (under or overtightening monetary policy) — due to mixed signals
from different economic regions and groupings, and the conditioning of policy actions
on incoming data could de-anchor inflationary expectations and further distort the
baseline forecast;

divergent policy paths and dollar strength — divergences in economic policies may
continue to contribute to US Dollar strength, which could create cross-border tensions
and increase debt repayments for dollar denominated loans;

inflationary forces persisting for longer — further blows to energy and food prices
could keep headline inflation for much longer than anticipated. Energy prices are and
will remain particularly sensitive to the course of the war in Ukraine and the potential
flaring up of other geopolitical conflicts;

widespread debt distress in vulnerable emerging markets — should inflation
remain elevated, further policy tightening in advanced economies may add pressure
to borrowing costs for emerging market and developing economies;

a resurgence of global health scares — the COVID-19 pandemic is still taking a
heavy toll on global supply chains and the workforce, resulting in prolonged
absenteeism, reduced productivity, and falling output. The evolution of more
aggressive and lethal coronavirus variants remains a risk for the global economy; and
fragmentation of the world economy hampering international cooperation — The
Russian invasion of Ukraine and fractured relations between Russia and many other
countries. New geopolitical tensions—in east Asia and elsewhere—are also becoming
more likely. Such tensions risk disrupting trade and eroding the pillars of multilateral
cooperation frameworks that took decades to build.
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2.1.6 World Inflation

High inflation has been felt globally since the beginning of 2022, driven by higher energy and
food prices as the spill over effects from the Russia-Ukraine war and supply-demand
imbalances emerged following the pandemic. The spike in consumer prices prompted a rapid
shift in policy stance among central banks to reverse previous monetary easing. The hawkish
monetary tightening in advanced economies, led by the Federal Reserve, triggered streams
of capital outflow from emerging economies and caused a sharp appreciation of the US Dollar
against most currencies. China’s zero-COVID policy further weighed on global inflation as
continued border lockdowns and movement restrictions domestically strained global supply
chains.

In the advanced economies, inflation is projected to rise substantially to 7.2 per cent in 2022,
4.1 percentage points higher than the 2021 outcome and 0.6 percentage points higher than
the July WEO update. Inflation is expected to ease to 4.4 per cent in 2023.

Chart 2: World Inflation (per cent Growth)
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Inflation in the Emerging Markets and Developing Economies (EMDES) is projected to
increase significantly by 9.9 per cent in 2022, 4.0 percentage points higher than the 2021
outcome before subsiding to 8.1 per cent in 2023.

Slower global economic growth and weaker demand in China have helped to ease the
pressure on energy prices. However, potential punitive supply cuts from Russia and
underinvestment in the oil and gas extraction sector could escalate the situation and
accelerate price growth. Countries with high dependency on energy imports such as Papua
New Guinea will feel higher inflationary effects in 2022 and 2023 in the event that energy
prices remain elevated. This in turn, is expected to increase inflationary pressures and
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undermine economic growth unless policy measures are undertaken to relieve this pressure
such as PNG’s Household Assistance Packages in 2022 and 2023.

Higher interest rates in many key economies are expected to reduce inflationary pressures
through lower demand as borrowing cost becomes more expensive and asset price declines.

Upside risk to inflation includes the uncertainty in Russia-Ukraine war that might possibly lead
to further supply cuts and extension of the sanctions on imports from Russia. The downside
risks are extensive monetary policy tightening and weaker demand.

2.1.7 Agriculture Commodities

Prices for PNG’s key agricultural export commodities were trading higher in the first half of
2022, but have somewhat moderated in the third quarter reflecting turbulent conditions in the
global economy. The rally in prices were driven by tight market supply due to hostile weather
conditions and the COVID-19 related supply disruptions in 2021 — coupled with a fresh shock
to the global supply chains and trade links as Russia invaded Ukraine in March 2022. This
further squeezed market supply and drove prices to multi-year highs in the first half of 2022.

Demand remained elevated from mid-2021 to 2022 due to faster than expected post COVID
recovery. However, the emergence of a global inflation prompted a globally synchronized
monetary policy tightening, together with a fresh COVID-19 situation in China has depressed
household consumption and spending across regions, thus reversing demand below pre-
COVID levels. Uncertainty surrounding commaodity prices is expected going forward as the
global economy struggles to address the current situation and the headwinds ahead.

Coffee

Coffee prices have consistently experienced new multi-year highs since 2021 and into the first
half of 2022. The 2022 September quarter prices averaged around US$6,818.7 per tonne,
48.0 per cent above the budget price, and 50.0 per cent higher than a year ago.

The surge in coffee prices has been driven by the increasing post-COVID demand and limited
supply from Brazil (world’s top coffee producer), coupled with supply chain disruptions. The
inadequate supply from Brazil reflects production deficits due to an extreme frost that
adversely affected the country’s coffee producing regions. In addition, the reopening of
restaurants, cafes, and shops after COVID-19 has boosted the consumption of the world’s
favourite hot beverage to historical highs since late 2021. However, since reaching a new
decade high in February 2022, the price of Arabica beans has moderated due to the global
inflation surge reducing household consumption and spending, coupled with the supply boost
from major producers after experiencing unfavourable weather conditions.

In 2022, prices are projected to average US$5,804.3 per tonne, 2.9 per cent lower than the
2022 MYEFO projection and 26.0 per cent higher than 2022 Budget estimate.

Looking ahead, prices face a downside risk as concerns about a recession and monetary
policy tightening across regions are expected to dent demand. On the supply side, production
from Brazil is expected to recover together with ample supply from other major producing
countries as favourable weather supports production. Prices are expected to fall due to robust
supply coupled with weak demand. Therefore, the coffee price assumption underpinning the
2023 Budget is projected to average around US$5,445.0 per tonne.
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Cocoa

Cocoa prices have been trending on the low side after reaching multi-year highs in 2021 as
demand bounced back following the easing of COVID-19 restrictions, especially in the US and
Europe (major consumers), as cocoa based products — mainly chocolate consumption
increased thus lifting prices upwards. Unfavourable weather conditions impacted market
supply which further supported prices. The price rally however, stumbled in February 2022 as
improved supply from the world’s two major producers (Ilvory Coast and Ghana) entered the
market as weather conditions improved.

On the demand side, surging global inflation and tightening of monetary policy amid recession
fear, has capped consumption allowing prices to retreat from their highs as demand subsided
since February.

Prices for 2022 are projected to average around US$2,383.3 per tonne in 2022, 3.0 per cent
and 7.4 per cent lower than the 2022 MYEFO and 2022 Budget respectively.

In 2023, amid the mixed market sentiments - prices are expected to decline further as demand
remain weak and supply improves. The 2023 Budget projects cocoa price to average around
US$2,285.0 per tonne.

Palm Oil

The palm oil price maintained its rally in 2021 and soared to fresh highs in the first half of 2022
as production plunged in Malaysia, (World’s second largest palm oil producer) due to labour
shortages, coupled with supply disruptions of substitutes like sunflower seed oil from
producers in Russia and Ukraine. Up to September, prices averaged around
US$1,211.6 per tonne, a gain of 27.0 per cent compare to the same period in 2021. Bolstering
the price rally further was the supply disruption from Indonesia due to brief ban on its palm oll
exports in an attempt to address its domestic price hikes, complemented by a drought in Latin
America which reduced soybean output.

However, prices began to slow down in late June as Indonesia reversed its export ban and
Malaysia ramped up production — resulting in excess inventories. Furthermore, the
post-COVID demand from 2021 abated as the global inflation surge reduced household
consumption of palm oil-based products.

In 2022, prices are projected to average US$1,131.2 per tonne, 2.2 per cent higher than the
2022 MYEFO price projection as the major producers (Indonesia and Malaysia) attempt to
clear their respective warehouse inventories to house the expected increased production for
the next harvest season.

In 2023, the palm oil price is expected to fall further as excess supply coupled with weak
demand continues. Therefore, the palm oil price assumption for the 2023 Budget is projected
to average around US$896.0 per tonne.

Copra QOil

The copra oil price is on a marginal decline after reaching a high in the first half of the year.
This was driven by the increased demand for coconut oil usage in the health, cooking, and
cosmetic industries arising from the release of pent-up demand following the easing of COVID
restrictions. On the supply side, production from the top producer, the Philippines, has been
constrained due to pandemic-related restrictions on labour input and aging palm trees.

In recent months, prices have been supressed by the severe downgrade in consumer
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purchasing power as a result of the broad-based global inflation. In addition, the excess supply
of copra oil in the market has pushed price further down as the weak demand could not
accommodate the excess supply. However, the price fall is minimal compared to the same
period in 2021. Coinciding with these developments, prices are expected to average around
US$1,588.0 per tonne in 2022, 14.0 per cent higher than the 2022 MYEFO price projections.

The copra oil assumption for the 2023 Budget is projected to average around the same level
from 2022 at US$1,588.0 per tonne.

Chart 3: Price Index of Palm Oil & Coffee Chart 4: Price Index of Copra & Cocoa
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Dwindling demand, coupled with boosted supply are anticipated to keep prices for most
agricultural commodities down over the remainder of 2022 and beyond. Reflecting these
developments, the majority of the PNG’s key agricultural export prices are expected to be
below the high prices of 2021 and early 2022, although generally higher than the pre-COVID-
19 prices.

2.1.8 Mineral and Petroleum Commodities

Developments in the global economy continue to dictate the price trends for PNG’s petroleum
and mineral export commodities. Global economic activity has experienced extreme
challenges since the first quarter of 2022, following the two years of successive pandemic
induced downturns. As a result, the global market for commodities has been disrupted from
both the demand and supply fronts and thus prices for PNG’s mineral and petroleum export
commodities have been undergoing rigorous price volatility not seen in decades.

All mineral and petroleum export commodities reached multi-year highs in the first quarter of
2022 due to the supply disruption caused by the Russia-Ukraine war and the related
international sanctions on Russia. However, global demand for commaodities subsided in the
second quarter as battle against the surging global inflation across regions gained momentum
— coupled with fresh COVID-19 lockdowns in China which suppressed the extension of post
COVID demand in 2022. Following the release of the 2022 MYEFO report in July, prices for
PNG’s petroleum and mineral export commodities began to fall from their first quarter peaks
as global demand diminished due to reduced spending and consumption resulting from tighter
monetary policy actions across the globe. In addition, post-COVID production and supply
chain recoveries — coupled with a fresh blow from the Russia-Ukraine war, further amplified
price instability as the global economy encountered new demand side turbulences.

All mineral and petroleum commodity prices have been revised down except for Gold and

Nickel in line with the prevailing conditions. Gold and Nickel remained buoyant against the
weak market demand and price falls. Ongoing interest rate hikes, the slowdown in China, and
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fears of recession are expected to further reduce demand for PNG’s main export commodities.

Chart 5: IMF All Commodity Price Index Chart 6: PNG Export Commodity Price
Index
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The Bank of Papua New Guinea’s (BPNG) Export Price Index increased by 5.4 per cent in the
first half of 2022 compared to the same period in 2021, reflecting increase in most commodity
prices. Recent data show the price of oil fell sharply, with WTI averaging US$92.0 per barrel
in the September quarter, 15.4 per cent below their June quarter highs. Copper has also come
down sharply by 19.0 per cent in the September quarter (quarter on quarter) while gold
retreated below US$1,700.0 an ounce in mid-September. On agriculture commodities, almost
all prices have decreased driven by lower demand and improved supply.

Liquefied Natural Gas (LNG)

The LNG price assumption is linked to the Asian LNG market price benchmark given LNG’s
main exports markets are in Asia. Almost 75.0 per cent of the LNG traded in the Asian market
is sold on long-term contracts which links the price of LNG to the price of crude oil (commonly
the Japanese Customs-cleared Crude (JCC) price) with a lag of several months.

Therefore, the oil price is used as an indicator in tracking trends in the LNG price and making
informed projections complemented by the publicly released LNG price estimates by the World
Bank, Petroleum Association of Japan, and Japanese Customs.

Over the year to September 2022, LNG prices have increased sharply reflecting the earlier
peaks in crude oil prices. Prices averaged around US$17.5 per MMBtu, 82.3 per cent above
the corresponding period in 2021. The main driver for the price rally in the first quarter of 2022
was the supply shock which hit the market after Russia attacked Ukraine on 24 February,
2022. The price rise was further supported by export bans from Russia as countries — such as
the US and European nations — mounted campaigns against Russia’s invasion of Ukraine.

Prices, however, moderated briefly in the first half of 2022 and rebounded again in July as
Russian supplies were further reduced. The fall in supply was exacerbated by additional
disruptions to large Russian gas suppliers. These supply issues, coupled with a fear of
increased winter demand for gas, consequently saw natural gas prices in Europe surge by
more than 30.0 per cent.
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On the demand side, the slowdown in China coupled with the global economic slowdown and
recession fears have moderately capped the price hikes driven by the supply shocks.
However, an expected winter demand and further supply cuts from Russia pose an upside
risk for prices going forward.

With these developments, the LNG price is expected to average around US$14.6 per MMBtu
in 2022, up from US$10.8 per MMBtu recorded in 2021. Looking ahead into 2023, the LNG
price is projected to fall to US$12.8 per MMBtu.

Chart 7: Liquefied Natural Gas Price
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Crude Oill

Oil prices have increased sharply throughout the first quarter of 2022 and sustained its rise
into the second quarter of 2022 (see Chart 8). However, prices have also experienced extreme
fluctuations in the third quarter with diverging factors dragging the oil price in different
directions. Conflicting supply-and-demand factors have increased the uncertainty for the oil
price forecast going forward.

Oil prices averaged US$92.0 per barrel in September quarter, 30.0 per cent higher than the
corresponding period and 54.0 percent above the 2022 Budget estimate of
US$64.0 per barrel.

During the first half of 2022, the crude oil market was hit hard by the Russia-Ukraine conflict,
causing more severe supply disruptions accompanied by a surge in global inflation and fears
of a possible global recession. Prices have reached historical highs above the
US$100.0 per barrel territory in the first quarter of 2022.

The price rally was short lived and dropped below US$100.0 per barrel amid worries over
demand as China — the world’s largest oil importer — implemented further COVID-19
lockdowns, complemented by an economic downturn, which saw demand subsiding. In
addition, the interest rate hikes aimed at fighting global inflation and rising recession fears in
the US and Europe have discouraged prices from rising further. The downtrend in prices was
again short-lived as tight global supply continued to impact the oil market due to additional
bans on Russian oil as other major oil importers joined the US in the campaign against Russia
to cease its attack on Ukraine as part of a wider international sanctions on Russia. This caused
the price to reach another high in June before losing its gains.
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The aggressive sanctions against Russian oil exports pose an upside risk for prices as further
bans on Russian oil could ignite another price rally above US$100.0 per barrel. However, the
persistent downtrend in global demand due to surging inflation, shrinking financial conditions,
the slowdown in China, and fears of a global recession pose significant downside risks.

Considering these developments, the price assumption towards the end of the year anticipates
both the supply and demand mismatches to balance out, and prices are expected to average
US$95.0 per barrel in 2022, which is still 48.0 per cent above the Budget estimate and
somewhat less optimistic compared to the first quarter levels.

Chart 8: Crude Oil Price Chart 9: Crude Oil Price against Stock
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Looking beyond to 2023, the volatility in the oil market due to demand concerns and
multi-directional supply factors are expected to balance out towards the first half of 2023.

Considering these developments, the oil price assumption underpinning the 2023 Budget is
projected to average around US$82.5 per barrel.

Copper

Copper prices performed well and beyond expectations in 2021 and sustained their rally into
the first quarter of 2022 as the post COVID demand recoveries saw prices reaching record
highs. However, prices declined by more than US$1,000.0 a tonne across the month of June
after exceeding the US$10,500.0 per metric tonne threshold in March as the red metal
encountered severe macro headwinds in the second and third quarter.

On the supply side, disruptions in major copper producing countries, especially Chile and
Peru, coupled with the uncertainty on the start-up of some large-scale projects, signalled an
upside risk for prices. Over the year to September, copper prices averaged around
US$9,078.0 per tonne, which is 1.2 per cent lower than the US$9,186.2 per tonne recorded in
the same period of 2021.

Looking ahead, prices are expected to drift lower than the 2021 and 2022 first quarter levels -
as the strong macro headwinds subdue demand. This is expected to more than offset the
impacts of supply disruptions, thus leaving copper prices to be mainly driven by demand
towards the end of 2022.

Considering these developments, the copper price forecast for 2022 has been revised down

to US$8,811.0 per tonne, 4.0 per cent lower than the 2022 MYEFO price forecast and
3.0 per cent below its 2022 Budget estimate prices.
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Chart 10: Copper Price Chart 11: Copper Price against Stock
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In 2023, both supply and demand factors are expected to gain momentum which pose a higher
level of uncertainty in the copper market. Balancing these factors, the copper price assumption
underpinning the 2023 Budget is projected to average around US$7,910.0 per tonne, which is
lower than previous levels.

Gold

Gold prices fell after reaching a peak in March 2022, driven by the interest rate hikes from the
U.S. Federal Reserve Bank and European central banks, among others, to combat the surging
inflationary pressures.

Up to September 2022, gold prices averaged US$1,825.0 per ounce, 1.4 per cent higher than
average prices of the corresponding period last year. Gold prices are expected to remain
slightly higher for the remainder of 2022.

Against this backdrop, the gold price is projected to average around US$1,816.0 per ounce in
2022, arise of 1.5 per cent from the 2022 Budget estimate.
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Chart 12: Gold Price
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In 2023, gold price is expected to fall further due to continued interest rate hikes and US dollar
strengthening. Offsetting the downward price pressures will be rising demand for gold as a
safe haven asset, particularly in the face of the ongoing Russia-Ukraine war, global recession
fears, unexpected geopolitical tensions, and further possible COVID-19 related shocks.

Given current market sentiments, most factors are likely to push the gold price to the
downside. Against this backdrop, the gold price assumption for the 2023 Budget is being
projected at US$1,812.0 per ounce.

2.2 EXCHANGE RATE DEVELOPMENTS

As global inflation soared to a multi-decade high in 2022, central banks around the world have
rapidly lifted policy rates to combat inflation. Most notably, the US Federal Reserve has raised
interest rates aggressively by three percentage points since early 2022 to a 14-year high, and
communicated that further rises are likely. Tighter financial conditions and fears of a global
recession have prompted capital outflows from emerging markets and developing economies,
and subsequently fuelled the appreciation of US Dollar (USD) against other major currencies.

Since January 2022, the Kina depreciated against the USD by 0.4 per cent, while it
appreciated against the Australian Dollar (AUD) by 12.0 per cent. The appreciation of the Kina
against the AUD was largely driven by cross-currency movements as the AUD, along with
other major currencies, weakened against the USD. Furthermore, the Kina received a further
boost from streams of large foreign exchange (FX) inflows during the year, stemming from
windfall revenues from favourable commodity prices as well as international support financing
the budget.
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Chart 13: Exchange Rate Developments Chart 14: Trade Weighted Index
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As a result, PNG’s Trade Weighted Index (TWI) rose sharply by 11.0 per cent in 2022,
reflecting the appreciation of the Kina against currencies of its key trading partners such as
the AUD, Singaporean Dollar, Chinese Yuan, Japanese Yen and the Malaysian Ringgit
amongst others (Chart 14). Adjusting for inflation differentials across key trading partners’
currencies, PNG'’s real effective exchange rate (REER) increased by 5.0 per cent in 2022, the
highest level since 2015. This is contrary to the REER depreciation trend witnessed in 2021
(see Chart 15).

According to BPNG’s 2022 September Monetary Policy Statement, Foreign Exchange (FX)
inflows up to August 2022 totalled K12,710.4 (US$3,609.8) million, of which K4,252.0 million
came from the resource sector, K3,591.0 million from the AFF sector and K2,783.3 million
from LNG taxes. An outflow of US$4,156.7 million (K14,636.2 million) was recorded, resulting
in a net FX outflow of US$546.9 million (K1,925.8 million).

Despite the improvement in FX inflows and international reserves (US$3,300.6 million or
K11,621.8 million as of 30" September 2022) providing cover of up to 9.2 months of total
imports and 16.3 months of non-mineral imports, there are still reports of FX imbalances in
the market, a common phenomenon since mid-2014 when BPNG policy moved away from a
market based exchange rate. In fact, anecdotal evidence suggests that FX conditions have
worsened, with some waiting up to eight weeks for orders to be filled. The FX issue remains
the key impediment to business according to PNG’s two (2) largest Chamber of Commerce.

The longer waiting time could be attributed to the new compliance measures introduced by
BPNG to all Authorised Foreign Exchange Dealers (AFEDSs) in July 2022. The measure was
aimed at improving and enhancing due diligence processes to ensure FX orders are genuine
and supported with relevant and necessary documentation.

Another contributing factor for the long waiting time could be due to the stance taken by the
BPNG in managing its foreign reserves. PNG has accumulated significant foreign reserves in
recent years, but the inflow was primarily driven by the Government's external budget
financing loans, instead of structural improvements in foreign direct investment environment
or non-resource exports. BPNG viewed such developments as unfavourable, and its regular
intervention in the FX market as unsustainable as the gains in foreign reserves are essentially
pre-committed external debt servicing in the medium-term. This has resulted in BPNG
accumulating more foreign reserves, with an import cover ratio higher than its regional peers.
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The Treasury monitors the developments in the FX market closely and acknowledges the
market distortion induced by long waiting times. It continues to work with BPNG to address
the ongoing FX imbalances.

Chart 15: Real and Nominal Effective Exchange Rates (REER and NEER), 2010 = 100
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2.3 DOMESTIC ECONOMIC DEVELOPMENTS AND OUTLOOK
2.3.1 Summary of Developments in 2022 and Outlook

The non-resource sector, as a whole, is expected to grow by 4.5 per cent, 0.1 percentage and
1.0 per cent point higher than the 2022 MYEFO and 2022 Budget estimates, respectively.
Growth in the non-resource sector was revised up to reflect stronger performance recorded in
the Business Liaison Sectors (BLS) of the economy, spurred by the election related spending
and the resumption of business activities. Despite this, the growth of Agriculture, Forestry, and
Fisheries (AFF) sector was revised to 2.1 per cent, down by 0.4 and 0.8 percentage point than
the 2022 MYEFO and 2022 Budget estimates, respectively. The downgrade in the AFF sector
growth was to account for the impact of prolonged election-related violence in the Highlands
region on the informal agriculture sector.

Growth in the resource sector is underpinned by a favourable performance in the mining and
guarrying sector, which recorded a 13.5 per cent growth in 2022. While Porgera continues to
remain closed, major mines such as Ok Tedi, Lihir and Simberi have recovered strongly from
the production disruptions in 2021. The Oil and Gas sector is on track to experience positive
real growth in 2022 of 1.4 per cent. This relatively lacklustre performance is attributed to a
steep decline in Condensate production from the Hides gas field in spite of higher LNG
production.

Combined for GDP, following the opening of international borders and easing of movement
restrictions, the PNG economy is expected to rebound in 2022 with a real growth of
4.6 per cent, supported by a broad-based recovery and low base effect in 2021. The latest
growth estimate is 0.1 and 0.8 percentage points lower than the 2022 MYEFO estimate and
the 2022 Budget, respectively, due to weaker performance in the Agriculture, Forestry and
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Fisheries (AFF) and Oil and Gas sectors. Despite the slight downgrade from 2022 MYEFO,
the overall growth is a marked improvement from the 2021 growth estimates of 0.1 per cent!
and a contraction of 3.2 per cent in 2020.

In 2023, the economy is expected to grow at 4.0 per cent, 0.5 percentage point lower than
2022 MYEFO estimate. The downgrade was attributed to a significant decline in the Oil and
Gas sector (-7.2 per cent) as PNG LNG revised its LNG production down to its nameplate
capacity for 2023 and outer years. Nevertheless, overall growth is expected to remain robust,
supported by the resumption of Porgera mine and strong domestic demand.

Over the medium-term, PNG’s overall growth is expected to moderate at 3.8 per cent.
Medium-term growth is expected to be supported by the non-resource sector as the resource
sector is projected to remain stagnant in the outer years as most resource projects are
expecting to produce at their respective nameplate capacity. The non-resource sector is
projected to reach 5.0 per cent growth in 2027, driven by the Government’'s broad-based
inclusive growth agenda, which includes empowering Small Medium Enterprises (SME),
improving connectivity/access to markets through the Connect PNG initiative, reducing public
sector arrears and SOE reforms as well as strengthening the ease of doing business through
series of structural reforms in the economy.

2.3.2 2022 Domestic Economic Update

The domestic economy is estimated to grow by 4.6 per cent in 2022, down by 0.1 percentage
points from the 2022 MYEFO estimate of 4.7 per cent. This is mainly driven by weaker than
expected performance in the Oil and Gas and AFF sectors.

In 2022, the Oil and Gas sector is estimated to grow modestly by 1.4 per cent compared to
the 2.7 per cent estimated at the 2022 MYEFO. Low growth in the sector was attributed to a
33.0 per cent decline in Condensate production in 2022, although the shortfall is offset by
higher LNG production than its nameplate capacity of 8.3 million tonnes per year. Mining and
Quarrying sector is estimated to grow strongly by 13.5 per cent in 2022, up from 12.9 per cent
at 2022 MYEFO. Increased gold production from Ok Tedi, Hidden Valley, and Kainantu
together offset the slight decline in Ok Tedi’s copper and Ramu Nickel’s cobalt productions.

Overall, the resource sector is estimated to grow by 4.8 per cent, 0.9 percentage point lower
than the 2022 MYEFO estimate.

12022 MYEFO estimated 2021 growth to be 0.3 per cent, however, growth is now estimated at 0.1 per cent reflecting the National
Statistical Office (NSO) 2020 GDP actuals base effect. The real and nominal GDP estimates for the 2023 Budget are built on the
recently released 2020 actual GDP statistics published by the NSO on 4™ November 2022.
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Chart 16: Real Economic Growth (2019-2027)
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Growth in the non-resource sector in 2022 is estimated at 4.5 per cent, 0.1 and 1.2 percentage
point higher than the 2022 MYEFO and 2022 Budget, respectively. The improved growth
outcome reflects increased economic activities in the Business Liaison Sectors (BLS) of the
economy, aided by stronger than expected recovery in the private sector and increased
election related spending.

The AFF sector is estimated to grow by 2.1 per cent, slightly lower than the 2.5 per cent
estimated at MYEFO due to lower coffee output (down 6.4 per cent). The lower output is due
mainly to election related activities and violence in the Highlands region (impacting farmers
availability to attend to coffee and domestic farming), coupled with delays in funding the
Freight Subsidy Scheme (FSS) in the first three months of 2022.

However, other BLS sectors grew higher to offset moderate growth in the AFF sector, which
include Public Administration and Defense, real estate, wholesale and retail trade, and
information and communication sectors. Growth in these sectors have benefited from
increased Government spending and surge in private consumption associated with the 2022
National Election.

2.4 2023 Economic Outlook

In 2023, the PNG economy is expected to grow by 4.0 per cent, of which, the non-resource
and resource sectors are set to increase by 4.6 per cent and 2.0 per cent, respectively.

The non-resource sector’s performance will be underpinned by:

2 FSSis a CIC program funded by the Government to move coffee from rural areas not accessible by road to markets, and has been in place since
2010. In the 2022 Budget, the Government allocated K4.0m for the program, however, there was a delay in funding the program in the first quarter of
2022, consequently reducing coffee production and exports.
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AFF sector is projected to grow by 4.0 per cent in 2023. This growth is driven by a
rebound in AFF sector production including increased output of coffee (up
19.5 per cent), cocoa (up 15.4 per cent), logs (up 7.1 per cent), and domestic
farming, following production disruptions due to election related violence in the
highlands and slower growth in China affecting log exports.

Cocoa production is expected to be boosted by the maturing of over 2.0 million
cocoa trees planted four years ago and the continued rollout of the remote cocoa
freight subsidy program.

3.5 per cent growth in the Real Estate sector, supported by continued urbanisation
and improved labour mobility as COVID-19 restrictions ease.

3.3 per cent growth in Transport and Storage. The re-opening of Porgera mine and
international borders are anticipated to generate extra activities for trucking and
logistic sector.

3.0 per cent growth in the construction sector. The K1.4 billion PNG Ports maritime
port infrastructure development and the Government’s Connect PNG projects are
expected to provide stimulus to the construction sector in 2023 and beyond.

Chart 17: Contribution to Growth by Sectors, 2022 and 2023
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Details of the growth in the AFF sector in 2023 are as follows:

Coffee production is projected to increase by 19.5 per cent, aided by normalisation in
production. Despite 2022 being a good year for coffee, challenges faced by the industry
include: aging of coffee trees in the smallholder and plantation sectors; breakdown in
rural infrastructure; increase in lawlessness; the continual threat of quality problems;
possible shortage of land and labour; and threat of major pests and diseases.
Production over the medium term is expected to face downside risks. The COVID-19
Pandemic and its workings as a non-tariff barrier inadvertently propped up prices
through stock/inventory shortages in consuming/importing countries. Another possible
short-term downward pressure on production is decreased prices for farmers as buyers
or exporters factor the increased fuel and freight costs into their pricing, as lower prices
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reduce the incentive for farmers to increase production. Delays in funding the CIC FSS
could also reduce coffee production and exports.

e Cocoa production is projected to increase by 15.4 per cent, and 12 per cent on
average annually over the medium term (2024-2027) due to a huge demand for hybrid
clones, and the setup of satellite nurseries in different cocoa growing districts, LLGS,
and wards. The National Government has set an annual 10.0 per cent target increase
in production for the overall agriculture sector in the next three (3) years up to 2024. In
line with this target, the cocoa industry has come up with its own projection of a
12.0 per cent annual increase for the next five (5) years. A total of over 2 million cocoa
trees have already been planted over the past four years under the Cocoa Board's
District Nursery program. Planting is continuing, with a target of 1 million cocoa trees
per district in the years ahead. Other lead partners like Agmark, Outspan PNG, and
the World Bank (PPAP — Cocoa Component) have also run parallel nursery and
planting programs to complement the Cocoa Board's main nursery program. The
PPAP cocoa component has also planted over 4 million cocoa trees since 2012. In
addition, the remote cocoa freight subsidy program, which is viewed as a marketing
program, has provided a pull effect on production in the past few years and is expected
to increase production in the next three years.

Growth in the Mining and Quarrying sector is projected to grow strongly by 23.4 per cent in
2023, reflecting the resumption of the Porgera mine in the second quarter of 2023 since the
shut-down in April 2020. In addition, production from the Ok Tedi mine is expected to increase
as a result of better access to high grade ores (impact of the new Crusher).

The Oil and Gas sector, however, is projected to contract by -7.2 per cent in 2023. This is due
to a substantial downgrade in condensate and LNG production, as PNG LNG envisages
producing below its nameplate capacity, a level that is lower than its 2022 production level.
The contraction in the Oil and Gas sector is expected to be offset by growth in the Mining and
Quarrying sector, resulting in an overall 2.0 per cent resource sector growth.

2.4.1 Medium Term Outlook (2024-2027)

Over the medium-term, the non-resource PNG economy (where most people in PNG earn
their livelihoods) is expected to grow at an annual average rate of 4.8 per cent. The positive
outlook is in line with the Government’s plan to drive a broad-based inclusive growth agenda
with strong emphasis on SMEs, infrastructure connectivity, and structural reforms to ease
business constraints.

Growth in non-resource sector is supported by AFF. This growth reflects the full recovery of
the economy as restrictions on the movement of labor across domestic and international
borders are removed over the medium term. However, its performance also hinges on the
developments in the global commodity markets. Changes in prices could pose a risk to PNG’s
production as PNG is a small open economy and price taker.

The Government’s ‘Connect PNG’ policy is expected to facilitate greater development on the
AFF sector with road linkages to cocoa, coffee, and copra plantations that will prove cost
efficient for farmers to retain more proceeds. The continued rollout of the PNG Cocoa Board’s
major projects such as the nursery project will continue to support growth and development in
the cocoa industry. Palm oil production is anticipated to increase over the medium-term, aided
by the removal of border restrictions that will facilitate the mobility of specialized labor. This,
coupled with the anticipated ramping-up of the Markham Farming Company Limited
production, palm oil production over the medium-term is expected to remain high, contributing
strongly to the AFF sector’s growth.
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The Transport and Storage, Accommodation and Food services, Manufacturing and
Wholesale and Retail sectors are expected to recover and grow strongly over the medium
term as the recovery of the global economy is expected to improve global supply lines and
see much freer flow of trade and labour mobility.

Growth in the Electricity, Gas and Air-conditioning sector over the medium term is driven by
the operations of Dirio Gas-based 45 Megawatts (MW) power plant and NiuPower Gas-based
10 MW power plant, and the PNG Energy Utility Performance and Reliability Improvement
Project that aims to improve, rehabilitate, and upgrade infrastructure on the Port Moresby,
Gazelle, and Ramu Grids owned by PNG Power.

The Government over the medium term will continue its efforts to encourage downstream
processing of resources and strengthen its compliance reforms aimed at increasing revenue,
supported by financial sector reforms focused on encouraging international trade and reducing
foreign exchange imbalances.

On the resource sector, Mining and Quarrying sector is projected to grow by 3.3 per cent in
2024 driven by the full-year of production from the Porgera mine, and supported by the
expectation of higher production from Ok Tedi due to access to high-grade ore. However, the
sector is projected to slow down over the medium term, with a lackluster growth of 1.4 per cent
in 2025, before plateauing in 2026-27. This projected growth profile is underpinned by an
expected flattening in output on the assumption that mines are maturing.

Similarly, the Oil and Gas sector is projected to contract by 0.1 per cent in 2024 and
0.4 per cent in 2025 before remaining stagnant for the outer years as PNG LNG moves
towards producing at its nameplate capacity.

The outlook in the resource sector does not capture the pipeline projects such as the Wafi-
Golpu and Papua LNG project. The pipeline projects will be captured once they reach the final
investment stages and Final Investment Decisions (FID) are confirmed. This forecasting
assumption is in line with best international practice.

Chart 18: Drivers of total real GDP growth 2020-2027
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2.5 LABOUR MARKET

Total employment in the formal private sector improved in 2022 due to fresh recruitment in
both mineral and non-mineral sectors as business operations and activities ramped up
production targets to cater for post-COVID demand and spending. According to the BPNG’s
provisional employment statistics for June quarter 2022, total employment increased by
3.7 per cent (See Chart 19) through the year from June 2021 to June 2022 driven by an
increase in the mineral sector by 7.4 per cent and non-mineral sector by 3.2 per cent.

The increase in the mineral sector largely reflects the rise in new recruitment due to increased
production and activities by mineral companies, driven by the resumption of operations
following the removal of COVID-19 restrictions in late 2021 and increased prices and demand
in the first half of 2022. Annual employment growth increased by 7.4 per cent compared with
a decline of 19.3 per cent in the corresponding period.

Over the year to June, employment in the non-mineral sector increased by 3.7 per cent
compared to a decline of 1.9 per cent during the corresponding period, reflecting increased
business activity in the Building and Construction, Transportation, Manufacturing, Finance,
Business and other Services. These increases more than offset the fall in employment from
other non-mining sectors (See Chart 20).

However, the non-mineral sectors that reported declines in employment during the same
period were the Wholesale, Retail and the Agriculture, Forestry and Fisheries sectors due to
seasonal cost cutting measures from firms given increased operational costs and election
related disruptions (See Chart 21).

Chart 19: Employment Index Chart 20: Total Employment Growth
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Chart 21: Mining & Non-Mining Employment Chart 22: Industrial Employment
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2.5.1 Nominal Salary and Wages

The last Minimum Wage Board (MWB) Determination was in July 2016 that remains in effect,
with the nominal salary and wages index in PNG set at K140.8 per week.

The MWB Determination in July 2016 was the third and final phase of an increase to the
minimum wage hourly rate with the rate increasing to K3.50 per hour from K3.36 per hour in
July 2015 and K3.20 per hour in July 2014. This increase was to accommodate inflationary
pressures on minimum wage earners’ income since the last determination.

According to the Department of Labour and Industrial Relations, the new rate of
K3.50 per hour (or K140.80 per week) will remain in operation until superseded by a new

Determination. There are reports that some employers are not using these minimum wage
rate determinations.
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Chart 23: Wages Index
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2.6 MONETARY DEVELOPMENTS

The Bank of PNG (BPNG) tightened its policy stance by increasing the KFR by 25 basis point
to 3.25 per centin July 2022, as its policy response to curtail inflation and liquidity. The change
in monetary policy stance has very little influence over the market interest rates due to excess
liquidity in the financial and banking system.

Money supply in the first half of 2022 increased by 17.2 per cent to an average of
K28,833.9 million, compared with an average of K24,598.1 million over the same period last
year, as net domestic borrowing by the government and net earnings from foreign assets
increased by 15.1 per cent and 6.3 per cent respectively.

Chart 24: Money Supply (Kina Million)
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According to the BPNG’s 2022 September Monetary Policy Statement (MPS), the broad
money supply is projected to grow by 13.7 per cent in 2022, down from 14.7 per cent growth
forecast in the March 2022 MPS. Growth in the money supply is driven by increases in Net
Foreign Assets (NFA) (50.8 per cent) and Net Domestic Assets (NDA) (8.6 per cent),
respectively.

The increase in net claims on Central Government reflects continued issuance of Government
debt securities, while growth in the Private Sector Credit is associated with a pick-up in
economic activity. In line with these developments and projections, the growth in the monetary
base was revised up to 7.5 per cent, compared with the 6.6 per cent growth rate forecast in
the March 2022 MPS.

2.7 CONSUMER PRICE INDEX

2.7.1 2022 Inflation Update

Headline inflation reached 6.1 per cent in the first quarter of 2022, then eased back to
5.5 per cent in the second quarter 2022. The underlying or core inflation, which excludes
seasonal food, energy, and volatile items, also decreased slightly by 0.4 percentage point in
the second quarter of 2022 following a spike of 1.0 percentage point in the previous quarter.

Higher food, betel nut, and transport prices were the major drivers of consumer inflation. Food,
tobacco, and betel nut accounted for more than two-thirds of overall inflation over the last two
(2) quarters. Food inflation was mainly driven by higher cereal, fruit, and vegetable prices.
While fruit and vegetable prices moderated, cereal prices have increased consistently in
recent quarters. Higher betel nut prices contributed to about one-third of the overall inflation
rate in the second quarter. Transport prices went up by 13.0 per cent year-on-year in the same
quarter, mainly due to higher imported fuel prices and transport fares.

In response to the high fuel prices in the first quarter, the Government introduced the fuel relief
measures (excise and GST exemption on fuel products) to soothe the impact of elevated fuel
prices. The Government also re-introduced the Tuition Fees Subsidy, which saw zero tuition
fees in primary and secondary education and resulted in a 13.0 per cent decline in education
CPI.

Chart 25: Headline & Underlying CPl Chart 26: Percentage Contribution to CPI
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2.7.2 Tradable and Non-Tradable Goods

Prices of tradable goods reverted to 5.0 per cent in Q2 2022, after reaching 9.0 per cent in
first quarter of the 2022. This is not unexpected as inflation soared in the major import partners.
PNG'’s three (3) major import partners, Australia, Singapore, and the United States (US) who
account for around 70 percent of total imports have been experiencing higher inflation since
the second half of 2021. Despite a series of cash rate hikes and tightened monetary policy,
inflation is on the rise in the partner countries. In the June quarter of 2022, the year-on-year
consumer price inflation was 6.1 per cent in Australia, 5.9 per cent in Singapore, and
8.6 per cent in the US.
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Chart 29: Tradable and Non-Tradable Inflation- Chart 30: Tradable and Non-Tradable
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2.7.3 Inflation Outlook

Inflation in 2022 is expected to average at 6.6 per cent, 0.4 percentage points higher than the
2022 MYEFO estimate and 1.0 percentage point higher than the 2022 Budget. The upward
revision from the 2022 MYEFO is due largely to the higher quarterly outcomes of the consumer
price index reported by the NSO and higher inflation in major import partners.

Inflation would have been much higher than 6.6 per cent had Government not intervened with

its temporary tax relief policy on fuel prices (removal of 10.0 per cent GST, excise duty and
import tariff on fuel products).
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Offsetting some of the inflationary steam is the relatively stable Kina exchange rate against
US Dollar. According to the latest external sector assessment by IMF, Kina’s real effective
exchange rate (REER) estimated to be only 2.0 per cent overvalued due to improvement in
PNG’s external balance arising from higher terms of trade. Meanwhile, due to monetary policy
tightening in US, Kina benefited from cross-currency movement, hence the Australian dollar
weakened against Kina, which provided some downward pressure on inflation.

The higher food and energy prices prevailing in the international markets and inflationary
pressures in the major trading partners implies that headline inflation will remain at
6.6 per cent (slightly below PNG’s long-term average inflation rate of 6.8 per cent) in 2022
before reducing in 2023.

2023 and Medium Term

In 2023, inflation is projected to average at 5.7 per cent as inflationary pressure is expected
to subside as a result of monetary policy tightening by central banks and a potential global
recession which may also reduce inflationary pressures. The projected fall in oil price is
expected to also put downward pressure on prices of goods and services.

On the domestic front, the Government’s extension of the fiscal relief measures for another
six months in 2023 to continue to mitigate the impact of higher fuel prices on domestic inflation,
are also expected to support the cause of cooling off the inflationary pressures.

Over the medium term, inflation is projected to average at 5.2 per cent in line with the
Government’s macroeconomic stability objective.

Chart 31: Inflation outcome and projection 2012-2027
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2.8 BALANNCE OF PAYMENTS AND INTERNATIONAL RESERVES
2.8.1 Balance of Payments 2022 Update

Developments in both the global and domestic economic settings have underpinned
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movements in PNG’s balance of payments during the first six (6) months of 2022.

The current account recorded a surplus of K15,173.8 million in the first half of 2022, driven by
a widening trade surplus. The trade surplus reflected higher export receipts across PNG’s
main export commodities due to higher resource production and international prices.

Imports improved in the first half of 2022 but was slightly lower year-on-year on the back of
the resumption of domestic economic activity, appreciation of the Kina against major trading
partners and increase in general price level of imported goods and services. Notwithstanding
this, imports could have been much higher this year if it was not for the persistent foreign
exchange imbalance in the economy.

The trade surplus is expected to continue throughout 2022. As a result, current account
surplus is expected to reach K23,801.5 million (22.0 per cent of GDP) by the end of 2022,
higher than K18,485.9 million (20.0 per cent of GDP) in 2021.

Similar to past trend, strong growth in the current account surplus is expected to be offset by
the deficit in financial account, resulting in a net outflow of reserves. The financial outflow is
mainly owing to debt service payments related to LNG project construction and foreign
currency held in mineral companies’ offshore bank accounts, which offsets the increase in
project financing inflows by donor agencies during the same period.

Chart 32: Balance of Payment (BOP)
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2.8.2 2023 Balance of Payment Outlook

In 2023, the current account surplus is expected to be K23,020.4 million (20.4 per cent of
GDP), 3.3 per cent lower than the 2022 estimate. The lower current account surplus in 2023
reflects the lower than expected receipts from PNG’s export commodities as prices are
expected to decline. Like in the past, the difference in the balance of payment is expected to
be financed by foreign reserves.
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2.8.3 Medium Term Outlook (2024-2027)

The current account surplus is expected to be lower in 2024 and moderate over the medium-
term reflecting a decline in most commaodity prices.

2.8.4 International Reserves

International reserves totaled US$3,296.8 million (K11,608.5 million) at the end of June, which
is equivalent to 9.2 months of total import cover and 16.3 months of non-mineral import cover.
This is expected to increase to US$3,986.0 million (K14,028.2 million) by the end of 2022,
which is 23.0 per cent above the 2021 outcome and is equivalent to 11.2 months of total import
cover and 22.1 months of non-mineral import cover.

The increase is due to higher than anticipated inflows in Mining and Petroleum Tax (MPT) over
the second half of the year driven by increased mineral and petroleum prices and the
Government external borrowing expected to flow in towards year-end from international
agencies — both multilateral and bilateral partners.

Despite the buoyant international reserves, businesses are still experiencing delays in
receiving their import orders on a timely basis. The Treasury continues to work closely with
the Bank to address this ongoing issue. The planned program with the IMF will have a major
focus on improving FX imbalances, including options to increase the efficiency and
transparency of FX allocations.

Chart 33: International Reserves
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2.9 Risks To Macroeconomic Stability

There are both upside and downside risks to the economic and fiscal outlook, although the
balance is tilted more toward the downside.

2.9.1 Macroeconomic Risks:

o Persistent global inflationary pressures — As the Russia-Ukraine war continues with
little sign of imminent cease fire, tougher sanctions against Russia are likely, leading
to continued global supply chain disruptions. Hence, tight market supply will continue
to drive up prices. As an import dependent country, high energy and food prices will
have an impact on businesses and constrain private consumption. On the upside,
elevated commodity prices are likely to increase PNG’s exports.

e Outbreak of COVID-19 or similar infectious diseases — COVID-19 exposed the
weaknesses in the public health system and its ability to respond to a pandemic of
such magnitude. Another pandemic or infectious disease, will have an adverse impact
on economic activities and reduce growth.

e Foreign exchange imbalance — FX shortage has been unresolved since 2014 and
continues to weigh down economic activity, particularly in the non-resource sectors.
Should these issues persist in 2023, there is a risk that the economic growth
projections will not be achieved, impacting business sentiment, income, employment
levels and service delivery.

¢ Global growth/commodity prices — Commodity prices have seen large increases in
2022 and are expected to see moderate declines in 2023, but nonetheless remain at
elevated levels. A fall in commodity prices and demand for PNG’s exports, will have a
negative impact on the terms of trade and Government revenue.

e Tighter financial conditions — Prolonged geopolitical tensions and related
mismatches in supply and demand could lead to sustained price pressures and rising
inflation. This could in turn pressure developed economies to tighten monetary policy
faster than anticipated thus leading to tighter conditions in financial markets;

e Further delay in Porgera mine resumption — The 2023 Budget growth forecast
assumes that the resumption of the Pargera mine will occur in the first quarter of 2023,
with production commencing in the second quarter. Any further delay will have a
downward effect on the growth forecast. The resumption of production in 2023 is
projected to contribute 1.2 percentage points to the overall real GDP growth.

e Pipeline projects reach Final Investment Decisions (FID) earlier than expected —
The 2023 Budget growth forecast only captures projects that are currently operational,
while excluding all proposed investment projects until they each reach Final Investment
Decision (FID) stage. New projects that come online in the coming years will strengthen
growth and thus pose upside risk, but significant revisions are unlikely until mid-2023
or the beginning of 2024 for major projects, especially in the oil and gas sector.

e Natural Disasters — Natural disasters in recent years have negatively affected
economic activity, growth, and development. It is therefore essential for the
Government and responsible agencies to incorporate mitigation strategies into their
operational plans. Climate change still remains an imminent global challenge that could
affect economic development and people’s lives if it is not addressed.
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Prolonged election related violence — Violent events that transpired over the course
of the election period are still fresh, and failure to mediate lasting peace between
warring parties could interrupt normal business operations and lead to property
destruction and further lawlessness.

Fiscal Risks:

Unbudgeted Expenditures — unbudgeted expenditures in 2023 will have fiscal
implications. In particular, overruns in health professionals’ and teachers’ salaries
remain a major issue with significant fiscal implications. The Government has put in
place further controls over Compensation of Employees (COE) in the 2023 Budget,
but failure to adhere to these controls will undermine expenditure estimates leading to
likely reductions in other areas of the budget;

Shortfall in dividend collections — Dividend payments from authorities and
enterprises account for almost 8.9 per cent of projected total revenue in 2023. Any
shortfall in collections, due to agencies failing to pay dividends or a sharp decline in
commodity prices, will impact total revenue and have an adverse effect on the fiscal
position and financing plans; and

Financing Risks:

Heavy reliance on domestic borrowing results in high interest costs — Whilst the
Government has had some success in rebalancing its debt portfolio more toward
longer term external debt, there has been an over reliance on short term domestic
debt. This brings some risk of swings in interest rates and debt servicing costs; and

Exchange rate risks on external loans — While more external debt reduces interest
costs, it also increases exchange rate risks, which will need to be managed carefully.
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CHAPTER 3: FISCAL STRATEGY AND OUTLOOK

3.1 FISCAL BACKGROUND - 2022 BUDGET UPDATE

The 2022 National Budget was the third annual budget formulated under the Marape-led
Government during these times of unprecedented economic uncertainty.

Following the COVID-19 pandemic, both PNG and the global community faced significant
challenges, which were exacerbated by the outbreak of the Russia-Ukraine war. Domestically,
the spill-over effect of the war impacted individuals, businesses, and families in the form of
higher prices for goods and services and cost-of-living pressures. The Government, in
response to these inflationary pressures, undertook corrective policy measures with the
announcement of a K611.0 million ‘fiscal relief package’ in April to ease the pressure on
families.

Despite the challenges posed by COVID and the Russia-Ukraine war, the implementation of
the 2022 Budget progressed well in the first half of the year. The 2022 MYEFO report
projected total revenue and grants at K17,066.0 million, an upward revision of K875.8 million
from the 2022 Budget estimate of K16,190.2 million. The revision was driven by significant
improvements in global commaodity prices in the first half of 2022, due to the war in Ukraine.
Substantial upward revisions were made to the projections of Mining and Petroleum Taxes
(MPT) due to higher liquefied natural gas (LNG) and oil prices in the first half of the year. The
increased revenue projection also reflects the substantial revisions to Dividend Withholding
Taxes (DWT) (which captures the one-off higher collection from a single taxpayer in the first
half of the year) and the Gaming Machine tax (GMT). On the other hand, projections of tax
heads such as Personal Income Tax (PIT), Goods and Services Taxes (GST) Inland and
Ports, Inland Excise and Import Excise collections were revised downward, in part due to the
relief measures introduced by the Government. Estimates of the Other Revenue category
were also revised down due to the delay in passing of the Non-Tax Revenue Administration
(NTRA) Bill.

The Russia-Ukraine war triggered global inflation, prompting the Government to introduce the
tax relief package which includes tax exemptions on selected expenditure items (especially
fuel) and subsidies to PNG Power Ltd, the education sector, and other sectors, to relieve
inflationary pressures. The Government introduced a further package of K117.3 million to
extend the fuel tax reductions to 31% December 2022 and increase the project fee subsidy by
a further K34.0 million in the 2022 Supplementary Budget which was presented on
02" September, 2022.

Despite significant challenges, the Government was able to implement most of its key priority
expenditures. Funding for urgent priority expenditures contained in the 2022 Budget such as:
the Government Tuition Fee Subsidy (GTFS) program; the Connect PNG and District Roads
Program; Medical Supplies; the District Support Improvement Program (DSIP)/Provincial
Support Improvement Program (PSIP); and other Public Investment Programs (PIPs) in the
capital development budget were frontloaded early in the first half of the year. Furthermore,
additional funding was provided for the 2022 National General Election.

The 2022 MYEFO report projected an expenditure envelope of K23,050.3 million, an increase
of K875.8 million compared with the 2022 Budget. The main drivers for the increase included:
payments to meet outstanding arrears and other commitments; payments for the tax relief
package for school project fees (K160.0 million); an estimated overrun in CoE especially
Teachers’ Salaries (K295.5 million); DSIP funding for the seven new electorates
(K21.0 million); and the restoration in SIPs to K10.0 million costing K222.0 million. The net
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impact of these changes was an increase in estimated revenues and expenditure of the same
magnitude of K875.8 million, meaning that there was no change in the size of the budget
deficit.

The PNG economy recovered strongly from the COVID-19 pandemic in 2022. The
2022 MYEFO report projected total nominal GDP to grow from K92,264.8 million in 2021 to
K110,302.8 million in 2022. The increase in GDP resulted in a fall in the estimated budget
deficit as a share of GDP from 5.9 per cent to 5.4 per cent. Similarly, the debt to GDP ratio is
estimated to fall from 51.9 per cent of GDP estimated in the 2022 Budget to 47.8 per cent in
the 2022 MYEFO report, which is within the prescribed debt-to-GDP ratio of 60.0 per cent as
per the FRA (amended 2020).

3.2 2022 SUPPLEMENTARY BUDGET

The Marape Government introduced the 2022 Supplementary Budget on 2™ September 2022
which approved a Total Revenue and Grants envelope of K17,389.1 million against Total
Expenditure and Net Lending of K23,373.6 million, ensuring that the fiscal deficit remained as
at the 2022 Budget level of K5,984.7 million or 5.4 per cent of GDP. As explained in the
Foreword for the MYEFO, an additional K360.0 million in revenues (from keeping all Ok Tedi
revenues going to the central government rather than Kumul Mineral Holdings) was identified,
and this was allocated for additional expenditure in the 2022 Supplementary Budget.

Table 3: 2022 Supplementary Budget (Kina, million)

Details 2022 2022 2022 Suppl. BL_Jdget

Budget MYEFO Budget | Variance
Total Revenue and Grants 16,190.2 | 17,066.0 17,389.1 1,198.8
Total Expenditure and Net Lending 22,174.8 | 23,050.6 23,373.6 1,198.8
Net Lending (+)/Net Borrowing (-) -5,984.7 | -5,984.7 -5,984.7 0.0
% of GDP -5.9% -5.4% -5.4% 0.5%

Source: Department of Treasury

The 2022 Supplementary Budget approved an increased appropriation of K1,198.8 million for
the 2022 Fiscal Year, comprising K965.5 million in operational expenditure and K233.3 million
in capital expenditure. Given the increase in global oil prices and the adjustments made to
accommodate the fiscal relief package, revenue has also been revised upwards by the same
amount (K1,198.8 million) to K17,389.0 million.

Further, the 2022 Supplementary Budget reappropriated and/or increased the appropriation
for certain key Government priorities including:

K243.0 million for SIPs (including funding for the seven new districts);
K160.0 million for GTFS (project fees);

K255.0 million for the Government Arrears program;

K30.0 million for Sustainable Development Goal 8 (SDG #8) Program; and
K15.0 million for Urban Infrastructures.

An allowance of K295.5 million was also made available for likely overruns on Compensation
of Employees (CoE) in the 2022 MYEFO, increasing the CoE appropriation to
K6,345.7 million.
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Table 4: Expenditure Summary (Kina, million)

. 2022 Suppl.
Details 2022 Budget Budget
TOTAL EXPENDITURE 22,174.8 23,373.6
Operating/Recurrent Budget 13,423.1 14,388.6

Compensation of Employees 6,050.1 6,345.6
Debt Service (Interest payment & fees and charges) 2,324.4 2,324.4
Other Operating (Goods & Services) 5,048.6 5,718.6
Capital Budget/PIP 8,751.7 8,985.1
GoPNG Funded 5,858.3 6,091.7
Donor Funded 1,574.9 1,574.9
Loan Funded 1,318.4 1,318.4

Source: Department of Treasury

Financing and Debt

The financing plan for the 2022 Supplementary Budget remains unchanged given that there
was no change in the size of the original budget deficit. As estimated in the 2022 Budget, the
deficit of K5,984.7 million will be financed through net external borrowing of K3,744.7 million
and net domestic borrowing of K2,240.0 million.

The external financing includes budget support loans from multilateral and bilateral
development partners. The Government is also implementing the third tranche of the Asian
Development Bank (ADB) State Owned Enterprise (SOE) Budget Support Loan of
USD250.0 million (approximately K877.2 million) for 2022 and will continue to pursue
negotiations with other bilateral and multilateral partners for additional budget support. Other
external funding includes concessional loan facilities already available on planned projects.

Domestic financing includes K21,750.0 million in net issuance of Treasury Bonds,
K260.1 million in net issuance of Treasury Bills, and K229.9 million in domestic loans on
infrastructure projects.

3.3 THE 2023 BUDGET STRATEGY

The 2023 Budget is the fourth consecutive annual Budget produced under the Marape
Coalition Government. This Budget is being framed within the Government’s 13-Year Fiscal
Plan that sets out the key elements of the Government’s ongoing plan for fiscal consolidation,
repair, and sustainability from 2023 to 2027.

The 2023 Budget will continue to be guided by the Five (5) National Goals and Directive
Principles, the National Strategy of Responsible Sustainable Development (StaRS), and
PNG’s commitment to the 17 United Nations Sustainable Development Goals (SDGs) that are
captured in the development principles defined by Vision 2050 and the Development Strategic
Plan 2030 and woven into the prescriptions of Medium Term Development Plans (MTDPs) I
and Ill. It will also be guided by the ‘Loloata Commitment’ which was put forward in 2020 as a
rescue and reconstruction strategy that began with a fiscal re-adjustment and a revised
medium term fiscal strategy.

The broad objectives of the fiscal recovery and repair program under the 2023 Budget is to
provide the platform for fiscal consolidation whilst at the same time continuing to support
economic growth and community services through: strategic capital formation, particularly in
the non-resource sector; expanding the tax base; and improving the delivery of essential
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services. This will be achieved by addressing the widening structural imbalance between
revenues and expenditure.

As set out by the Government in previous budgets, the 2023 Budget plan is based on the
following principles:

spend the money we have more wisely,

raise the revenues more fairly,

finance the debt more cheaply,

leverage friendly international support more intelligently,

focus on growth in the agriculture, forestry and fishing sector, SMEs and the informal

economy,

distribute resource benefits more equitably,

e stimulate non-resource growth back to at least 5.0 per cent annually,

e comprehensive Government SOE reform program for cheaper energy, internet and
water,

e getting foreign exchange flowing more freely, and

e create at least 10,000 jobs annually.

The 2023 Budget is framed based on the elements of the 2022 Supplementary Budget
released in September, taking into account the impact of the Russia-Ukraine War, as well as
the fiscal performance in the first and early second half of the year which sets the stage for
fiscal consolidation and sustainability over the medium term.

This budget is aimed at continuing support towards economic recovery from the COVID-19
pandemic and the Russia-Ukraine war, strengthening the revenue base, improving the quality
of expenditure, obtaining cheap responsible financing within prudent risk levels, lowering loan
interest costs, and reducing the debt to GDP ratio, while ensuring macroeconomic stability
over the medium term.

The main fiscal parameters of the 2023 Budget are:

i.  Budget deficit at 4.4 per cent of GDP;

i. FRA deficit (excluding concessional loans) at 6.3 per cent;
iii.  Non-resource primary balance at 6.3 per cent of non-resource GDP; and
iv.  Debt estimate of 52.3 per cent of GDP.

The major risks to the fiscal strategy stem from potential revenue and financing shortfalls. A
reduction in mining and petroleum taxes, or in corporate income taxes will present a significant
risk to the execution of the 2023 Budget. The non-payment of dividend by SOEs also poses a
risk to the revenue projections for 2023. Risks on the expenditure side include rising global
interest rates, in turn pushing up debt interest repayments. A significant challenge to timely
implementation is the realisation of financing options early in the budget execution cycle,
although this is mitigated through prudent use of the Temporary Advance Facility (TAF).

Total Revenue and Grants for 2023 is projected at K19,582.0 million (17.3 per cent of GDP).

This is K2,192.1 million or 12.6 per cent higher than the 2022 Supplementary Budget estimate
of K17,389.1 million.
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Table 5: 2023 and Medium Term Revenue Projections (Kina, million)
2022

Supp. Buﬁ%ze% 2024 2025 2026 2027
Budget

Tax Revenue 13,8315 | 14,899.6 | 15,813.6 | 17,196.7 | 19,414.9 | 21,940.0
Taxes on Income, Profits and Capital Gains 8,841.9 8,935.0 8,899.9 9,008.8 9,677.4 | 10,816.3
Taxes on Payroll and Workforce 0.0 0.0 0.0 0.0 0.0 0.0
Taxes on Goods and Services 4,130.2 5,015.3 5,888.1 6,796.0 7,622.3 8,613.9
Taxes on International Trade and Transactions 859.4 949.4 1,025.6 1,391.9 2,115.2 2,509.9
Donor Grants 1,824.9 2,024.9 2,074.9 2,124.9 2,175.2 2,224.9
Other Revenue (Non-Tax) 1,732.7 2,657.4 2,610.2 2,905.2 3,5633.6 4,203.8
TOTAL REVENUE AND GRANTS 17,389.1 | 19,582.0 | 20,498.8 | 22,226.8 | 25,123.7 | 28,368.7
% of GDP 16.1% 17.3% 16.9% 17.1% 18.1% 19.5%

Source: Department of Treasury

On the Expenditure side, the Marape Government will continue to support the key policy
reforms introduced in 2021 and 2022 consistent with the principles of the ‘Marape Manifesto’
and the ‘Loloata Commitment’, in growing the economy, focusing on connecting PNG,
supporting rural communities, supporting SMEs, providing responsible government tuition
fees, and strengthening SOEs through smarter and targeted reforms.

The Government will continue the implementation of some of the key capital investment
projects undertaken in 2021 and 2022 to ensure continued program delivery, especially those
that are considered essential and are able to stimulate economic activity and add value to
those living in rural communities. These programs aim to reduce the cost of doing business
and to connect and expand economic corridors to stimulate economic growth and employment
opportunities in rural communities. The increased economic activity generated by these
investments will eventfully lead to higher tax collections.

The Government has ensured that the 2023 Budget continues to fully fund Government
service priorities in the health, education, law & order, and infrastructure sectors. The
2023 Budget also focuses on investing in MSMEs e-Commerce training and support platforms
to expand and formalise the current 50,000 or so companies in this sector. This will be
achieved by providing business start-up programs nationwide with the support of the World
Economic Forum (WEF). Further, the 2023 Budget supports downstream processing and
value-addition in agriculture, fisheries, forestry, and tourism.

Total Expenditure & Net Lending for the 2023 Budget is projected at K24,566.9 million, which
is K1,193.3 million or 5.1 per cent higher than the 2022 Supplementary Budget estimate. With
the increase in expenditure ceiling for 2023, the Government will continue to prioritise and
protect funding for essential social sectors such as education, health, and law and order.
Consistent with the 2022 Supplementary Budget and the Government’s 13-Year Fiscal Plan,
the 2023 Budget will continue to strike an appropriate balance between the challenge of
stimulating the economy and meeting the requirement of fiscal sustainability and discipline in
2023 and over the medium term.
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Table 6: 2022 and Medium Term Expenditure Estimates (Kina, million)
2022

Supp. Buﬁ%ﬁ 2024 2025 2026 2027
Budget

TOTAL EXPENDITURE 23,373.6 | 24,566.9 | 24,4675 | 25.680.2 | 26.897.8 | 28.261.7
OPERATING BUDGET 10,748.4 | 10,802.0 | 11,208.6 | 11,938.9 | 12,698.7 | 13,477.2
Compensation of Employees 6,345.6 6,942.0 7,160.6 7,598.0 7,900.4 8,205.9
Goods & Services 44028 | 3.8600 | 4.0480 | 43409 | 47983 | 52712
CoE and G&S as share of total 46.0% | 44.0% | 45.8% | 465% | 47.2% | 47.7%

expenditure
PROVINCES 13158 | 14580 | 15717 | 1,701.9 | 1,850.7 | 2,020.4
Functional Grants 593.9 6420 | 6741 7145 | 7646 | 8257
GST & BTT Transfers 721.9 816.0 | 897.6 987.4 | 1,086.1 | 1,194.7
INTEREST COSTS 23244 | 25110 | 26150 | 26920 | 2711.0 | 2.691.0
CAPITAL BUDGET (PIP) 89851 | 9,7950 | 9.072.2 | 93564 | 9,637.4 | 10,073.1
GoPNG Funded 60917 | 66150 | 57835 | 509570 | 61242 | 6,443.0
Donor Grants Funded 15749 | 20249 | 20749 | 21249 | 21749 | 22249
Project Loan Funded 13184 | 11560 | 12138 | 12745 | 13382 | 1.4051
Capital (PIP) as share of total 38.4% | 39.9% | 37.1% | 364% | 358% | 35.6%

expenditure

Source: Department of Treasury

The Government will continue to focus on achieving efficiency in spending and value for
money by addressing legacy and structural issues that result in wastage. The Government will
also remain responsive to unexpected developments, but tailor this to the overall task of
budget repair which is so essential for building our economic independence.

The CoE allocation was adjusted based on the 2022 Supplementary Budget estimate and is
expected to increase to K6,942.0 million in 2023, mainly driven by a decision, costed at
K406.0 million in 2023 and continuing in future years, to support an increase in front-line
workers of essential services. This includes funding for an increase in teachers by 5.0 per cent
per annum, and a similar on-going growth rate for health workers including nurses and doctors.
The extra funding will help ensure police numbers increase from 5,000 in 2022 to at least
7,000 by 2026. The Government’s plan to retire public servants who are over the retirement
age of 65 years will continue in 2023 and over the medium term, together with other reform
programs as part of its efforts to clean-up the payroll and control the increasing growth in CoE.

Interest payments have also been adjusted from the 2022 Supplementary Budget estimate to
K2,511.0 million in 2023. Over the medium term, interest payments will be on a declining trend
reflecting interventions by the Government in reducing interest rates on domestic debt and
moving to a more concessional financing base. Hence, the increase in interest payments is
not as high as in recent years. Debt management reforms under the new MTdS 2023-2027
will continue to significantly lower interest costs on external debt as well as lower domestic
interest rates through capital market reforms.

The medium term projections incorporate a significant amount of arrears repayment, with
K600.0 million projected in 2023. This will include arrears under Ultilities, Rentals and Goods
and Services (other operational costs). This sizeable allocation ensures the outstanding
Government arrears are cleared in a sensible and cautious manner over time.

In 2020 the Government introduced a verification process to validate and clear outstanding
arrears and the program is now in its third year of implementation. The program is
implemented through an inter-departmental committee called the Arrears Verification
Committee (AVC) and is supported by an inter-departmental Secretariat housed in the
Department of Treasury. The AVC recorded a total stock of K5.2 billion in arrears when it
started. Of this stock, the AVC has verified, cleared, and paid arrears totalling of K961.6 million
as at 30" June 2022. The stock of arrears has now been reduced to K4,238.4 million. The
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Government is committed to continue drawing down in the level of arrears in 2023, which will
reduce the Government stock of debt.

Chart 34: Deficit With and Without Arrears

2022 Supp.

Budget 2024 2025 2026 2027

2023 Budget

1.0%

0.0%

-1.0%

-2.0%

-3.0%
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-5.0%

-6.0%

% of GDP - Deficit (with arrears) ~  eseceee % of GDP - Deficit (without arrears)

Source: Department of Treasury

As highlighted, total of K600.0 million has been set aside in the 2023 Budget under the Arrears
Verification program. The arrears program will likely continue in the medium term, allocating
fiscal space to clear up to K2.5 billion in arrears. However, the estimated figure is likely to
change depending on the results of the verification process.

With total revenue of K19,582.0 million and total expenditure of K24,566.9 million, the
resulting fiscal deficit is K4,984.9 million or 4.4 per cent of GDP. This will increase the level of
public debt, excluding valuation changes, to K59,142.7 million or 52.3 per cent of GDP.

Table 7: Budget Balance 2021-2023 (Kina, million)

. . 2021 2022 2022 2023

Fiscal Indicator Actual | Budget Suppl. Budget
Budget

Total Revenue and Grants 13,860.4 | 16,190.2 | 17,389.1 | 19,582.0
Total Expenditure and Net Lending 20,130.8 | 22,174.8 | 23,373.6 | 24,566.9
Net Lending (+)/Net Borrowing (-) -6,270.3 | -5,984.6 | -5984.5| -4,984.9

as % of GDP -6.8% -5.9% -5.6% -4.4%
Debt as % of GDP 52.18% 53.3% 50.24% 52.3%
Non-resource Primary Balance -5,037.0 | -7,810.2 | -5,598.21 | -5398.2
as % of non-resource GDP -6.8% -10.5% -71.2% -6.3%

Source: Department of Treasury

3.4 THE MEDIUM-TERM FISCAL OUTLOOK

The medium-term fiscal outlook has been revised in line with the Government’s 13-Year Fiscal
Plan. It sets out the key elements of the Government’s ongoing plan of budget repair and
reconstruction against the backdrop of economic shocks caused by the COVID-19 pandemic
and Russia-Ukraine war. The Government’s main focus over the medium term will be to
maintain fiscal support for economic recovery efforts, strengthen the revenue base, improve
the quality of spending, and obtain cheap responsible financing within prudent risk levels
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thereby ensuring macroeconomic stability over the medium term. The process of fiscal
consolidation is expected to form the basis for a renewal of the growth performance in the
economy.

Table 8: Budget Balance 20222027 (% of GDP)

2022
Supp. Buiozef 2024 | 2025 2026 | 2027
Budget 9

Revenues and Grants 17,389.1 | 19,582.0 | 20,498.8 | 22,226.8 | 25,123.7 | 28,368.7
Efg’vﬁgido';‘;re (excluding arrears 21,873.6 | 23,966.9 | 23,867.5 | 25,189.2 | 26,397.8 | 27,961.7
Net Lending/Borrowing (Cash Deficit) -4,484.5 -4,385.0 | -3,368.7 | -2,962.4 | -1,274.1 407.0
%GDP “4.2% 39% | -2.8% | -23% | -0.9% 0.3%
Efgvei:%:sie (including arrears 23,373.6 | 24,566.9 | 24,467.5 | 25,689.2 | 26,897.8 | 28,261.7
Net Lending/Borrowing (Cash Deficit) -5,984.5 -4,984.9 | -3,968.7 | -3,462.4 | -1,774.1 107.0
%GDP -5.6% 44% |  33% | -2.7% | -13% 0.1%
Debt/GDP 50.2% 52.3% | 52.2% | 51.3% | 49.2% | 46.8%

Source: Department of Treasury.
*Arrears: K600.0m (2023); K600.0m (2024); K500.0m (2025); K500.0m (2026); and K300.0m (2027)

Revenue is expected to increase by 44.9 per cent by 2027 from the 2023 Budget estimate.
Expenditure in contrast will increase by a much lower rate of 15.0 per cent over the same
period out to 2027. The deficit level is targeted to be reduced over the medium term. With the
current medium-term projections, the fiscal balance is expected to improve to a surplus of
around K107.0 million (or 0.1 per cent of GDP) with a debt to GDP target of 46.8 per cent by
2027.

Table 9: Key Anchors of the MTFS 2022-2027 (% of GDP)

2022
Supp. ALz 2024 2025 2026 2027
Budget
Budget
Budget Balance (% of GDP) -5.6% -4.4% -3.3% -2.7% -1.3% 0.1%

Expenditure Rule (Operating Budget as % of
Non-resource GDP)

Non-resource primary balance (% of Non-
resource GDP)

16.9% 17.2% | 16.4% 15.9% | 15.3% 14.6%

-10.0% -6.3% -4.5% -3.2% -1.9% -0.7%

FRA deficit (ex. Concessional loan exp.) -8.3% -5.0% -3.2% -2.0% -0.7% 0.4%
Debt ex. arrears (% of GDP) 50.2% 52.3% 52.2% 51.3% | 49.2% 46.8%
Debt incl. arrears (% of GDP) 51.2% 52.8% 52.7% 51.7% 49.6% 47.0%

Source: Department of Treasury

Over the projection horizon, with revenue to GDP increasing at a faster pace than expenditure
to GDP, the debt stock will decline steadily over the medium term to 46.8 per cent of GDP by
2027. The Government remains optimistic that policy actions undertaken in this budget and in
subsequent budgets will set the debt stock on track to reach 40.0 per cent of GDP by 2030 as
required under the FRA (amended 2020).
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Chart 35: Net Borrowing as a percentage of GDP over the Medium Term
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The non-resource primary balance as percentage of non-resource GDP is projected to be -
0.7 per cent by 2027 and will subsequently move into surplus, in line with the target of a zero
average balance over the medium term. Importantly, if there is stronger growth in the
resources sector than projected in the baseline, this will mean that targeting a zero-average
annual non-resource primary balance will result in the build-up of financial resources in the
Sovereign Wealth Fund (SWF) much earlier than anticipated.

Chart 36: Medium Term Fiscal Outlook 2023-2027
Medium-Term Fiscal Framework (2023-2027)
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CHAPTER 4: REVENUE

4.1 REVENUE DEVELOPMENTS AND OUTLOOK 2022 AND 2023

The geopolitical tensions, global supply chain disruptions and inflationary pressures have
adversely impacted economies around the world in 2022. PNG has also been affected albeit at
a lesser extent. As a commodity-exporting country, the ensuing higher commodity prices has
benefitted PNG through higher export receipts. Notwithstanding, PNG still urgently needs to
develop a more balanced revenue structure by reducing the reliance on non-tax and commodity-
based revenues, since non-resource revenue as a share of GDP has declined from
13.6 per cent in 2018 to 12.0 per cent in 2022. To address these challenges, a sustainable
revenue collection framework anchored by more predictable, equitable and efficient revenue
policies is needed to finance the current and future socioeconomic measures.

In this regard, PNG is entering a new Medium-Term Fiscal Strategy (2023-2027) phase. The
new Medium Term Revenue Strategy will aim to improve PNG’s revenue framework through
strengthening the existing tax policies, updating tax legislations and improving administrative
capacity. This will contribute towards the improvement in the country’s investment climate and
enhance private sector development as well as ensuring greater equity, fairness and efficiency
in the tax system.

Revenue in 2022

Total Revenue and Grants for 2022 is projected to grow by 25.5 per cent to K17,389.1 million
(16.1 per cent of GDP), from 2021. Tax revenue remains the major contributor at 79.5 per cent
of total revenue, or 12.8 per cent of GDP, driven by favorable commodity prices and strong
domestic economic recovery. Non-tax revenue collection is expected to increase its share of
total revenue from 4.6 per cent in 2021 to 10.0 per cent in 2022 on account of higher mining
and petroleum dividends.

Tax revenue is projected to grow by 24.3 per cent to K13,831.5 million, with both direct and
indirect tax on track to grow strongly. Taxes on Income and Profits collection is forecast to grow
by 39.1 per cent to K8,841.9 million, primarily driven by the surge in Mineral and Petroleum
Taxes (MPT). The MPT is expected to increase by almost four times to K3,000.0 million, in
tandem with favorable global crude oil prices averaging USD100 per barrel in 2022 (2021:
USD71 per barrel). In addition, Company Income Tax (CIT) collection grew by 4.3 per cent to
K1,763.2 million, resulting from higher corporate earnings supported by strong economic
recovery. A one-off gain in Dividend Withholding Tax (DWT) is expected to bring K621.1 million
to the government coffers, 70.0 per cent higher than its 2021 outcome. Together, the increase
in major direct tax heads will offset the lower-than-expected Personal Income Tax (PIT)
collection resulting from the raising of the income tax free threshold as part of the fiscal relief
package introduced in June 2022. PIT is expected to drop by 4.4 per cent to K3,316.6 million.

Taxes on Goods and Services is projected to grow modestly by 3.4 per cent to K4,130.2 million.
The lower growth in this category was due to the fiscal relief package introduced by the
Government to address rising cost of living which included excluding fuels from GST. Growth in
the indirect tax is supported by the increase in total Goods and Services Tax (GST) collection
of K2,699.6 million, 9.9 per cent up from 2021, reflecting an uptick in private consumption and
elevated consumer prices. Both the domestic and import excise recorded a contraction of
24.7 per cent and 8.0 per cent respectively. The decline in domestic excise is attributed to the
excise exemption on fuel products and the reduction of excise indexation rate on tobacco and
alcohol as introduced in the 2022 Budget. Both export and import duty are expected to grow by
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10.1 per cent and 10.6 per cent respectively, indicating an improvement in the demand for
PNG'’s round logs and the broad trade activities.

The fuel measures represented a significant forgoing of revenue in 2022. The charts below
show the tax foregone per litre of fuel (using prices as set by the ICCC for Port Moresby).

Petrol prices (POM, toea/litre) Diesel Prices (POM, Toea/litre)
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Non-tax revenue is expected to surge by almost two times, 169.5 per cent to K1,732.7 million,
largely contributed by higher dividend payments from Kumul Minerals (Ok Tedi) and Kumul
Petroleum (PNG LNG) totaling K450.0 million and K700.0 million respectively as a result of
favourable commodity prices (although K300 million of the expected KPH dividends are
expected to shift into 2023) . Meanwhile, revenue from Statutory Authorities and agencies is
projected lower at K70.0 million reflecting the delay in tabling of the NTRA Bill in Parliament.

Table 10: Total Revenue and Grants 2022-2023 (Kina, million)

2021 2022 2023 .
Outcome Supp Budget Variation
Budget

Tax Revenue 11,129.4 13,831.5 14,899.6 1,068.1
Per cent of GDP 10.9% 12.8% 13.2% 0.0
Grants 2,088.0 1,824.9 2,024.9 200.0
Per cent of GDP 2.1% 1.7% 1.8% 0.0
Other Revenue 643.0 1,732.7 2,657.4 924.7
Per cent of GDP 0.6% 1.6% 2.3% 0.0
Total Revenue & Grants 13,860.4 17,389.1 19,582.0 2,192.9
Per cent of GDP 13.6% 16.1% 17.3% 0.0

Source: Department of Treasury

Revenue in 2023

PNG’s tax revenue is expected to increase by 7.7 per cent amounting to K14,899.6 million
(13.2 per cent of GDP) in 2023 on the back of the anticipation of global commodity price
moderation and dissipation of pent-up global demand. The non-tax revenue is expected to
increase strongly by 53.4 per cent to K2,657.4 million (2.3 per cent of GDP). Consequently, the
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Total Revenue and Grants is projected to increase by K2,192.9 million or 12.6 per cent to
K19,582.0 million (17.3 per cent of GDP).

4.2 TAXREVENUE

4.2.1 Taxes on Income and Profits (Direct Tax)

Taxes on Income and Profits is projected to grow by 1.1 per cent to K8,935.0 million in 2023,
representing 60.0 per cent of total tax revenue. The moderate increase is attributed to a sharp
contraction in the MPT due to the anticipated moderation in commodity prices, while the PIT
and CIT collection is expected to increase, supported by continued economic recovery.

Personal Income Tax (PIT) is expected to increase by 6.1 per cent to K3,518.2 million in 2023.
While the Government is expected to forgo K280.0 million in collection due to the raising of the
income tax free threshold to K20,000.0 per annum as announced in the 2023 Budget. The
foregoing of this revenue is expected to be offset by a robust employment and nominal wage
growth underpinned by economic recovery. Furthermore, compliance-strengthening efforts
undertaken by the IRC in prohibiting the offsetting of GST credit against PIT liabilities would
improve collections.

Company Income Tax (CIT) is expected to grow by 35.8 percent to K2,394.5 million,
representing 16.1 per cent of tax revenue, underpinned by continuous strong corporate
earnings on the back of robust non-resource sector growth and the new tax rate levied on the
commercial banking sector. In 2023, the Government seeks to impose a new corporate tax rate
of 45.0 per cent on all commercially licensed Banks given the industry’s high profitability
compared to other countries. The new tax measure is expected to bring in an additional
K240.0 million in base revenue. The collections from previous Additional Profit Tax (ACT) are
currently parked in an escrow account with the Central Bank pending court decisions.

Mineral and Petroleum Tax (MPT) is expected to decline by 21.9 per cent, from K3,000.0 million
in 2022 to K2,341.8 million in 2023, representing 15.7 per cent of total tax revenue. The sharp
contraction is driven by the anticipated moderation in oil price in 2023 and the tax credit arising
from the overassessment of MPT in 2022.

According to the IMF’s 2022 October WEO, oil price is projected to moderate and average at
US$98.9 per barrel by the end of 2022. In 2022, the IRC has collected K3,800.0 million worth
of MPT in three instalments, first in April, second in July and third in October. Each of which was
assessed at an average oil price of US$110.0 per barrel (K1.6 billion), US$112.0 per barrel
(K1.2 billion) and US$95.0 per barrel (K1.0 billion) respectively. Hence, the Treasury is of the
view that the 2022’s MPT is likely to be over assessed and any MPT paid in excess would be
treated as an income tax credit with the IRC in the following years. This excess of up to
K800.0 million has been debited to this year’s collections and moved forward to 2023.

The Treasury estimates that for every dollar increase in the oil price, MPT is expected to
increase by about US$44.0 million given a certain level of production volume. After capturing
the income tax credit estimated for 2023, MPT is projected to be K2,341.8 million at a price
assumption of US$89.0 per barrel.

Table 11: Taxes on Income and Profits 2022-2023 (Kina, million)

2021 SZ.L?Fz)s ALz Variation

Outcome Budget Budget
Taxes on Income and Profits (Direct Tax) 6,356.1 8,841.1 8,935.0 939.0
Personal Income Tax 3,467.9 3,316.6 3,518.2 201.6
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Company Tax 1,690.3 1,763.2 2,394.5 621.1
Mining and Petroleum Taxes 635.4 3,000.0 2,341.8 658.2
Royalties & Management Tax 49.3 67.9 7545 7.6
Dividend Withholding Tax 366.0 621.2 426.9 -194.3
Interest Withholding Tax 127.0 63.0 167.4 104.4
Non-Resident Insurers Withholding Tax 20.2 9.5 10.2 0.7
Tax Related Court Fines 0.0 0.0 0.0 0.0
Sundry IRC Taxes & Income 0.0 0.4 0.4 0.0

Source: Department of Treasury

In 2023, DWT is expected to decline by 31.3 per cent to K426.9 million. The decline is attributed
to the removal of the one-off K328.0 million DWT paid by the ANZ Bank in 2022. DWT, along
with other minor direct taxes such as the Interest Withholding Tax (IWT) and Non-Resident
Insurer Withholding Tax (NRIWT) is expected to return to its long-run trend level.

4.2.2 Taxes on Payroll and Workforce
Collections on Payroll and Workforce are from the Training Levy, and amounts to K1.3 million
by end September due to the continued incoming streams of delayed filings from 2019 after the

tax was repealed in the 2018 Budget.

Table 12: Taxes on Payroll and Workforce 2021-2023 (Kina, million)

2022

2021 Supp 22 Variation

Outcome Budget Budget
Training Levy 0.8 0.0 0.0 0.0
Total 0.8 0.0 0.0 0.0

Source: Department of Treasury

4.2.3 Taxes on Goods and Services (Indirect Tax)

Taxes on Goods and Services (Indirect tax) is estimated to increase by 21.4 per cent to
K5,015.3 million in tandem with steady consumption and trade growth.

Total GST collection is projected to increase by 23.0 per cent to K3,321.7 million, representing
22.3 per cent of total tax revenue. The boost is attributed to the Government’s decision to not
further continue the GST relief provided to retail fuel, resulting in the recoup of forgone GST
collections from last year. Higher GST collection in 2023 is backed by the IRC’s ongoing efforts
in compliance and the extension of Section 65A to suppliers/service providers to Government
Departments and State-Owned Enterprises to address revenue leakages. In addition, strong
consumption stemming from economic growth is expected to support the gain in overall GST
collection.

In 2023, Inland Excise is projected to increase by 47.1 per cent to K1,105.7 million, representing
7.4 per cent of total tax revenue. Domestic excise will be driven by increasing consumption and
spending pattern on excisable items. In 2023, the Government will introduce tougher excise
regime on anti-social drinking, with an increase in the excise tariff rate on alcohol and mixed
drinks in previous budget. In the 2020 Budget, the Government increased the excise rates of
anti-social drinks (ready-to-drink) by 400.0 per cent. In the 2023 Budget, the Government seeks
to impose an additional one-off increase of 493.0 per cent excise duty on anti-social drinks,
which is expected to raise K30.0 million in revenue.
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While the Government will discontinue the GST relief on fuel imports, it is extending the existing
excise exemption on fuel products until June 2023. It is balancing between providing relief to
alleviate the rising cost of living stemming from elevated fuel price and at the same time not

forgoing too much revenue at the expense of fiscal sustainability.

Table 13: Taxes on Goods and Services 2022-2023 (Kina, million)

2021 2022 Supp 2023 Variation
Outcome Budget | Budget
Taxes on Goods and Services 3,993.3 4,130.5| 5,015.3 884.8
GST? 2,457.2 2,699.5 | 3,321.7 622.2
Sales taxes 0.0 0.0 0.0 0.0
Bank Account Debit Fees 0.0 0.0 0.0 0.0
Stamp Duties 1.4 51.8 61.6 9.8
Excise Duty 998.3 729.7 | 1,105.7 376.0
Import Excise 282.8 283.9 154.8 -129.1
Bookmakers' Turnover Tax 6.6 22.9 24.0 1.1
Gaming Machine Turnover Tax 228.1 315.7 334.6 18.9
Departure Tax 1.3 3.8 5.3 1.5
Motor Vehicle Tax 11.4 15.0 &5 -11.5
Other taxes on use of goods and on
permission 0.2 15 1.2
to use goods or perform activities -0.3
Other taxes on goods and services 6.5 7.0 3.0 -4.0

Source: Department of Treasury
1. GST represents the total of collections by Provinces, PNG Ports and Refunds.

The collection of import excise is projected to decline by 40.5 per cent to K154.8 million,
representing 1.1 per cent of total tax revenue. Since most petroleum products are refined
overseas and imported to PNG, the revenue forgone associated with the extension of excise
exemption on fuel products is captured in import excise. A further six months of fuel excise relief
to combat inflation is expected to cost the Government K150.0 million in forgone revenue.

In 2023, the Gaming Machine Tax (GMT) collection is projected to increase by 6.0 per cent to
K334.6 million. The improvement in GMT collection is expected to continue to be driven by
resumption of normal operations for gaming venues with new gaming and betting methods that
would attract more participants to gamble.

Other minor indirect taxes such as Departure Tax and Stamp Duties are expected to improve
on the back of border reopening and stronger economic growth.

4.2.4 Taxes on International Trade and Transactions

Taxes on International Trade and Transactions is projected to increase by 10.5 per cent to
K949.9 million supported by higher export duty levied on round log exports and stronger
compliance efforts.

In 2023, Import Duty is projected to increase by 4.8 per cent to K440.2 million, representing
3.1 per cent of total tax revenue. Growth in import duty will be driven by stronger Customs
compliance effort in accordance with the 20:80 inspection ratio and further easing of import
restrictions.

Export Duty is expected to grow by 15.9 per cent to K509.2 million, representing 3.8 per cent of
total tax revenue. Export duty is solely levied on round log export. However, the collection could
edge lower as the Government plans to introduce a 20.0 per cent increase in export duty on
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round log exports across all log grades and is expected to raise K30.0 million in revenue. The
revenue gain is to be directed to a newly established PNG Biodiversity and Climate Trust Fund
through a United Nations Development Program (UNDP) to address growing challenges of

biodiversity loss and climate change in PNG.

Table 14: Taxes on International Trade and Transactions 2021-2022 (Kina, million)

2021 2022 2023 .
Qutcome Supp Budget Variation
Budget
Taxes on International Trade & Transactions 778.8 859.4 949.9 90.5
Import Duty 379.7 419.9 440.2 20.3
Other Import Taxes 0.0 0.0 0.0 0.0
Export Tax 399.1 439.5 509.2 69.7

Source: Department of Treasury

4.3 NON-TAX REVENUE

Non-tax revenue is estimated to increase by 53.4 per cent to K2,657.4 million or 2.3 per cent of
GDP. The higher collection is due to expected higher dividend payments from state-owned
resource companies and the passing of the Non-Tax Revenue Administration Bill (NTRA).

In light of the high commodity prices in 2022, the Government is expecting Kumul Petroleum
Holdings (KPH) and Ok Tedi through Kumul Mineral Holdings (KMH) to pay K1,300.0 million
(2022: K400.0 million) and K382.5 million (2022: K450.0 million) dividends respectively.
Meanwhile, the Government is also expecting to receive K100.0 million dividend from the BPNG
and K150.0 million from Kumul Consolidated Holdings (KCH).

For 2023, K459.3 million is projected from the implementation of the NTRA bill, which is
expected to be tabled along with the 2023 Budget. This amount comprises of K249.8 million
from National Fisheries Authority, K107.1 million from Department of Labour and Industrial
Relations, K45.2 million from Immigration & Citizenship Service Authority (ICSA), K20.0 million
from the National Gaming Board, K19.4 million from National Maritime and Safety Authority

(NMSA), K12.9 million from Mineral Resource Authority (MRA) and K5.0 million from NAQIA.

Table 15: Other Revenue 2021-2023 (Kina, million)

2021 2022 2023 .

Outcome Supp Budget Variation
Budget

OTHER REVENUE 643.0 1,732.7 2,657.4 924.7
Property Income 51.8 1,478.5 2,024.1 545.6
Interest - 0.7 0.7 0.0
Dividends 530.5 1,470.0 1,932.5 462.5
Mining Petroleum and Gas Dividends 380.5 1150.0 1,682.5 532.5
Dividends from Statutory Authorities 150.0 300.0 100.0 -200.0
Dividends from State Owned Enterprises - 20.0 150.0 130.0
Withdrawals from income of quasi-corporations - 0.0 0.0
Property income from investment income disbursements - - 0.0 0.0
Rent 21.3 7.8 90.9 83.1
Sales of goods and services 11.4 14.0 156.7 142.7
Sales by market establishments - - 0.0 0.0
Administrative fees 4.9 5.8 122.0 116.2
Incidental sales by nonmarket establishments 6.5 8.2 34.7 26.5
Imputed sales of goods and services - - 0.0 0.0
Fines, penalties, and forfeits 1.2 11 1.9 0.8
Transfers not elsewhere classified 78.6 239.2 474.7 235.5
State Services & Statutory Authority (NTRA) 50.0 209.6 459.3 249.7

Source: Department of Treasury
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4.4 GRANTS

Total Donor Grants is estimated to increase by 11.0 per cent to K2,024.9 million in 2023. Donor
support grant is expected to be higher, driven by further support from PNG’s major donor
partners towards government’s investment expenditure priority areas over the medium-term.
These support grants are mainly from major development support partners including Asian
Development Bank (ADB), European Union (EU), Australian Aid and United Nations with
additional support coming from others. The Government will continue to work closely with donor
partners to ensure funds are utilised for their intended purposes. Based on the 2022 FBO
outcome for international support grants, revisions will be made in the 2023 MYEFO to decide

on the expected level of grants.

Table 16: Donor Grants 2022- 2023 (Kina, million)

2022 | 2922 2023 -

Outcome Supp Budget Variation
Budget

GRANTS 2,088.0 1,824.9 | 2,024.9 200.0
From Foreign Governments 1,630.6 1,498.4 1,714.6 216.2
Current 1,349.6 1,345.2 | 1,561.3 216.1
Cash 225.6 250.0 0.0 -250.0
In-Kind 1,124.0 1,095.2 | 1,561.3 466.1
Capital 281.0 153.2 153.2 0.0
Cash 0.0 0.0 0.0 0.0
In-Kind 281.0 153.2 153.2 0.0
From International Organizations 457.4 326.5 310.4 -16.1
Current 365.9 293.3 277.2 -16.1
Cash 0.0 0.0 0.0 0.0
In-Kind 365.9 293.3 277.2 -16.1
Capital 915 33.2 33.2 0.0
Cash 0.0 0.0 0.0 0.0
In-Kind 915 33.2 33.2 0.0

Source: Department of Treasury

4.5 MEDIUM TERM REVENUE OUTLOOK

In 2023, resource-related revenue (including dividends) is expected to decline by almost
40.0 per cent to K2,924.3 million or 2.6 per cent of total revenue in line with the assumption of
lower global crude oil prices averaging at US$89.0 per barrel. However, non-petroleum revenue
is projected to increase by 16.4 per cent to K13,531.1 million, supported largely by CIT, PIT and
GST, in tandem with sustained trade and economic activities. As a percentage of GDP, non-
resource revenue is expected to remain at 12.0 per cent in 2023.
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Chart 37: PNG Resource Revenue (including dividends) and Non-Resource Revenue to GDP (%)..
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Source: Department of Treasury.

The share of non-tax revenue to total revenue has decreased from 12.6 per cent in 2018 to
4.6 per cent in 2021, before rising to 8.7 per cent in 2022. Based on 2023 Budget, the share of
non-tax to total revenue is expected to return to historic high. Non-tax revenue is mostly made
up of dividends from State-Owned Enterprises (SOEs) and statutory bodies and administrative
fees and charges. It is volatile in nature due to sporadic payments from SOEs and statutory
bodies unrelated to tax collections or performance. Many agencies in PNG retain revenue,
operate large trust account balances and invest in projects that, at times, are unrelated to their
primary mandate. As a percentage of GDP, NTR has fluctuated between 1.7 per cent in 2018
and 2.3 per cent in 2022.

Chart 38: Revenue breakdown to GDP (%)
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CHAPTER 5: TAX AND NON-TAX MEASURES AND
DEVELOPMENTS

5.1 OVERVIEW

The revenue policy measures in the 2023 Budget include:

I.  implementation of the revised Dividend Policy to increase revenue from State Owned
Enterprises (SOEs);
II.  imposing a 45.0 per cent Corporate Income Tax on Commercially Licensed Banks;
Ill.  establishing a tougher excise regime on anti-social drinks;
IV. increasing the round log duty rates to generate extra revenue to support the United
Nations’ Biodiversity and Climate Trust Fund for PNG;
V. increasing the Personal Income Tax free threshold from K12,500.0 to K20,000.0;
VI.  continuing the suspension of the excise duties on retail fuel for a further six (6) months;
VII.  updating the PNG Customs Harmonised System from (HS) 2017 to HS 2022; and
VIII.  introducing the Non-Tax Revenue Administration Act.

5.2 MAJOR REVENUE POLICY MEASURES

5.2.1 REVISED DIVIDEND POLICY TO INCREASE REVENUE FROM STATE OWNED
ENTERPRISES

Government revenues collected by the State-Owned Enterprises (SOES) represent a large
share of total revenue. Given expenditure pressures, coupled with elevated commaodity prices
and high global interest rates, the Government is re-evaluating its policy on Dividends for the
SOEs. A revised Dividend Policy will reflect the Government’s priority on revenue consolidation.
The revised Dividend Policy will be submitted for NEC’s deliberation once it is finalised.

In approving the Revenue Measures for the 2023 Budget, the NEC approved for the state
Dividend Policy to be amended such that 85.0 per cent of planned dividends from Ok Tedi
Mining Limited (OTML) to be remitted into the Consolidated Revenue Fund (CRF), with the
balance of 15.0 per cent diverted to Kumul Minerals Holdings Ltd. The dividend to the CRF from
OTML is expected to increase from K90.0 million to K382.5 million in 2023.

In addition, the NEC also approved for Kumul Petroleum Holding’s 2023 Annual Operating Plan
to be amended to increase its dividend to Government from K300.0 million to K1,300.0 million
including K300.0 million held over from 2022.

5.2.2 APPLY 45.0 PER CENT CORPORATE INCOME TAX ON THE LICENSED BANKS

The Additional Company Tax was introduced in 2022 and was to be collected at a baseline
value of K190.0 million per year for all banks holding more than a 40.0 per cent market share.

Following public feedback, we have decided to change the form of the tax introduced on the
banking sector in 2022. The initial tax was focused on the dominant player in PNG’s banking
sector. Having a very large market share provides scope for monopolistic pricing and excessive
profits. There is a broad view that the dominant player in the banking sector, BSP, has done a
wonderful job for our country. However, their low deposit rates and high lending rates meant
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they earnt a return on equity of over 30.0 per cent, more than double other banks in the sector.
However, in the face of calls for the tax to be spread more evenly across all four commercial
banks, the government has decided to make changes. Noting the very high profitability levels
in the domestic banking sector compared to international norms and continued record profits
posted this year, it is considered appropriate to seek to expand this revenue measure at this
time.

From 01°% January 2023, the rate of company tax payable by all commercial banks licensed to
operate as a commercial bank under the Banks and Financial Institutions Act 2000 will increase
from 30 .0 per cent to 45.0 per cent. This is expected to raise K240.0 million in 2023, funding
vital to support the increased spending on law and order and infrastructure and for more
teachers and nurses. The government will consult closely with the banking industry in the first
half of 2023, and consider if a different type of tax, such as an additional profits tax, may be
more appropriate from 2024 onwards while still raising the required revenues.

As part of this amendment, a sunset clause has been introduced to the Additional Company
Tax, while enabling the government to continue to pursue the assessed funds from the earlier
iteration of this tax that are still outstanding.

5.2.3 INTRODUCE TOUGHER EXCISE DUTY ON ANTI-SOCIAL DRINKS

The Government has prioritised combating the social and health issues caused by anti-social
drinking by increasing the excise duty on alcohol and mixed drinks over a number of Budgets.

In the 2020 Budget, the Government increased the excise rates of anti-social drinks
(Ready To Drink) by 400.0 per cent. The policy intention was to discourage consumption of anti-
social drinks with high alcohol content to address its adverse impacts on local communities.

In the 2023 Budget, the Government is imposing an additional one-off increase of
493.0 per cent excise duty on anti-social drinks. This measure is to continue the good work of
the Government to address the negative social and health issues associated with the
consumption of anti-social alcohol products.

This measure is particularly targeted to high alcohol and mixed drinks and is expected to raise
an additional K30.0 million in revenue in 2023 and will come into effect on 01 December 2022.

5.2.4 INCREASE ROUND LOG DUTY RATES TO GENERATE EXTRA REVENUE TO
SUPPORT BIODIVERSITY AND CLIMATE TRUST FUND

The Government is committed to moving to downstream processing of our natural resources to
improve jobs and incomes. A key element of this is the planned and gradual ending of round
logs exports by 2025. This objective can be assisted by further increases in taxes on the round
log exports.

The Government decided in the 2020 Budget for a 50.0 per cent increase (average) in taxes on
unprocessed round log exports. More needs to be done to reinforce the policy objective through
further increases in export taxes on round logs.

In the 2023 Budget, the log export duty regime is proposed to increase by another 20.0 per cent

in taxes on all of the progressive tax rates. The proposal is expected to generate an additional
K30.0 million in 2023.
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The expected increase of K30.0 million will be earmarked to support the newly established
United Nations’ Biodiversity and Climate Trust Fund. The aim is to establish PNG’s credibility in
financing for Protected Areas. The earmarked revenue demonstrates PNG’s commitment to the
fund.

This combined measure of forestry tax increases and allocation to Protected Areas will be a
concrete example of PNG’s commitment as stated by the Prime Minister to helping make PNG’s
forests the “lungs of the world”. The international community will be asked to also step up and
support this domestic commitment. This is part of the government’s “Targeted Grants Policy”.
PNG has considerable scope to lift the level of grants receipts from new sources of funding for
“global public goods” including the environment and public health. There is great scope for “win-
win” outcomes.

This tax measure also demonstrates the Government’s ongoing commitment to promote
effective conservation of biodiversity and ecosystem services in our forests. It aligns with the
intentions of the Climate Compatibility Development Policy 2014 that underpins PNG’s
Nationally Determined Contributions and proposed actions on the Paris Agreement on climate
change.

The measure will come into effect on 01% January 2023.

5.2.5 INCREASE THE PERSONAL INCOME TAX FREE THRESHOLD FROM K12,500.0 TO
K20,000.0

In April 2022, the Government increased the personal income tax free threshold from K12,500.0
to K17,500.0 as part of the relief package to assist with the high cost of living associated with
the Ukraine-Russian war. The relief commenced on 01% June 2022 and will end on the 31%t
December 2022.

As part of the measures taken by the Government to continue mitigating the increasing cost of
living resulting from global inflation, the Government is further increasing the Personal Income
Tax Free Threshold from K12,500.0 to K20,000.0. Doing so will mean abolishing the
22.0 per cent PIT rate for the year, resulting in an increase in take-home pay of approximately
K63.0 per fortnight for all workers earning K20,000.0 a year or more.

This is a temporary relief measure that coincides with the rise in worldwide inflation and costs
of living. It is expected to reduce the Government’s revenue by K280.0 million.

This measure will come into effect on 015 January 2023 and ends on 315 December 2023.

5.2.6 REMOVE EXCISE DUTIES ON RETAIL FUEL PRODUCTS FOR A FURTHER SIX (6)
MONTHS

In April 2022, the Government introduced a temporary exemption of excise duties on Diesel,
Petrol, and Zoom products purchased by the public at retail outlets. The reform was aimed at
providing relief from the high price of fuel products and the inflated cost of goods and services
absorbed by individuals, families, and businesses. The reform came into effect on 015 May 2022
and ended on 31% October 2022. The Government extended this relief for another two months,
from 01 November 2022 and will end on 315 December 2022. This measure will be further
extended for 6 months in 2023, from 01 January to 30" June.

As such, the Government will temporarily remove the excise duty on Petrol, Diesel and Zoom
products. This will reduce the retail prices of Petrol by 61 toea per litre, Diesel by
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23 toea per litre, and Zoom by 2 toea per litre. This measure will cost the Government
K150.0 million in reduced revenue for the first six months of 2023.

This measure will come into effect on 015t January 2023 and end on 30" June 2023.
5.2.7 UPDATE PNG CUSTOMS HARMONISED SYSTEM (HS) 2017 TO HS 2022

The Harmonised System (HS) is a general term used for Commodity Description and Coding
System. The HS contains classification of tariff items, tariff codes and descriptions and tariff
rates of all goods and services that are imported and exported globally. It is used by the World
Customs Organisation (WCO) to facilitate the work of Customs authorities around the world to
assist in identifying and updating of product description and coding to be on par with the world
customs. Further, it assists in assessing the duties and taxes and gathering statistics.

The WCO is responsible for managing, reviewing and updating the HS every five years. This is
done through the Harmonised System Committee (representing the Contracting Parties to the
HS Convention) which PNG is Party to this Convention. The last HS update was made in 2017.

In 2019, WCO reviewed the HS 2017 and recommended for more than 300 sets of updates
relating to a wide variety of products and product groups from Agriculture, Machinery, Chemical,
Wood, Base Metal, Transport, Textile and other Sectors.

The key factors that drives the HS 2022 amendments include: advancement in technology; new
product streams; changing trade patterns; environmental considerations; health and safety
concerns; the fight against terrorism; and facilitating implementation of various International
Conventions.

PNG as a contracting Party to the HS Convention is required to adopt the WCO HS 2022
through an amendment to the Customs Tariff Act 1990. This will give legal clearance for PNG
Customs Service (PNGCS) to update and implement the changes recommended to be on par
with the WCO standards.

This measure will be revenue neutral and is expected to be effective retrospective to
01%t January 2022 to enhance trade facilitation.

5.3 NON-TAX REVENUE MEASURE
5.3.1 INTRODUCTION OF THE NON-TAX REVENUE ADMINISTRATION ACT

The Government introduced the Public Money Management Regularisation (PMMR) Act 2017
in the 2018 Budget. The purpose of the PMMR Act was to bring all non-tax revenue collections
into the Consolidated Revenue Fund (CRF) to support the Budget and allow all government
agencies to be funded through the normal budget process. During the implementation of PMMR
Act, non-tax revenue collections (transfers) were about K600.0 million in 2018 and
K404.5 million in 2019.

However, the Supreme Court declared the PMMR Act unconstitutional and nullified the
implementation of this Act in May 2020. As a result, non-tax revenue was not remitted to the
CRF but withheld by the State Agencies and Statutory Bodies, hence reducing government
revenue collections.
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The new Non-Tax Revenue Administration (NTRA) Act will mobilise non-tax revenue. The
NTRA will also rectify the technical errors of the PMMR Act that the court ruled as
unconstitutional.

The implementation of this Act is expected to collect K550.0 million in 2023 and forms a crucial
pillar in the revenue mobilisation plan for 2023. A new appropriation of K100.0 million will be
created under the vote 207 to be allocated directly to NTRA authorities for their projects or
activities.
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CHAPTER 6: EXPENDITURE

The 2023 Budget is the first annual budget under the Marape-Rosso Government since taking
office after the 2022 National General Elections. The budget is guided by the Government’s
updated 13-year fiscal plan.

Total expenditure for 2023 is set at K24,567.0 million, consisting of K21,386.0 million in GOPNG-
funded expenditure and K3,180.9 million in expenditure supported by development partners,
which comprises K2,025.0 million in donor grants and K1,156.0 million in concessional loans.
The 2023 expenditure target is K21,180.7 million or 5.0 percent higher than the
2022 Supplementary Budget estimate, and 10.8 per cent higher than the original 2022 Budget
estimate.

The 2023 Budget is framed within a fiscal environment where revenue are growing much faster
than expenditures leading to a decline in the fiscal deficit by K1,000.0 million in 2023. The key
expenditure priorities for the 2023 Budget are:

e funding development priorities of the Marape-Rosso Government towards economic
independence, equity across the nation and looking after the rural sector;

e funding a continued major expansion in the capital budget in ways that are anticipated
to have a positive return on investment and improve people’s lives including in rural
areas, especially through the expanded Connect PNG and the District & Provincial
Roads programs;

e investing in the programs and projects that will promote sustainable economic growth;

e ensuring that GoOPNG provides the required counterpart funding to secure loan funding
in a timely manner to avoid cost associated with delays in loan drawdowns;
funding a household assistance package to provide relief to cost of living pressures; and

e re-prioritising the operational budget, which means significant increases for key priority
agencies including police, the judiciary, funding for teachers and nurses and doctors,
and supporting international engagement, while also making some tough reductions in
other agencies, especially the non-central agencies based in Waigani.

Details on the expenditures are provided under the sector expenditure section below.

The 2023 Budget supports the Government’s budget repair strategy by adopting the key
principles of ‘spending the money we have more wisely’, ‘raise the revenue more fairly’, and
‘finance debt more cheaply’. In order to realise these principles, there is a greater need for good
governance, expenditure control, and efficiency in the public sector. The Government will
promote expenditure efficiency measures through:

e the Organisational Staffing Personal Emoluments Audit Committee (OSPEAC) to
manage and control the personnel and wage bill;

e continue the retirement exercise and reduce government liabilities;

¢ the identification and payment of arrears and liabilities by the Arears Verification
Committee (AVC);

e the issuance and implementation of Non-Financial Instructions (NFI); and

¢ implementing a Public Expenditure Review.
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The Government is aware of the uncertainties in the global economy. Aggregate levels of
expenditure will be kept under review to ensure that they do not add to inflationary pressures
and provide fiscal stability in the medium-term. In addition, if there is a more dramatic drop in oil
prices than expected, and key resource revenues are unlikely to be realised, then aggregate
expenditure levels will also be reviewed.

6.2 2023 AGGREGATE EXPENDITURE

The 2023 expenditure budget is set at K24,566.9 million. The higher expenditure envelope
ensures the Government will continue to deliver critical education, health, and law & order
services. This includes the continuation of key household inflation relief announced in April 2022
and extended in the 2022 Supplementary Budget. Table 17 shows 2023 aggregate expenditure.

Table 17: 2023 Aggregate Expenditure (Kina, million)

Budget Components 2022 2022 Supp | 2023 Budget | As % of Total
Budget Budget Budget
Operational Component 13,423.2 14,388.6 14,771.1 60.1
Compensation of Employees* 6,050.2 6,345.6 6,942.0 28.3
Goods and Services 3,732.8 4,402.8 3,860.0 15.7
Debt Interest Payment 2,324.4 2,324.4 2,511.0 10.2
Provincial Functional grants 593.9 593.9 642.1 2.6
GST & Book Makers Transfers 721.9 721.9 816.0 3.3
Capital Investment Component 8,751.6 8,985.1 9,795.9 39.9
GoPNG 5,858.3 6,091.7 6,615.0 26.9
Concessional Loans 1,574.9 1,3184 1,156.0 4.7
Donor Grants 1,318.4 1,574.9 2,024.9 8.2
Grand Total 22,174.8 23,373.6 24,566.9 100.0
Source: Department of Treasury.
Operational Expenditure
The Operational expenditure is higher by K382.5 million or 2.7 per cent than the

2022 Supplementary Budget.

Compensation of Employees (CoE) is the largest component with a budget of K6,942.0 million,
representing 47.0 per cent of the Operational Budget and 28.3 per cent of total 2023
expenditure. CoE includes salaries and allowances and other benefits such as retirement,
retrenchment, gratuities, and superannuation.

The CoE figure for 2023 factors in 10.0 per cent increases for core services including the police,
the judiciary, and increased funding for teachers and nurses and doctors. This large committed
increase is to cover for increased pay and ensure key delivery ratios (i.e. number of police per
population) improve. At the same time, the 2023 Budget makes tough reductions in non-core
services.

The 9.4 per cent increase in CoE compared to the 2022 Supplementary Budget estimate is to
cover for short falls across Provincial Health Authorities; funding of critical positions especially
in the Health Sector; recruitment of new officers in the Law & Order Sector; and a general
increase in salaries as per public service salaries fixation and industrial agreements.

Goods & Services (G&S) accounts for 15.7 per cent of total expenditure and 26.1 per cent of
the operational budget. G&S budget includes fixed costs such as utility bills, rentals, and
liabilities such as arrears.
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Interest costs amount to K2,511.0 million or 10.2 per cent of total expenditure, which is an
increase of K186.6 million or 8.0 per cent compared to the 2022 Supplementary Budget
estimate.

Funding for provinces in the form of Provincial Functional Grants and GST & BTT amounts to
K1,458.0 million or 5.9 per cent of total expenditure representing an increase of K142.2 million
or 10.8 per cent than the 2022 Supplementary Budget.

Capital Expenditure

The 2023 Capital Investment Budget is set at K9,795.9 million and comprises K6,615.0 million
in GoPNG funding (PIP), K2,024.9 million in Donor Support Grants, and K1,156.0 million in
Concessional Loans. The 2023 Capital Budget is higher by K810.9 million or 9 per cent than
the 2022 Supplementary Budget.

The Public Investment Program (GoPNG PIP) comprises Fixed Commitments and Policy
Priorities. Fixed commitments include K1,180.0 million for Provincial and District Support
Improvement Programs (PSIP and DSIP). DSIP allocates K10.0 million to each of the 96
districts while PSIP provides K10.0 million to each of the 22 provinces. The 2023 SIPs budget
also captures the seven new districts established in 2022.

6.3 SECTOR EXPENDITURE

Government agencies are categorised into nine (9) sectors, however, for budgeting and
accounting purposes, interest payments and miscellaneous items are included to show total
expenditure as depicted in Table 18 below.

Table 18: 2023 Expenditure by Sector (Kina, million)

2023 OAA]SO"’f‘

Operational (K’M) Capital (K ‘M) To‘tal total

Sector betal Bud.

Total
CoE GS Total Op GoPNG Grants Loans Cap e
Bud Bud Expend.
Admin 708.8 259.1 967.9 1,775.5 888.2 35.5 2,699.2 3,667.1 14.9
Com & Culture 48.8 19.8 68.6 74.00 44.7 - 118.7 187.3 0.8
Economic 226.4 475 273.9 651.00 37.6 26.8 715.4 989.3 4.0
Education 429.1 953.7 1,382.8 184.0 51.1 31.6 266.7 1,649.5 6.7
Health 1,095.9 577.8 1,673.7 312.0 283.1 66.5 661.6 2488588 9.5
Law and Just 1,034.6 350.0 1,384.6 323.0 55.0 24.2 402.2 1,786.7 7.3
Miscell 952.0 1,608.8 2,560.8 - - - - 2,560.7 10.4
Provinces 2,284.9 642.1 2,927.0 2,147.5 41.6 22.5 2,211.6 5,138.6 20.9
Transport 127.5 39.4 166.9 881.0 332.0 846.3 2,059.3 2,226.2 9.1
Utilities 34.1 35 37.6 267.0 291.8 102.5 661.3 698.9 2.8
Total (excl.

Int payments) 6,942.1 4,501.7 11,443.8 6,615.0 2,025.1 1,155.9 9,795.9 21,239.6 86.5
Int. Payments 2,511.0 2,511.0 2,511.0 10.2
GST & BMT* - 816.0 816.0 - - - - 816.0 33
Grand Total 6,942.1 7,828.6 14,770.6 6,615.0 2,025.1 1,155.9 9,795.9 24,566.9 100.0

Source: Departments of Treasury and National Planning and Monitoring
*Goods and Services and Book Makers Transfers

Table 19 shows the 2023 Budget in comparison to the 2022 Supplementary Budget.
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Table 19: 2022 and 2023 Budget Comparison

2022 Vari. of o
Sector Budzggtz Supp Bui%zsast 2022.Supp & chang{g
' Budget. 2023 Bud
Administration 3,882.30 4,140.9 3,667.1 (473.70) -11.4
Community & Culture 175.04 180.8 187.3 6.50 3.6
Economic 917.66 906.1 989.3 83.20 9.2
Education 1,403.52 815.8 1,649.5 833.70 102.2
Health 2,554.61 2,512.7 2,335.3 (177.40) -7.1
Law & Justice 1,385.68 1,728.6 1,786.7 58.10 34
Miscellaneous 2,604.47 3,268.8 2,560.7 (708.10) -21.7
Provinces 4,249.96 4,790.1 5,138.6 348.50 7.3
Transport 1,438.93 1,456.7 2,226.2 769.50 52.8
Utilities 516.76 523.8 698.9 175.10 334
Debt Services 2,324.36 2,339.8 2,511.0 171.20 7.3
GST Book makers 721.10 721.9 816.0 94.10 13.0
Total 22,174.40 23,386.0 24,566.9 1,180.74 5.0

Source: Department of Treasury

6.3.1 Administration Sector

This Administration sector is relatively large comprising thirty-one (31) Government agencies,
of which eight (8) are Central Agencies, seven (7) are Statutory Authorities and fourteen (14)
are Line Agencies. The two (2) key revenue raising agencies; the Internal Revenue Commission
(IRC) and PNG Customs Service (PNGCS) are part of this sector.

The Administration sector is responsible for coordinating and facilitating policy development in
the public sector with a focus on: governance; administrative system reforms; wealth creation;
public sector management; national statistical and population data systems; foreign policy;
immigration; and development cooperation. The sector also aims to coordinate and create
mechanisms to promote public service ethics, enforce legislation, and promote transparency
through best financial management and accountability practices.

A total of K3.667.1 million has been allocated to the Administration Sector in 2023 or
14.9 per cent of the total budget. This is 11.4 per cent reduction from its 2022 supplementary
budget. Of the total Budget, K967.9 million is for Operational expenditure (K708.8 million in CoE
and K259.1 million in G&S) and K2,699.2 million is for Capital expenditure of which
K1,775.5 million is GOPNG direct financing, K882.2 million is grants and K35.5 million is loans.

In 2023, funding allocated to the Administration sector will support key Central policy Agencies
(CACC) to perform their roles more effectively and efficiently in order to better support the
operations of key agencies across all sectors. This includes: improving the compliance efforts
of IRC and PNGCS to raise revenue collection; supporting OSPEAC to strengthen payroll
controls and manage the wage bill; supporting the National Economic Fiscal Commission
(NEFC) to conduct the Inter-Governmental Financial Arrangement review for the efficient flow
of funds from the national to the sub-national level; and supporting the Electoral Commissions
to adopt a systemized way of updating the common roll.

Efforts to increase internal revenue generation include the ASYCUDA World Project,
implemented by PNGCS. This project will link all ports, freighting services, and stakeholders to
use real-time data to collect and receive appropriate fees and charges electronically. This will
be supported by the Integrated Tax Administration System (ITAS) for electronic tax collection
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and reporting, which will be linked to the ASYCUDA World Project, commercial banks, and the
Investment Promotion Authority (IPA).

Other significant investments in 2023 include; Public Private Partnership Program (K5.0 million),
Population Census Preparation (K50.0 million), Integrated Tax Administration System
(K20.0 million) and Financial Management Information Project (K5.0 million). These activities
are expected to contribute significantly to increase returns in good governance, efficiency in
public spending, donor funding maximization, and revenue generation.

Funding for big-ticket items classified under the Administration sector, as well as other sectors
are captured under the Finance and Treasury Miscellaneous vote. The budget for Miscellaneous
expenditures for 2023 totals K2,560.7 million, a 21.7 per cent reduction compared to the
2022 Supplementary Budget. The Miscellaneous budget caters for items such as Arrears
(K300.0 million), Retirement Program (K300.0 million), Utilities (K200 million) Contingency
(K140.0 million) and Rentals (K200.0 million).

6.3.2 Community and Culture Sector

The Community and Culture Sector comprises nine (9) agencies led by the Department for
Community Development and Religion. The sector plays a key role in: safeguarding cultural
heritage; supporting, protecting, and empowering children, youth, women and elderly persons
living with disabilities, other vulnerable groups; and promoting sports.

The sector has made significant progress in undertaking structural reforms and developing
legislation and enabling policies to strengthen delivery of Government priorities. Key policies
include: the Lukautim Pikinini Act 2015; the Gender Equity and Social Inclusion Policy (GESI);
the National Identify and National Volunteer Policies; as well as interventions to safeguard
cultural relics and heritage; promote sports; address Gender Based Violence; and address the
special needs of children and persons with disabilities.

A total of K187.3 million has been allocated for the Community and Culture sector in the
2023 Budget, which is 0.8 per cent of the total budget. This is an increase of 3.6 per cent from
the 2022 supplementary Budget. Of this, K68.6 million is for operational and K118.7 million is
for capital investment expenditure. The total operational budget for this sector consists of
K48.8 million for COE and K19.8 million for GS while the capital component consists of GOPNG
direct financing worth K74.0 million and K44.7 million in grants.

In 2023, the Government will continue to fund the following major programs and projects: Child
Protection (K3.0 million); Provincial Sports Infrastructure Development Program (K10.0 million);
National Youth Development Program (K5.0 million); National Volunteers Intervention (K10.0
million); Censorship Information and Intervention (K4.0 million); National Museum and Art
Gallery Rehabilitation (K5.0 million); and Gender Equality/Gender Based Violence
(K40.7 million).

6.3.3 Economic and Infrastructure Sector

The Economic Sector consists of twenty-five (25) agencies including Mining and Petroleum,
Forestry, Fisheries, Tourism, and Agriculture. It is responsible for and aims to stimulate broad-
based economic growth that is sustainable and inclusive. The sector aim can be achieved by
addressing impediments in accessing markets and land development; empowering SMES;
supporting innovative activities in the agriculture sector to increase production; securing critical
investments that will create more jobs; increasing exports and reducing imports; and supporting
new mining and petroleum projects
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In 2023, a total of K989.3 million is allocated for the Economic sector which is 4.0 per cent of
the total budget. The sector's budget has increased by 9.2 percent from its 2022
Supplementary Budget. Of the total sector budget, K273.9 million is for Operational
(K226.4 million for CoE and K47.5 million for GS) and K715.4 million for Capital. The total
Capital Budget consists of direct financing from GoPNG worth K651.0 million, K37.6 million in
grants, and K26.8 million in loans.

6.3.4 Renewable sector

The primary aim of the Renewable Resource Sector is to support increased exports of major
commodities, substitute imports, and promote downstream processing of key export
commodities, especially in the fisheries and forestry sectors.

The sector’s development and contribution towards the economy has been hindered by
insufficient investment, ambiguous land policies, major infrastructure gaps, and a lack of access
to credit at the smallholder level. However, the Government has made a strong commitment to
address these fundamental issues through amicable development policies and fiscal measures.
These measures include programs and projects such as: coffee, cocoa and palm oil road
rehabilitation program (K23.0 million); National Land Partnership Program (K150.0 million);
National Government SME Funding (K200.0 million); Special Economic Zones (SEZ)
Development Program (K20.0 million); and Tourism Development Program (K20.0 million).

Major emphasis has been placed on the agriculture sector in the medium term to improve
agricultural commodities exports, promote import substitution, and support the extractive
industry. These will be realized through programs such as National Agriculture Development
Programming (K20.0 million) and the Agriculture Commercialization and Diversification Project
(K13.3 million). The establishment of the new Ministries (Coffee, Oil Palm and Livestock) under
the sector is a clear indication from the Government’s strong commitment to grow and support
the sector.

6.3.5 Non-Renewable Sector

The aim of the non-renewable sector is to maximize socio-economic and environment benefits
from the mining and petroleum industry and promote downstream processing. The sector
comprise of Department of Mineral Policy and Geo-Hazard Management (DMPG), Department
of Petroleum and Energy (DPE) and Mineral Resource Authority (MRA).

Like the Mining Sector, the Petroleum and Energy also contributed immensely to revenue,
employment, GDP, exports and foreign exchange. However, with the current struggle in global
economy to meet the energy demand, the energy industry requires long lead times for new
projects. PNG has the potential to become one of the suppliers in this sector given its significant
advantage in terms of potential unidentified oil and gas fields. Hence under the program of
Development of New Petroleum Projects, unidentified gas and oil fields can be tapped into for
economic gain and development for the country.

The sector projects aim to meet outstanding State Commitments in the various Oil and Gas
Project Agreements, mitigating natural disasters and formulating mining related policies. The
government is committed to revive this sector in 2023 through the development of new
petroleum projects such as Papua LNG, P'nyang LNG Gas, Stanley project and PASCA.
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6.3.6 Education Sector

Education plays an important role in fostering growth, reducing poverty, and ensuring
sustainable improved livelihood through the provision of early childhood, primary, secondary
and post-secondary education or an optional formal learning after secondary education. The
sector is comprised of ten (10) agencies which include: four (4) universities; Maritime college;
Office of Library and Archives; and two leading agencies, that is, the Department of Education
(DoE) and the Department of Higher Education Research Science and Technology (DHERST).
The DoE is responsible for primary to secondary education while DHERST is responsible for
tertiary education.

Considerable progress has been made in the last decade on improving student enrolment.
However, this has compromised the quality of education. Challenges faced in the delivery of
education are: inadequate existing learning facilities to cater for the increase in the number of
students; shortage of learning resources; ineffective quality assurance policies and practices;
limited research capacity; and inadequate ICT infrastructure and systems.

The Government, through the MTDP 1V, will focus on improving the quality and affordability of,
and access to, education® at all levels. Furthermore, increased support for alternate pathways
such as FODE and TVET will provide better opportunities for students leaving school.

Total funding for the Education Sector in the 2023 Budget is K1,649.5 million or 6.7 per cent of
the total budget. This is an increase of 102.2 per cent from the 2022 Supplementary Budget.
The sector’'s budget consists of K1,382.8 million in operational and K266.7 million in capital
expenditure. For the capital component, K184.0 million comes from GoPNG direct financing,
K31.6 million from loans and K51.1 million from grants. Of the total operational expenditure,
K429.1 million is allocated for CoE and K953.7 million for GS. It should be noted that Teachers
Salary Grants are administered through the Provinces and are not directly captured under the
Education sector. There is a commitment to grow key agencies in the education sector’s CoE
by 10.0 per cent a year over the medium term.

The Government’s ambition to achieve universal education and increase accessibility and
retention rates to more than 80.0 per cent by year 2030 will be realised through the Government
Tuition Fee Subsidy policy (K766.0 million) in Primary and Secondary education; the Higher
Education Loan (HELP) program (K65.1 million) and TESA Program (K47.0 million).

Furthermore, the Government aims to increase quality of skilled manpower graduating from
higher education institute through improvements in infrastructure facilities; building the
absorptive capacity of TVET* institutions and Teachers and Nursing colleges to address the
bottleneck in the education system and high drop-out rate. These objectives will be realised
through programs such as Western Pacific University (K20.0 million); Nursing College
Rehabilitation (K20.0 million); Teachers College Rehabilitation (K20.0 million); Schools of
Excellence Infrastructure Program (K10.0 million); and Improved TVET for Employment
(K36.6 million).

6.3.7 Health Sector

The Health sector is responsible for building an effective and efficient health system that delivers
quality health services to an international standard for all citizens. The sector comprises

3
This will be achieved through providing of adequate infrastructure, improving quality of teaching and learning materials in
mathematics and science, up-skill teachers through trainings

4
The TVET sector will focus on producing more skilled practitioners in the medium term to meet the demand of the industries. Major
intervention into the TVET sub-sector is currently the highest priority.
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Provincial Health Authorities (PHA); Hospital Management Services (HMS); National Aids
Council Secretariat (NACS); the PNG Institute of Medical Research (PNG IMR); and the
National Department of Health (NDoH) as the lead agency. The sector is guided by Government
policies, the National Health Plan 2021-2030, and other relevant sector policies, strategies, and
plans.

In recent years, the Health sector has made improvements toward achieving its goals. However,
over the years, there has been a steady decline in the proportion of operational health
institutions in some regions. Bottlenecks are caused by a lack of basic supplies, such as critical
medicines, as well as a shortage of qualified and sufficient number of health workers.

The performance of the Health sector in terms of coverage, effectiveness, equity, and outcomes
can be improved through the successful implementation of critical projects and programs.
Strengthening primary healthcare and improving access to the rural majority will remain the
focus for new National Health Plan 2021-2030 but with more emphasis to increase specialist
care and community participation.

The 2023 Budget will continue the ongoing significant initiatives carried out in 2022. The
Government aims to: improve maternal and child survival rates; strengthen preparedness for
disease outbreaks and emerging population issues; decrease communicable diseases; promote
healthy lifestyles; strengthen partnerships and coordination with stakeholders; decrease the rate
of malaria, tuberculosis, and cancer; and increase immunization rates.

The Health sector’s total 2023 Budget is K2,335.3 million which is 9.5 per cent of the total budget
and has decreased by 7.1 per cent from the 2022 supplementary budget, in line with capital
investments being spread out on a more realistic medium term framework. The sector's
operational budget is K1,673.7 million which comprises of K1,095.9 million for CoE and
K577.8 million in GS. The Capital expenditure is K661.6 million, which consists of GoPNG direct
financing worth K312.0 million, K66.5 million in loans and K283.1 million in grants. There is a
commitment to grow key agencies in the health sector's CoE by 10.0 per cent a year over the
medium term.

Operational funding in 2023 aims to address the sector challenges by: ensuring critical positions
across health facilities are fully funded, especially for the Port Moresby General Hospital
(PMGH); cover CoE shortfalls; support development and construction of Specialist Health Care
Facilities; ensure the efficient and effective procurement and distribution of medical
supplies(K206.9 million); fully fund St John’s Ambulance operations (K3.0 million), Malaria
Drugs and Test Kits (K10.0 million),Health Functional Grants to Provinces (K101.0 million) and
Mental Health (K17.9 million).

Furthermore, significant projects in the 2023 Budget under the health sector include; District
Hospital Infrastructure Development Program (K70.0 million); Provincial Hospitals Development
Program (K100.0 million); Angau Memorial Hospital Redevelopment (K160.0 million); and New
Enga Hospital Development (K30.0 million).

6.3.8 Law, Justice and National Security Sector

6.3.8.1 Law & Justice Sector

The Law and Justice sector consists of thirteen (13) agencies with the main agencies being the

Royal PNG Constabulary, Department of Defence, National Judiciary Services, Correctional
Institute Services, and Department of Justice & Attorney General.
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Reducing crime and corrupt practices and promoting good corporate governance across all
sectors is the objective of the Law & Justice sector. Hence, improving access to justice at the
sub-national level and modernizing the police force are key areas of focus. The sector-wide
approach taken in the MTDP IIl has shown some improvement in the overall performance of the
sector. However, current data shows that the rise in crime level since 2018 is due to a number
of factors including a reduction in police personnel relative to an increasing population and an
insufficient number of magistrates. In light of this, the Government and donors, especially the
Australian Government, are investing significantly in the sector through the Justice Service and
Stability for Development (JSS4D) program. The sector aims to reduce all forms of violence and
enable all citizens to access justice.

In the 2023 Budget the Law, Justice and National Security sector receives K1,786.7 million
which is an increase of 3.4 per cent from the 2022 Supplementary Budget. The sector’s budget
comprises 7.3 per cent of the total budget, of which K1,384.5 million is Operational and K402.2
million is capital expenditure. Operational budget consists of K1,034.6 million for CoE and
K350.0 million for GS. The capital budget consists of GoPNG direct financing worth
K323.0 million, K55.0 million in grants and K24.2 million in loans. There is a commitment to
grow key agencies in the law and justice sector’'s CoE by 10.0 per cent a year over the medium
term.

The major operational expenditures for the sector in 2023 are: Village Court Officials and Land
Mediators Allowances (K58.5 million); Lawyers pay increase (K18 million); PNG Defence Force
(PNGDF) soldiers’ rations (K38.0 million); K17.2 million for CASA’s Routine Maintenance and
training for PNGDF pilots; K33.6 million for all court circuiting agencies to reduce the backlog of
court cases and the number of remandees; and a further K25.0 million for prisoners’ rations.

In 2023, the critical investments in Law and Justice Sector include: Special Police Assistance
Program (K150.0 million), Air Capability Program (K20 million), District Court Infrastructure
Program (K15.0 million), National Jail Infrastructure Program (K10.0 million) among others.

6.3.8.2 National Security and Defence

National Security is a focus of the Government due to the current geopolitical conditions and is
one of the key strategic priority areas (SPA 6) of the MTDP IV. The sector focuses on six (6)
priorities:

i.  National Surveillance & Immigration
ii.  National Intelligence
iii.  Bio-Security
iv.  Cyber Security
v.  Business Protection
vi.  Social Identity & Security

The sector has had a fair share of investments in the past years which was focussed on
improving military capacity, such as improving defence infrastructure and facilities, recruitment
of defence force personnel, and military engagement in national building projects, civil
emergencies, and international obligations.

For 2023 and beyond, the Government will invest in strategic areas to build a vibrant national
security sector. The focus will be to build the land, air and sea capabilities and appropriate
border security infrastructure. Strengthening the existing bilateral and security arrangements
that aim to promote PNG sovereignty is also crucial. Partnership and cooperation between
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agencies performing national security roles will be enhanced. Further, there will be
improvements made to policies and legislation covering all aspects of national security.

6.3.9 Provincial Sector

The Provincial sector is an important sector in terms of delivering government services to rural
and remote communities. The sector consists of 354 Local Level Governments (LLGS),
96 Districts (DDAs), 20 Provincial Government Administrations, 1 Autonomous Government
(Autonomous Bougainville Government) and 1 City Commission (National Capital District
Commission). The number of LLGs increased by 23 from 331 to 354, while the number of
Districts increased by 7 from 89 to 96 in 2023. The increase in LLGs and Districts requires
additional funds for establishment and operations.

The goal of the Provinces sector is to improve service delivery at the sub-national level. To
realize this goal, the Government focused on optimizing the use of District Development
Authorities (DDASs) as the frontline service delivery vehicle to provide strategic investments,
such as: district hospitals; court houses; police stations; market district communities; and other
social and economic activities. The Government continues to resource the Provinces sector
through the Support Improvement Programs (SIPs) for both districts and provincial
administrations.

The total budget appropriation for provinces in 2023 is K5,138.6 million (K2,927.0 million for
Operational and K2,211.6 million in Capital expenditure) which equates to 20.9 per cent of the
total budget. This is an increase of 7.3 per cent from the 2022 Supplementary Budget. The
increase is to make up for the low revenue (GST and royalties) collected by certain provincial
government and to cater for the inclusion of New Ireland and Morobe Provincial Functional
Grants. The total operational budget is K2,927.0 million which comprises of K2,284.9 million in
CoE (inclusive of teachers’ salaries allowances and leave fares worth K1,862.4 million) and
K642.1 million in GS .

The capital budget consists of GoOPNG direct financing worth K2,147.5 million, K41.6 million in
grants and K22.5 million in loans. Each provincial administration receives K10.0 million from the
total allocation of K222.0 million whilst each district administration receives K10.0 million from
the total allocation of K960.0 million.

In 2023, allocation of funds is directed towards maintaining developments at the provincial,
district and LLG through the SIPs, Salaries and allowances for Teachers and Public servants,
the ABG, and the new constituencies. The Special Support Grants (SSG) K32.5 million,
Infrastructure Development Grant (IDG) K370.0 million and Infrastructure Tax Credit Scheme
(ITCS) will continue in 2023 as alternate funding sources for the provinces to complement the
SIPs.

6.3.10 Transport Sector

The Transport Sector is responsible for providing the enabling environment for development
across all sectors. The Sector consists of nine (9) agencies with Department of Transport (DOT)
as the lead agency.

The Government is committed to connect and open up PNG through building strong transport
infrastructure in three (3) subsectors; (i) roads (ii) air and (iii) maritime that is resilient to climate
change issues and natural disasters. This can be achieved if priority is given to improving the
assessment process of major projects to enhance socioeconomic returns, encouraging a
guality-based focus on new construction, encouraging industry standards to ensure durability,
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and developing relevant policies. Apart from investing in major key national infrastructure, the
Government plans to invest in sub-national infrastructure, especially in areas where there is
economic potential. Development partners have played a critical role in this sector through loan
and grant funded projects that are of national significance.

The major policies that guide the transport sector in achieving its goals are: National Road
Network Strategy 2018-2037, Air Service Policy, Air Transport Policy, International Air Safety
and Security Compliance (ICAO), Road Traffic Act, Road Fund Act, National Ports Act, Civil
Aviation Safety Act (CASA) and National Maritime Act.

So far a significant amount of a funding has been expended on the transport sector to unlock
potential economic corridors. In 2023, the Transport sector receives a total budget of
K2,226.2 million of which K166.9 million is for operational and K2,059.3 million for capital
expenditure. The transport sector takes up 9.1 percent of the total budget and has increased by
52.8 per cent from its 2022 Supplementary Budget. The total Operational Budget of
K166.9 million consists of K127.5 million in CoE and K39.4 million in G&S. The total Capital
Budget of K2,059.3 million consists of GoOPNG direct financing worth K881.0 million,
K332.0 million in grants and K846.3 million in loans from development partners.

The Connect PNG Agenda packages construction and maintenance of roads/missing links,
wharfs with electricity and telecommunications lines supported by conducive policy reforms of
the state-owned enterprises. The Government will proceed to lock in certain strategic high
impact programmes and projects in partnership with development partners. The key priority
programs/projects for 2023 include the major Connect PNG - roads, bridges, ICT, Ports,
Electricity (K450.0 million), CADIP Program Phase 2 Project 1 (K60. 0 million), Nadzab Airport
Terminal Redevelopment (K352.7 million), PNG Ports Infrastructure Investment Program and
other significant projects including rollout of district and provincial roads, jetties and airstrips.

6.3.11 Utilities Sector

This sector is responsible for providing households and businesses with essential services such
as reliable electricity, safe and clean water, sanitation, and modernized information and
communications infrastructure. The sector is comprised of nine (9) agencies that implement
their plans in collaboration with State Owned Enterprises (SOEs) and the private sector. The
sector strategically aligns their plans through the implementation of the National Energy Policy
2017-2027, Information and Communication Policy 2008, WaSH Policy 2015-2030, and other
key infrastructure policies to achieve the PNGDSP 2030 and MTDP targets.

The Government is currently faced with a huge challenge of meeting the demands of a growing
population, causing it to shift focus to providing accessible, reliable, and affordable municipal
services like water, electricity, and telecommunication services at the provincial and district
levels. Quality utility services are a prerequisite for effective poverty reduction. A number of
structural reforms have been implemented in the utility sector such as the ICT subsector reform
which saw the creation of the technical regulator (NICTA) to manage spectrum and licensing
issues.

The regulatory function was removed from Telikom PNG (which retained the service delivery
function) and placed under NICTA. The introduction of competition among service providers
saw the costs of voice and data communication services fall. As a result, close to 90% of the
population now have access to those services nation-wide. The similar reforms are taking place
in the energy and water subsectors whereby the National Energy and WaSH Authorities will be
created to manage licensing and service standards, while the two national utilities (PNG Power
& Water PNG) will oversee service delivery functions.
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Currently, only 17.0 per cent of the households have access to electricity, 41.0 per cent safe
drinking water, and 13.0 per cent improved sanitation. About 50.0 per cent of Health and
Education facilities have access to potable water and improved sanitation facilities. The
communication coverage improved from 4.7 per cent in 2007 to 50.0 per cent in 2020 and more
than 20.0 per cent of the population are estimated to have internet access.

In 2023, the Government, in collaboration with development partners and the private sector will
continue to invest in renewable energy generation, rehabilitating main power grids and
extending household connectivity. Other areas of investment include telecommunications,
affordable land and housing programs, and safe drinking water & sanitation. Through the
implementation of the National Energy Policy 2017-2027, the Government will establish an
effective administrative mechanism to coordinate and promote investments in the subsector.

The Utilities sector has been allocated K698.9 million in the 2023 budget or 2.8 per cent of the
total budget which is an increase of 7.3 per cent from the 2022 Supplementary Budget. The total
budget is comprised of K37.6 million for operational expenditure and K661.3 million for capital
expenditure. The operational budget consists of K34.1 million in CoE and K3.5 million in GS.
Total capital budget comprises of GOPNG direct financing worth K267.0 million, K291.8 million
in grants and K102.5 million in loans from development partners.

The 2023 Budget will continue to fund major ongoing impact programs and projects for the
sector. These includes critical infrastructure for Digital Government — Blockchain (K10.0 million),
E-Government Roll-Out Program (K4.0 million), National Broadcasting Corporation
Rehabilitation and Modernisation Program (K5.0 million), Provincial and District Water Supply
Project (K4.0 million) and others.

6.4 EXPENDITURE EFFICIENCY MEASURES

Expenditure has grown by 8.4 per cent on average annually over the last 5 years. However, the
Government continues to encounter expenditure inefficiencies meaning that funds are not fully
translated into tangible service delivery. Some glaring inefficiencies identified during the 2023
Budget process include high levels of non-compliance by agencies with the Public Financial
Management Act (PFMA) 1995, particularly failing to provide quarterly expenditure reports, lack
of project monitoring and evaluation, delays in submission of work and procurement plans, high
volume of requests for vehicle purchases, non-payment of legal obligations such as taxes and
superannuation, low levels of funding for fixed costs, and delays in payroll systems upgrades.

Expenditure efficiency measures will continue to be implemented in the 2023 Budget through
the issuance and implementation of Non-Financial Instructions (NFIs), and the activities
undertaken by OSPEAC and AVC.

6.4.1 Greater Governance in Expenditure

The level of financial compliance has reduced over the years, for both quarterly reports and
Budget submissions. Failing to submit quarterly expenditure reports means that the Department
of Treasury (DoT) and National Planning and Monitoring (DNPM) cannot track the progress of
service and project delivery, which then affects the release of warrants for the next quarter.
Furthermore, 15 per cent of agencies did not provide budget submissions for the 2023 Budget
process. This includes 73 per cent of the provincial administrations, 8 per cent of the Law and
Order agencies, 7 per cent of Administration Sector agencies and 9 per cent of Economic Sector
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agencies. In 2023, those agency heads who do not comply with the PFMA, 1995 and the
Constitution will be notified and dealt with accordingly.

Weak monitoring and evaluation (M&E) reporting is a particular concern. In 2023, the DNPM
and DoT must co-ordinate with agencies and provide reports on the outcomes of funding
increases during the 2024 Budget process. A total of KO.5 million was allocated for the M&E
exercise in the 2023 Budget and a report must be provided to NEC in the third quarter of 2023.

With regard to submission of work and procurement plans, late provision of this information to
DoT and DNPM means that projects are delayed and carried out in April to November (eight
months) as government accounts are closed in December. As the Budget is passed in
November, any adjustments to approved projects and programs should be planned and
submitted in December. All work programs should commence no later than the last week of
January or immediately after the accounts are opened in the new financial year. In 2023, the
Strategic Budget Committee will be guided by this requirement before awarding further funding
to on-going projects and programs.

Another area of inefficiency is the high volume of vehicle purchases and car rentals. The 2023
Budget process noted a total of 148 vehicle purchase requests from 40 agencies at a cost of
K106.1 million. While all these requests were genuine, none were approved given tight fiscal
space. As such, in most cases, agencies resort to hiring vehicles for operations. This is an
expensive exercise when costs include both hiring and fuel.

In terms of inefficiencies related to the personnel emoluments (PE), some agencies have not
paid employee taxes, superannuation, salaries, gratuities, and leave fares. A total of
K507.9 million worth of PE liabilities were identified during the 2023 Budget process. The
National Parliament, National Housing Corporation, Department of Police, and Auditor General
are some critical offenders. Agency heads must take ownership of these liabilities and eliminate
them.

Going forward, strong measures must be in place for agency heads to be accountable. In 2023,
the Department of Personnel Management (DPM) will conduct Human Resource (HR) Business
Process awareness to HR sections within government agencies to address PE liabilities. In
addition, the Department of Finance (DoF), DPM, and DoT are required to upgrade the
Ascender payroll immediately as part of systems control measures to minimise the PE liability.

6.4.2 Organisational Staffing Personnel Emoluments Audit Committee (OSPEAC)

As highlighted under the Greater Governance in Expenditure section, the inefficiencies identified
in the CoE component of the budget is concerning. In recognising this, the Government has
tasked the OSPEAC to scrutinize the public service pay bill, determine the causes of over
expenditure and recommend and implement corrective measures. To initiate this process, the
OSPEAC has undertaken the Whole of Government Staffing and Establishment Review,
Retirement exercise, and Retrenchment Exercise in 2021. These activities have progressed
well in 2022.

The 2022 Staffing and Establishment (S&E) reviews were undertaken to identify and reconcile
the staffing numbers for agencies against the Ascender payroll system. The review provided a
report on the correct staffing numbers, the appropriate costing for budgeting, and recommended
corrective measures. Some of these recommendations will form part of the 2023 OSPEAC work-
plan including to conduct the Public Sector Human Resource Awareness workshop for
agencies.
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Maintaining aging and medically unfit officers on the payroll contributes immensely to the annual
PE overruns and lack of productivity in the public sector. To address this, the OSPEAC had
centralized the payout of final entittements for retirees since 2021. OSPEAC initiated the
process with reforms to the systems such as:

e Processing all final entitlements through the payroll;
¢ Making available the Government component of 8.4% to the Superfunds; and
¢ Indicating the repatriation cost as a separate component in the payroll.

The whole of government retirement exercise was undertaken in batches and all final
entitlements were processed through the payroll. In the past, payments were made by cheque
which resulted in issues such as retirees not receiving the correct final entitlement. The reform
has promoted transparency and accountability in the payment process. Furthermore, timely
reports are provided to the management and appropriate clients upon request. Table 20
summarises payment since 2021.

Table 20: Whole of Government Retirement Exercise 2021-2022

2021 Retirement Payment

Batch (s) Count | Gross Entitlement (K) Superannuation (K) | Total (K)

Batch 1 37 3,663,766.66 4,427,495.45 8,091,262.11
Batch 2 447 32,787,176.47 32,793,033.27 65,610,209.74
Batch 3 341 16,936,766.45 17,723,196.80 34,659,963.25
Batch 4 647 40,946,202.11 43,975,130.47 84,921,332.72
Total 1,472 94,333,911.69 98,918,855.99 193,282,767.82
2022 Retirement Payment

Batch 1 94 5,899,559.11 6,648,910.84 12,548,469.95
Batch 2 484 43,489,053.79 In progress 43,489,053.79
Batch 3 270 18,124,746.29 In progress 18,124,746.29
Batch 4 In progress

Total 848 67,513,359.19 | 6,648,910.84 74,162,288.03
Grand Total 2,320 161,847,270.88 | 105,567,766.83 267,445,055.85

Source: Department of Treasury & Department of Personnel Management.

Although over 2,000 public servants were identified to retire in 2021, only 1,472 were retired
after verification by DPM. From the 2021 retirement appropriation of K430.0 million,
K193.3 million was utilized. This comprises K94.3 million for final entitlements and K98.9 million
for the State’s component of superannuation liabilities.

In 2022, a total of K200.0 million was allocated for the retirement program. So far, 848 retirees
have been paid under three batches at a cost of K74.2 million. This comprises K67.5 million for
final entitlement and K6.6 million Batch One of the State’s superannuation component. The
remaining two batches of the superannuation component are in progress. Overall,
K267.4 million has been utilised to pay 2,320 public servant retirees since 2021

In terms of the superannuation component reform, a total of K105.6 million has been paid since
2021. This comprises K82.6 million to the Nambawan Super Limited (NSCL) and K23.0 million
to the Comrade Trustee Service Limited (CTSL) for the PNGDF retirees. Table 21 shows the
summary by batches since 2021.
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Retirement Batches NSL CTSL Total
Batch 1 4,427,495.45 4,427,495.45
Batch 2 17,542,978.22 15,250,055.05 32,793,033.27
Batch 3 17,723,196.80 17,723,196.80
Batch 4 36,225,665.14 7,749,465.47 43,975,130.47
2021 Totals 75,919,335.61 22,999,520.52 98,918,855.99
Batch 1/ 2022 6,648,910.84 6,648,910.84
Batch 2/ 2022 In Progress

2022 totals In Progress

Grand Total 82,568,246.45 22,999,520.52 105,567,766.83

Source: Department of Treasury

The third reform on separation of the repatriation component of the payroll greatly assisted in
vacating officers that occupy institutional homes. The repatriation cost for individual retirees
are captured in the payroll and clearly displayed on payslips.

With regard to payroll cleansing, the activities on S&E reviews and the Retirement exercise will
directly assist this initiative. Cleaning the payroll is of paramount importance as all ghost names
will be cleared and implementation of one person, one pay, and one position can be
implemented before progressing to upgrading the payroll software. The latest version of the
payroll software is expected to assist in minimizing the delays in calculating and processing
gratuities and retirement calculation. OSPEAC is in the initial stages of this exercise.

Another key activity to be undertaken in 2023 is the understanding of the teachers’ business
process. A leading cause of PE over-runs is due to the teachers CoE component, therefore this
area must be reviewed. Initial discussions between OSPEAC and TSC have commenced in
2022 and will be further progressed in 2023.

6.4.3 Arrears Verification Program

The Arrears Verification Program (AVP) is one of the initiatives of the Marape Government and
was one of the reform programs monitored by the International Monetary Fund (IMF) Staff
Monitored Program (SMP).

The Marape Government re-introduced this program in 2020 and it has received considerable
funding over the years 2020 — 2022. Table 22 below shows the original and revised budget for
the AVP from 2020 to 2022 (as at 31 October).

Table 22: Arrears Program Budget for the years 2020-2022

Years Original Budget | Revised Budget Warrant Expenditure
2020 647,116,000 290,083,468 285,098,760 255,077,009
2021 770,000,000 419,418,686 419,418,686 419,069,439
2022 300,000,000 425,361,900 291,039,019 289,142,403
TOTAL 1,717,116,000 1,134,864,054 995,556,465 963,288,851

Source: IFMS 2161 expenditure report

In 2022, K300.0 million was initially budgeted for the program, however, this was further revised
to K442.4 million in the 2022 supplementary budget in September. This is an increase of
K142.4 million from the original budget.
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The total estimated stock of arrears initially recorded was K5.2 billion. Of this total stock, the
Arrears Verification Committee (AVC) has verified, cleared and paid a total of K963.3 million or
18.5% of the total stock as at the 315 of October 2022. The stock is reducing but at a gradual
pace primarily due to compliance issues encountered during the verification process.

To address these compliance issues, the AVC is raising awareness through meeting forums,
quarterly budget reviews, information sessions and financial circulars. The aim is to raise the
awareness of compliance with procurement processes.

The 2022 National General Election prompted the AVC to continue conducting awareness to
foster the message of compliance to both major and minor procurements across agencies.
Emphasis was placed on engaging suppliers with contracts/agreements for goods and services
above the departmental head threshold and engaging into contracts or agreements with budget
and departmental officers with financial powers to authorise expenditures. This awareness was
translated to the Financial Instructions No. 01/2022 and 02/2022 dated 07" March 2022 and
08" March 2022, respectively, and issued through the DoF. In response, a number of agencies
participating in the election (such as PNG Electoral Commission, Police, PNGDF) took the
procurement message seriously and further issued instructional circulars.

Aside from awareness and public presentations, the AVC also progressed work on other
efficiency measures to control and minimize the buildup in major arrear categories such as hire
cars, legal bills, rentals, and utilities.

In 2023, the AVP will continue with emphasis on compliance to minimize and stop arrears being
incurred and or accumulated.

6.4.4 Non-Financial Instructions

Non-Financial Instructions (NFIs) are issued to agencies to implement in order to address
inefficiencies identified during the annual budget process. NFIs serve the purpose of promoting
compliance, accountability, and transparency in agency operations. Agencies that have been
issued with NFlIs in 2023 are expected to implement them and report to DoT in the Quarterly
Budget reviews.

The following specific NFIs are issued to individual agencies while generic NFls are issued to
whole categories of agencies or to all agencies. Below are the generic and specific NFIs issued
in 2023.

Generic NFls

1. Note that in cases where the 2023 National Budget has not funded an item to the full
extent set out in a past NEC decision, that the previous NEC decisions can be
considered as amended to the level of appropriation set in the 2023 National Budget
reflecting the NEC’s decision when evaluating all expenditure priorities at the same time.

2. All Short-Term Contract Officers serving an agency for more than 6 months be put on
payroll against funded vacant positions in 2023. This will improve efficiency and PE
expenditure tracking.

3. Agencies with revenue generating capacity to review their Acts and report on the level
of revenue they are generating.

4. Agencies with a capital budget are to establish project management units and have
project steering committee (PSC) meetings before funds are released for project
implementation. All agencies with a capital budget are required to hold 4 PSC meetings
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in a fiscal year in addition to submitting 4 quarterly budget reports and participating in a
M&E exercise.

All State Agencies receiving funding from the National Budget must comply with the
Public Financial Management Act (PFMA), 1995 and submit quarterly budget reports.
All State Agencies receiving funding from the National Budget who have yet to remit all
outstanding superannuation for Short-Term Contract Officers to Nambawan Super and
Salary & Wages Tax Liabilities to Internal Revenue Commission to do so immediately.
All infrastructure must be completed to local quality standards before certification and
handing of projects to the Government.

NFIs Specific to Agencies or a Sector

8.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

National Department of Health to implement the Public Accounts Committee (PAC)
Report including drafting a policy submission for establishment of a new entity for
procurement of medical drugs and supplies.

All Provincial Health Authorities (PHA) to develop health service plans and provide
to the National Department of Health (NDoH) and DNPM. This is to identify the critical
needs area in PHAs and assist with formulating accurate budgets.

Department of Higher Education, Research, Science and Technology (DHERST) to
draw up strategy for Higher Education Loan Program (HELP) repayment from students
who have participated in this program and have commenced employment. DHERST to
also concentrate on its core mandate and subcontract to private financial institutions to
run the loan program for a small fee annually.

Independent Consumer Competition Commission (ICCC) to undertake a review into
the housing sector and rental rates market with a view to inform Government on
appropriate interventions to assist in low cost housing.

Department of Lands and Physical Planning (DLPP) to draw up a Strategy on the
Lease acquisition of customary land with a view to clearing outstanding Land Claims.
Furthermore, DLPP to coordinate efforts with Defence, PNGCS, and DFAT on the
Border Development Project and Border Survey. This is to ensure that our current border
line is maintained.

Department of National Planning & Monitoring and Department of Agriculture &
Livestock to develop an Agriculture and Livestock policy articulating the priorities of the
Agriculture sector.

Department of Commerce and Industry to draw up guidelines and criteria for
accessing SME Funding for agriculture.

Progress wider stakeholder consultations between impacted parties, Industrial Centres
Development Corporation (ICDC) and Special Economic Zone Authority (SEZA) to
address the legal, fiscal, structural and administrative issues.

National Housing Corporation (NHC) is required a number of instructions:

a. To provide an Asset Registry report on their nationwide assets by the second
quarter of 2023.

b. In consultation with DoF, NHC is to provide reconciled payroll rental deductions
report for all their properties occupied by public servants by second quarter of
2023.

c. NHC to provide a separate report on properties rented out to the private sector
and how much these properties are generating in revenue by end of second
quarter of 2023.

Department of Police & Defence to cease the ‘Hire Car Retainer Arrangements’ and
procure via NPC. There is no provision on law for retainer arrangements.

All disciplinary forces (Department of Police, PNGDF and Correctional Services) to
install water and easy pay meters on institutional houses to cut back on utility bills.
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20. Department of Justice and Attorney General (DJAG) to report on the number of legal
firms paid from the legal brief-out on quarterly basis to assist with forward budgeting and
monitoring of arrears.

21. DJAG to conduct M&E and/or review of Village Court & Land Mediation officials
(headcount) with a view to cleansing their payroll. This will involve conducting actual
checks to confirm names of officers, confirming IDs, and reconciling with headquarters’
payroll data.

22. Departments of Finance and Personnel Management to upgrade the payroll system
by end of second quarter 2023.

23. The Department of Finance and Treasury to link the payroll system to IFMS by end of
2023.

24. The Department of Finance to ensure all agencies not connected to IFMS yet to be
connected by end of 2023.

25. OSPEAC to propose relevant penalties for Department Heads and HR practitioners that
continue defy Public Service Rules for payments related to PE which result in PE blow
outs.

26. Department of National Planning to conduct audit on the District Towns Improvement
Program funds over the years as well as assessing the outcomes in each districts and
an audit report to be submitted to NEC in the third quarter of 2023.

27. Department of Finance to withdraw and limit financial powers of National Statistics
Office (NSO) and define the powers of NSO to prevent it from incurring liabilities when it
conducts the National Census in 2024.

6.5 DONOR FUNDING FROM DEVELOPMENT PARTNERS

Development cooperation support comes from PNG’s bilateral and multilateral partners,
Non-Government Organisations (NGOs), Regional Organizations, Private Sector Foundations,
and Climate Financing. Grants and loans are significant sources of revenue that support the
operational and capital investment budget. With the formulation of the Development
Cooperation Policy 2018-2022, most development partners have aligned their country
strategies to the priorities of the Government.

The Marape-Rosso Government will continue to work closely with its development partners to
pursue concessional financing to support its key investment initiatives such as Connect PNG,
and the National Electrification Program, as well as the various programs undertaken in the
social sector.

Total development partner assistance in 2023 (Grants and Loans) is K3,181.0 million, which
makes up 32.0 per cent of the total 2023 capital budget, and represents an increase of
K 287.7million or 9.9 per cent compared with the 2022 Supplementary Budget.

The Australian Government, through the Department of Foreign Affairs & Trade (DFAT), and
the United Nations (UN) continue to play a significant role in supporting development in PNG
through various aid/grant funded programs. The Government of Japan (JICA), Work Bank, and
Asian Development Bank (ADB) also play a large role in supporting the Government’s
development initiatives through various loan-funded programs.

An overview of likely funding support from PNG’s Development Partners in 2023 is shown in
Table 23.
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Table 23: 2023 Summary by Development Partners

2022
Development Grants Loans Counterpart Total
Partners (G+L+CP)
Australia 1,326.2 60.7 28.5 1,415.3
EU 146.6 0.0 9.0 155.5
UN 220.2 0.0 0.0 220.2
NZ 15.0 0.0 0.0 15.0
China 36.0 15.0 40.0 91.0
ADB 206.0 532.2 123.0 861.2
World Bank 2.0 192.9 28.0 222.9
Japan 66.3 355.2 5.0 426.5
IFAD 1.8 0.0 1.0 2.8
GPE 5.0 0.0 1.0 6.0
Total 2,024.9 1,156.0 235.5 3,416.5

Source: Department of National Planning & Monitoring

6.6 STATUS OF TRUST ACCOUNTS

Pursuant to Section 15 of the Public Finance Management Act (PFMA), (Amended 2016), the
Department of Finance (DoF) gives authorization to any government institution, whether it be
National Department, Statutory Authority or Provincial Government, to establish and operate
trust accounts. The trust accounts can be funded through the National Budget, Donors or
counter funded by GoPNG. Section 16 (6) of the PFMA, requires that all trust accounts must be
operated in accordance with the requirements of the relevant trust instruments.

A total of K17,169.8 million (K14,033.6 million from 2021 FBO + K3,136.2 million in 2022), up
to and including the 2022 Budget appropriations, has been expended through the budget-
funded trust accounts since 2005 for the implementation of Government’s various priority
programs. The main purpose of holding funds in Trust Accounts is to spread spending overtime
to help manage inflationary pressures on the economy and to give Government agencies
sufficient time to properly plan and implement their priority programs/projects.

The following is the expenditure report for all the budget funded trust accounts from 15 January
to 30" September 2022. A total of K3,136.2 million has been expended from various trust
accounts between January to September 2022.

Table 24: Movement of Funds in Budget Funded Trust Accounts from 1st January — 30th
September 2022 (Kina, million)

Balance as Debit Credit Balance as

Trust Account Name at 1-Jan- (Receipts) (Payments) at 30-Sept-
022 P y 2022

Flexible, Open and Distance Education
(FODE) Rehabilitation - GoPNG 0.7 0.1 03 05
Govern_ment Tuition Fee Subsidy 211.1 4420 4572 1959
Education Trust Account
Tuition F(_ae Subsidy Education - 143.3 1279 63.0 203.2
Commodity Component Trust
Govt’s Funding of Rehab. Of Higher
Ecucation Sector TA 16.5 18.4 6.4 28.5
PNG Rural Communications Project
GOPNG 0.1 0.0 0.0 0.1
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Balance as Debit Credit Balance as

Trust Account Name at 1-Jan- (Receipts) (Payments) at 30-Sept-
022 P y 2022

PNG Fire Service Infrastructure
Rehabilitation Program - (PIP) T/A 0.0 0.0 0.0 0.0
National Road Maintenance Policy TA 0.0 0.0 0.0 0.0
nghl_ar_lds Highway Rehabilitation T/A 0.0 0.0 0.0 0.0
Subsidiary
Port Moresby Roads Trust Account 0.4 0.0 0.0 0.4
Small Medium Enterprise (SME) Risk
Sharing Facility (GoPNG) 1.0 2:5 2.0 1.5
Central City Trust Account 26.9 0.0 0.0 26.9
Restoration and Development Grant 0.0 0.0 0.0 0.0
Trust
Special Intervention Funds (Established
on 28 Feb 2014) 0.0 0.0 0.0 0.0
LNG Pipeline Infrastructure Dev Grant
(IDG) (Kikori Area) 0.0 0.0 0.0 0.0
LNG Plant Infrastructure Development
Grant (IDG) (Papa/Lealea) TA 0.5 0.0 0.0 0.5
Financial Management Improvement
Programme (FMIP) - GOPNG 1.2 19.2 9.4 11.0
FMIP Provincial Capacity Building 15 28 23 20
Imprest Trust Account
Infrastructure Development (UBSA)
Grant (IDG) Account - Main 79 0.0 0.0 79
Infrastructure Development (UBSA)
Grant Account (IDG) Sub L4 0.0 0.0 L4
PNG High Impact Infrastructure 0.0 0.0 0.0 0.0
Projects
PNG High Impact Infrastructure 07 0.0 0.7 0.0
Projects Sub
Public Service Audit Program 0.6 0.0 0.0 0.6
2017 PNG National General Election -
Finance, Procurement, Personnel and 0.0 0.0 0.0 0.0
Logistic Trust
NAOSPIII GoF_’NG Counterpart Funds 05 12 1.0 0.7
(European Union)
Department of Prime Minister & NEC
APEC Operations (OP) Plan 2018 TA 0.0 0.0 0.0 0.0
Highlands Region Roads Improv Invest
Prog ADB - GoPNG Counterpart 4.9 L7 6.1 0.5
HRRIP GoPNG Counterpart 1.0 0.0 0.0 1.0
Comm.Water Transport Proj. GOPNG 18.6 16.1 321 26
C/Fund
Comm.Water Transportation Fund -
GoPNG (ADB 2079) 0.0 0.0 0.0 0.0
PNG LNG Additional State Equity
Financing 0.7 0.0 0.0 0.7
Highlands Region Road Improvement
Investment Program (HRRIP) Project 2 0.3 0.0 0.3 0.0
- GoPNG Counterpart Funding TA (Inc
SHHIP- Tranche 1 - GOPNG
Counterpart Fund 11 7.5 2.9 5.7
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Balance as Debit Credit Balance as
Trust Account Name at 1-Jan- (Receipts) (Payments) at 30-Sept-
022 P Y 2022
Multiple LNG Development Trust 05 3.0 20 15
Account
Coastal Vessels Account 0.1 0.0 0.0 0.1
Water Supply & Sanitation
Development Project — GOPNG 1.9 0.0 0.1 1.8
Bougainville Referendum Non-electoral 10 0.0 01 0.9
Support Funds
Land Reform Trust Account 0.0 0.0 0.0 0.0
Mukurumanda Jail Project Trust 38 0.0 11 57
Account
Jiwaka Provincial Headquarter Project 0.0 0.0 0.0 0.0
Trust Account
Tsak Valley Electrification Project -
GOoPNG Counterpart Fund 3.5 0.0 35 0.0
2020 National Population and Housing 4.7 11 53 0.5
Census Trust Account
Kokopau to Arawa Road 0.0 0.0 0.0 0.0
COVID-19 Emergency Trust Account 786.8 1,582.0 1,888.2 480.6
Health Service Sector Development
Budget Support Trust Account
0.7 0.0 0.0 0.7
PNG's First Economic and Fiscal
Resilience Development Policy TA
0.3 0.0 0.0 0.3
Connect PNG Economic Road
Transport Infrastructure Dev. Prog. TA 29.5 0.4 28.6 13
Higher Education Loan Program Trust 11 10.0 111 0.0
Account
Ihu Special Economic Zone 01 10.0 57 4.4
Government Commitment Trust
Accounts 0.0 344.8 321.3 23.5
2022 National General Election -
Finance Procurement, Personnel and 0.0 320.0 2805 395
Logistics Trust Account ' ' ' '
Total 1,274.9 2,910.7 3,136.2 1,049.4

Source: Department of Finance.

It should be noted that the Government Tuition Fee Subsidy (GTFS) Education and COVID-19
trust accounts receipts, and expenses are inclusive of all its subsidiary accounts.

The opening balance of the budget funded trust accounts as at 1% January 2022 was
K1,274.9 million. Expenditure incurred in this period totalled K3,136.2 million with
K2,910.7 million as receipts within the same period and; the closing balance as at 30" June
2022 was K1,049.4 million.

Following is a summary of expenditures above K5.0 million from budget funded trust accounts
for the period 1%t January to 30" June 2022

o K457.2 million was expended on the Government’s Tuition Fee Subsidy (GTFS)
program;
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K68.0 million was expended on the Tuition Fee Subsidy Education — Commodity
Component Trust.

K6.4 million was expended on the Government’s Funding of Rehabilitation of Higher
Education Sector TA.

K9.4 million was on the Financial Management Improvement Program (FMIP) project.
K6.1 million was expanded on the Highlands Region Roads Improv Invest Prog ADB -
GoPNG Counterpart.

K32.1 million was expanded on the Community Water Transport Project -. GOPNG
Counterpart Funding.

K5.3 million was expanded on the 2020 National Population and Housing Census Trust
Account.

K1,888.2 million was expended from the COVID-19 Emergency Trust Account to
facilitate payments of operational funds allowed under Finance Instruction 11/2021
dated 04™ November, 2021 IFSM System Outage.

K28.6 million was expended on the Connect PNG Economic Road Transport
Infrastructure Trust to fund the Connect PNG project.

K11.1 million was expended on the Higher Education Loan Program Trust Account.
K321.3 million was expended on the Government Commitment Trust Accounts to cater
to the outstanding commitments of the Government.

K280.5 million was expended on the 2022 National General Election - Finance
Procurement, Personnel and Logistics Trust Account to fund the current 2022 National

General Election.

Many trust accounts did not incur expenses as most of them were restricted by the banks as
per instructed by the Reform Team due to expired trust instruments or the bank accounts are

dormant.

Table 25 and 26 below shows movement of funds in the COVID-19 Emergency Trust Accounts
for the 89 District and 22 Provincial Trust accounts respectively for the period of 15t January to
30" September, 2022. From these accounts, a total of K1,888.2 million was expended as at end
of September 2022. This Ending COVID-19 balances consist of operational funds allowed under
Finance Instruction 11/2021 dated 04™ November, 2021.

Table 25: Movement of Funds in the COVID Emergency Trust Accounts for Provinces from 1st

January — 30 Sept 2022 (Kina, million)

Bal as at Bal as at

Provincial Subsidiary Account 01 Jan | Receipts | Payments 30 Sept
2022 2022

COVID -19 Emergency Trust Account — Enga 0.5 - 0.3 0.3
COVID -19 Emergency Trust Account — Hela 0.3 - - 0.3
COVID -19 Emergency Trust Account — SHP 04 4.2 4.7 -0.1
COVID -19 Emergency Trust Account — Western 1.5 - - 1.5
COVID -19 Emergency Trust Account — WHP 2.1 38.1 37.7 2.5
COVID -19 Emergency Trust Account — EHP 60.9 30.8 73.3 18.4
COVID -19 Emergency Trust Account — Morobe 25.7 102.6 76.5 51.7
COVID -19 Emergency Trust Account — Madang 18.7 41.7 53.1 7.3
COVID -19 Emergency Trust Account — ESP 52.0 6.0 53.3 4.7
COVID -19 Emergency Trust Account — WSP 0.1 - - 0.1
COVID -19 Emergency Trust Account — Milne Bay 7.9 24.5 12.4 20.1
COVID -19 Emergency Trust Account — Oro 32.7 29.8 77.9 -15.5
COVID -19 Emergency Trust Account — NCD 0.8 - - 0.8
COVID -19 Emergency Trust Account — Central 13.8 61.5 51.2 24.1
COVID -19 Emergency Trust Account — ENB 17.0 85.0 31.9 70.1
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COVID -19 Emergency Trust Account — WNB 68.0 47.6 100.0 15.6
COVID -19 Emergency Trust Account — New 3.8 3.7 1.1
Ireland 1.0

COVID -19 Emergency Trust Account — Jiwaka 1.0 41.7 40.3 2.4
COVID -19 Emergency Trust Account — Simbu 111 46.1 53.8 3.3
COVID -19 Emergency Trust Account — Manus 30.7 30.8 27.0 34.5
COVID -19 Emergency Trust Account — Gulf 14.4 26.8 36.4 4.8
COVID -19 Emergency Trust Account — ABG 2.0 4.4 5.5 0.9
TOTAL OF COVID-19 PROVINCIAL TRUSTS 362.7 625.2 739.0 428.8

Source: Department of Finance.

Table 26: Movement of Funds in the COVID Emergency Trust Accounts for Districts from 1st
January — 30th Sept 2022 (Kina, million)

Bal as
N . Bal as at 01 : at 30
District Subsidiary Accounts Jan 2022 Receipts Payments Sept
2022
COVI_D -_19 Emergency Trust Account — Middle 17 i 05 13
Fly District
COVI_D —_19 Emergency Trust Account — North 0.1 ) 0.1 0.0
Fly District
COVI'D —.19 Emergency Trust Account — South 0.1 ) 0.0 0.1
Fly District
CQVID -19 Emergency Trust Account — Kerema 8.4 ) 43 41
District
CQVID -19 Emergency Trust Account — Kikori 13.8 39.5 51.9 13
District
CQVID -19 Emergency Trust Account — Goilala 17 12.0 10.5 3.2
District
CQV]D -19 Emergency Trust Account — Rigo 12 231 234 0.9
District
C_OV_ID -19 Emergency Trust Account — Abau 13 10.2 115 0.0
District
CQVII_D -.19 Emergency Trust Account — Kairuku 37 114 151 0.0
Hiri District
COVID -19 Emergency Trust Account — 0.0 i i 0.0
Moreshy South District ' '
COVID - 19 Emergency Trust Account —
Moresby North East 0.1 2.5 0.6 1.9
COVID -19 Emergency Trust Account — 16 ) ) 16
Moresby North West ' '
COVID -19 Emergency Trust Account — Kiriwina
o2 0.0 - - 0.0
Goodenough District
COVID -19 Emergency Trust Account — Central
Bougainville District 0.4 i 01 02
COVID -19 Emergency Trust Account — Esa’ala
S 0.3 - - 0.3
District
COVID -19 Emergency Trust Account — Samarai
o 0.0 - - 0.0
Murua District
C_OV_ID -19 Emergency Trust Account — ljivitari 6.1 172 211 29
District
COVID —_19_Emergency Trust Account — Kagua 0.7 0.0 0.6 0.1
Erave District
COVID -19 Emergency Trust Account —
A 0.4 - - 0.4
Imbongu District
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Bal as
o - Bal as at 01 . at 30
District Subsidiary Accounts Jan 2022 Receipts Payments Sept
2022
CQV]D -19 Emergency Trust Account — Mendi 0.2 ) 0.2 0.0
District
COVI_D -1_9 Emergency Trust Account — lalibu 13 i 0.3 10
Pangia District
COVID -1_9 Emergency Trust Account — Nipa 0.1 ) 0.1 0.0
Kutubu District
C_OV]D -19 Emergency Trust Account — Tari Pori 15 20 ) 35
District
COVID -19 Emergency Trust Account — Komo
. L 0.0 - - 0.0
Magarima District
CO\_/ID -19_ Emergency Trust Account — Koroba 13 ) 0.8 0.5
Kopiago District
COVID -19 Emergency Trust Account — South
L . 0.0 - - 0.0
Bougainville District
CQVID -19 Emergency Trust Account — Wabag 75 ) 29 5.3
District
C_OV_ID -19 Emergency Trust Account — Kandep 238 0.5 3.7 04
District
COVID -1_9 Emergency Trust Account — Laiagap o5 o5 4.9 0.0
Pogera District
COVID -19 Emergen_cy Trust Account — 0.0 0.3 0.2 0.2
Wapenamanda District
COVID -19 Emergency Trust Account — )
Kompiam Ambum District 1.5 1.2 03
CO\_/ID —19 Emergency Trust Account — Tambul 8.0 14.6 213 13
Nebilyer District
CO_VID —;9 Emergency Trust Account — Mul 13 128 13.9 0.2
Baiyer District
C_OV_ID -19 Emergency Trust Account — Dei 35 29 2 325 0.1
District
CQV]D -19 Emergency Trust Account - Hagen 6.7 19.4 220 a1
District
COVII_D -_19 Emergency Trust Account - North 5.4 202 249 0.7
Waghi District
COVID -19 Emergency Trust Account — Anglip
South Waghi District 0.2 29.5 29.7 01
C_OV_ID -19 Emergency Trust Account — Jimi 19 18.2 193 0.8
District
COVID -;9 Emergency Trust Account — 48 128 126 51
Kerawagi District
COVID -19 Emergency Trust Account —
Kundiawa/ Gembogle District 8.2 12.2 19.2 1.2
CQVID -19 Emergenc_y Trust Account — 47 123 135 35
Sinesine Yongomul District
COVID -19_ Emergency Trust Account — Karamui 14.5 20.9 25 4 10.0
Nomane District
CQVID -19 Emergency Trust Account — Gumini 0.3 518 45.8 6.2
District
CQVID -19 Emergency Trust Account — Chuave 5.2 175 115 11.2
District
C_OV_ID -19 Emergency Trust Account — Daulo 10.2 13.4 216 20
District
COVID -19 Emergency Trust Account — Goroka 0.8 312 313 0.7

District
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Bal as
o - Bal as at 01 . at 30
District Subsidiary Accounts Jan 2022 Receipts Payments Sept
2022
COVID .-19. Emergency Trust Account — Ungai 5.3 ) 0.8 45
Bena District
COVID -1_9 E_me_rgency Trust Account — 21 14.2 152 11
Henganofi District
C_OV_ID -19 Emergency Trust Account — Lufa 105 136 23.4 0.7
District
C_OV]D -19 Emergency Trust Account — Okapa 10.0 16.0 255 0.4
District
CQVID -19.Err_1ergency Trust Account — 29 16.0 9.9 8.4
Kainantu District
COVID -19 Emgrgency Trust Account — Obura 24 77 79 29
Wonenara District
C.OV_ID.-19 Emergency Trust Account — Tewal 25 0 175 299 126
Siasi District
COVID -19 Emergency Trust Account —
Markham District 8 141 20.8 1.2
COVID -19 Emergency Trust Account — Huon
Gulf District 2.9 12.8 12.7 3.1
C_OV_ID -19 Emergency Trust Account — Lae 232 115 26.6 8.1
District
COVID —19_En_1ergency Trust Account — 8.1 6.9 107 43
Kabwum District
C_OV_ID -19 Emergency Trust Account — Bulolo 39 145 179 05
District
C(_)VID -19 E_mgrgency Trust Account - 45 15.4 19.7 0.2
Minyamya District
C.OVID -19 I_Emgrgency Trust Account — 8.5 17.2 224 3.2
Finchafen District
C_OV_ID -19 Emergency Trust Account — Nawaeb 43 178 197 24
District
COVID -'19.Emergency Trust Account — Middle 33 4.4 35 4.2
Ramu District
COVID -_19_Emergency Trust Account — Rai 24 13.6 6.8 92
Coast District
C_OV_ID -19 Emergency Trust Account — Madang 24 10.0 99 25
District
C_OV_ID -19 Emergency Trust Account — Bogia 37 123 15.3 0.7
District
COVI_D -.19.Emergency Trust Account — Usino 38 123 13.8 29
Bundi District
CQVID -19 Emergency Trust Account — Sumkar 27 121 105 43
District
COVID -15_3 Emergency Trust Account — Yangoru 10.0 9.4 18.1 13
Saussia District
CQVID -19 Emergency Trust Account — Wewak 12.9 14.7 23.9 3.7
District
COVID 19 Emergency Trust Account —Wosera 4.3 8.6 105 24
Gawi District
COV.IE? -19 E_mergency Trust Account - Ambunti 9.9 118 127 9.0
Drekikir District
C_OV_ID -19 Emergency Trust Account — Maprik 0.0 18.9 18.3 0.7
District
COVID -19 _Emergency Trust Account — 36 25 0 26.6 1.9
Angoram District
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Bal as
L - Bal as at 01 . at 30
District Subsidiary Accounts Jan 2022 Receipts Payments Sept
2022
COVID -19 Emergency Trust Account —
A 0.2 - - 0.2
Telefomin District
COVID -19 Emergency Trust Account — Vanimo
- 0.0 - - 0.0
Green District
C_OV_ID -19 Emergency Trust Account — Nuku 0.3 i 0.0 0.2
District
CO\{ID_-lQ Emergency Trust Account — Aitape 0.3 0.0 0.0 0.3
Lumi District
CQVID -19 Emergency Trust Account — Manus 11.0 18.4 276 18
District
CQVID -19 Emergency Trust Account — Kavieng 28.0 242 44.3 78
District
COVID -19 E_me_rgency Trust Account — 0.8 325 331 0.2
Namatanai District
CQVID -19 Emergency Trust Account — Pomio 8.0 9.9 4.0
District 5.9
C_OV_ID -19 Emergency Trust Account — Rabaul 13.6 o5 6.8 92
District
C_OV_ID -19 Emergency Trust Account — Gazelle a4 250 125 16.9
District
C_OV_ID -19 Emergency Trust Account — Kokopo 56 297 249 3.4
District
C_OV_ID -19 Emergency Trust Account — Talasea 18.0 14.7 232 95
District
COVID -19 Emergency Trust Account —
Kandrian Gloucester District 10.2 3 10.0 75
COVID -19 Emergency Trust Account — North
. S 0.0 - - 0.0
Bougainville District
C_OV_ID—19 Emergency Trust Account — Sohe 10.1 16.1 258 05
District
CQVID-lQ Emergency Trust Account — Alotau 0.3 ) 0.2 0.1
District
TOTAL OF COVID-19 DISTRICT TRUSTS 424.1 882.0 972.2 333.9

Source: Department of Finance.
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CHAPTER 7: TAX EXPENDITURE

A tax expenditure arises where the actual tax treatment of an activity or class of taxpayer differs
from the benchmark tax treatment. Benchmarks represent a standard taxation treatment that
applies to similar taxpayers or types of activity.

Tax expenditures typically involve tax exemptions, deductions or offsets, concessional tax rates
and deferrals of tax liability. A positive tax expenditure reduces tax payable relative to the
benchmark. A negative tax expenditure increases tax payable relative to the benchmark.

The Government provides a number of tax incentives to taxpayers to achieve certain policy
objectives and this results in ‘revenue foregone to the Government. This in fact an expenditure
operating outside of the annual normal budget thus not subject to budget scrutiny and are not
accounted for and transparent. The reporting of the tax incentives as the Government tax
expenditure provides the visibility to the policy makers to make better decisions on the granting
of the tax incentives.

The data presented below are statistics as reported by the taxpayer. The self-reported figures
may suffer from gross inaccuracies because of human errors and omissions. The calculation of
actual revenue foregone from these incentives is an exercise in micro-simulation.

The 2023 Budget coverage of the Tax Expenditure captures tax incentives provided in the
Income Tax Act 1959, Customs Tariff Act 1990 and Excise Tariff Act 1956. The tax expenditure
statement is divided into two (2) sections — non-resource and resource sector.

7.2 TAX INCENTIVES IN THE INCOME TAX ACT (ITA) 1959

7.2.1 Interest

Revenue Forgone (Kina, million)

2019 2020 2021
Non- Resource 3.2 4.4 0.2
Resource 11.8 N/A N/A
Legislative Reference Section 35 of ITA 1959

Note: Data for resource sector is not available at the time of reporting. This will be reported in the proceeding Budget.

This incentive allows certain interest earning entities and assets to be exempted from the
interest withholding tax (IWT) of 15.0 per cent. This includes interest earned on long term bonds,
Central Bank authorized foreign currency deposits and the participants and lender of the PNG
LNG project.

7.2.2 Dividends

Revenue Forgone (Kina, million)

2019 2020 2021
Non- Resource 0.0 0.5 0.2
Resource 0.0 N/A N/A
Legislative Reference Section 42(3) of ITA 1959
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