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FROM THE PRESIDENTS DESK
LAE ROADS

The drama of the Lae Roads continues. As mentioned last week the contractors that are
working on the Lae Roads sent a delegation to Port Moresby to discuss with the respective
Ministers and Senior Public Servants, their dilemma of receiving no payment for the past few
months and ongoing work on the Lae Roads Rehabilitation Project. So far they have received
promises that the money problems will be sorted out but nothing yet has happened.

The Lae travelling public is now left to negotiate semi completed roads, as well as confront
the steady build up of traffic in the few through roads that are driveable. It is ludicrous that
90% of the roads in the CBD have been completed yet there are only 3 roads that are through
roads.

The Project Engineers NME will be in Lae next week and we will be continuing to discuss with
them the fine tuning of the roads being reconstructed. All of our favourite topics will be raised
including — Pedestrian crossings, kerbing and guttering, footpaths and of course the rein-
statement of the roads that have been used as bypass roads and damaged. If you have a par-
ticular issue with the new roads please respond to the LCCI and these matters will be raised at
these meetings.
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Papua New Guinea—2012 Article IV Consultation Preliminary

Concluding Statement of the IMF Mission
February 27, 2012
Published in the POMCCI e Flash (Friday 2nd March 2012)

This statement contains the International Monetary Fund preliminary policy recom-
mendations following discussions with the Papua New Guinean authorities and a range
of other institutions. The discussions focused on maintaining macroeconomic and fi-
nancial stability, improving public service delivery and ensuring that revenues from
exhaustible resources are used effectively to raise living standards on a sustainable
basis.

1. Papua New Guinea (PNG) continues to see high economic growth. Elevated com-
modity prices, the construction of a liquefied natural gas (LNG) project and its spin-off
effect to other sectors such as manufacturing, building & construction and transporta-
tion, and election year government spending are boosting the economy. In the me-
dium run, economic growth is expected to slow to a moderate but still solid pace. PNG
must manage its current resource investment boom and prospective resource reve-
nues in ways that benefit the whole country. This is a challenging adjustment task,
and will require structural and other policies to assist the required transition in the
economy. Prudent fiscal and monetary policies have achieved macroeconomic stability,
and a professional Treasury administration and independent central bank continue to
support sound macroeconomic management. To preserve these achievements and
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B To promote the business
interests of the private
sector;

B To further the economic
development in Lae;

B To ensure the provision
of services and utilities
essential to such devel-
opment;

B To provide a represen-
tative body for business
people, which govern-
ment can consult;

B To promote support or
oppose legislation; or
take any other meas-
ures to improve the
business community;

B To provide a forum for
discussion of private
sector goals;

B To pool the strengths of
business people so that
fogether, they can ac-
complish tasks that
each one alone cannot
achieve;

B To promote the eco-
nomic viability of the
area, so those current
businesses will grow and
new ones will be devel-
oped locally;

B To provide business with
a common voice.

promote inclusive development, it will be important to combine steady, affordable
growth in government spending with monetary policy flexibility. This should be accom-
panied by improvements in public financial management and expenditure effective-
ness, and structural reforms.

Macroeconomic Outlook and Risks

2. In 2012, real GDP is projected to grow at 8 percent, supported by a recovery in mining
output, while LNG construction activity remains at peak levels. This will be the 10" year of
uninterrupted economic growth. In 2013, growth will likely dip to 4 percent, as construction
winds down and output at maturing mines declines. LNG production is expected to begin in
2014 and reach full capacity in 2015, pushing real GDP up by about 20 percent. Thereafter,
growth is expected to converge to its potential of 5 percent.

3. The risks to the outlook are broadly balanced. Although the European debt crisis has so
far had only a limited impact, it represents a major downside risk. Lower commodity prices
would reduce government revenue and rural incomes, while tighter financing conditions for
multinational companies could deter future foreign direct investment (FDI). The main do-
mestic downside risks include further delays or disruptions to the mining sector and the
LNG project. On the upside for growth, public spending could be higher than expected, giv-
en spending pressures in an election year, and a number of additional mining and energy
projects may be realized in the medium term.

Monetary Policy and the Exchange Rate

4. We welcome the Bank of PNG’s monetary tightening in 2011, which contributed to a
slowdown in inflation to an annual headline rate of about 7 percent at the end of the year
from near 10 percent in the second quarter. The appreciation of the kina in 2011 has
helped contain inflation, although the full effects of the exchange rate appreciation may not
have fully passed through to consumers. However, inflation pressures persist as private and
public spending are growing strongly.

5. Further tightening would likely be needed to anchor inflation expectations at the Bank of
PNG’s 5 percent reference value. Anchoring inflation expectations would help reduce the
cost of fighting inflation. Tighter monetary conditions could be achieved by mopping up
excess liquidity, preferably through additional increases in commercial banks’ cash reserve
requirements, which are less costly for the taxpayer than the issuance of Central Bank bills.
Keeping the Bank of PNG’s foreign exchange reserve accumulation to a minimum would
also help, and likely lead to a market-driven appreciation of the kina in the short run. An
appreciation would probably be the most effective channel to reduce inflation. Going for-
ward, greater exchange rate flexibility would provide an important buffer against external
shocks.

6. To lower the cost of inflation control, coordination between fiscal and monetary policy is
crucial. Maintaining expenditure discipline this year would reduce excess demand, while
holding trust accounts at the Bank of PNG instead of commercial banks, and rationalizing
the use of government working accounts in banks, would facilitate liquidity management.
The authorities’ plans to issue guidelines for cash management of trust-account holdings at
commercial banks are a step in the right direction.

7. The widening of the current account deficit to 35 percent of GDP is financed by FDI, and
is therefore not a cause for concern. As construction winds down and LNG production be-
gins, we expect the current account to return to surplus. The exchange rate is estimated to
be broadly in line with medium-term fundamentals, but this assessment depends heavily on
commodity price assumptions, which are volatile and prone to revision.

Fiscal Policy

8. We commend the authorities for maintaining prudent budgetary policies in the past two
years and bringing down gross public debt to a sustainable level of 25 percent of GDP in
2011. Our debt sustainability assessment for PNG has improved. Nevertheless, taking into
account superannuation arrears and financing of the government’s LNG equity stake, over-
all public liabilities are higher at 46 percent of GDP. Moreover, the government has a large
contingent liability related to LNG project completion and is taking on further liabilities
through guarantees for other project financing.
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9. For 2012, we project a fiscal deficit of 3 percent of GDP, assuming lower mineral revenue
projections than the authorities and estimating net withdrawals from trust accounts to be
172 percent of GDP. We recognize the existence of spending pressures, including one-off
expenditures needed to fund the general elections, but are concerned about the planned
expenditure profile. In particular, the planned fiscal expansion in 2012 adds to inflation
pressures, while the expected temporary slowdown in revenue growth over 2013-17 is as-
sociated with projected real spending cuts. We therefore recommend moving toward a path
of steady and affordable real expenditure increases. This could be reflected in the new me-
dium-term fiscal strategy (MTFS) and implemented by:

e Containing the deficit to 1%2 percent of GDP in 2012 through tighter control of ex-
penditure growth, including from trust accounts, so as to preserve trust account bal-
ances for use in later years.

e Increasing real spending per capita at a steady rate until 2020 to provide financing
for essential services and delivery of development targets. We see fiscal space for in-
creasing real spending per capita by about 12 percent per year. This can be financed
by limited borrowing should revenues be insufficient during the transition years of
projected lower mineral revenues before LNG tax revenues materialize, given the
sustainable level of public debt and prospects of higher future mineral revenue.

e Adopting a medium-term limit of 25 percent of GDP for gross public debt and non-
contingent liabilities as a fiscal anchor.

10. PNG’s resource sector could make a larger contribution to public revenues. Efforts to
promote this could include strengthening revenue collection, reinforcing the internal reve-
nue and customs services, streamlining existing tax concessions, and applying the Addi-
tional Profits Tax to mining activities, given that the average effective tax take from re-
sources appears to be on the low side of fiscal regimes across the world.

11. The passing of the Sovereign Wealth Fund (SWF) Law by Parliament in February 2012 is
an important step toward better management of resource revenue. The SWF provides a
strong framework to insulate public expenditure from volatility in natural resource revenue,
and to improve transparency, accountability, and good governance. However, medium-term
resource revenues may not be higher than in the recent past, and the SWF in itself will not
solve all long-standing problems of expenditure management. Expenditures need to be bet-
ter aligned with development priorities and the new MTFS. Once the SWF is established, all
existing trust accounts should be consolidated with the fund.

Public Sector Service Delivery

12. We welcome the government’s agenda for better public services, especially the expan-
sion of tuition-free education. The government increased the expenditure share of key
priority areas (education, health, infrastructure, and law and order) from 51 percent in
2011 to 55 percent in 2012, and plans to gradually increase this share further. However, to
deliver on these initiatives, and better public services in general, it is not enough to put
more money in the budget. Marked gains in the effectiveness of public spending are
needed.

13. The government is addressing public financial management issues by strengthening
procurement systems, creating greater integrity in public financial governance, and invest-
ing in financial management information systems. We encourage the authorities to deliver
on their plans to improve the effectiveness of resource allocation, including through devel-
oping a multi-year budget for selected expenditures and investing in the structure of key
ministries responsible for expenditure planning and service delivery. We welcome measures
to address long-running allegations of graft and corruption.

Structural Reforms

14. The government’s reforms to strengthen the Independent Public Business Corporation
and its mandate are important for improving professional management, commercial orien-
tation, accountability and transparency of state-owned enterprises (SOEs). Moreover, the
authorities plan to introduce a robust framework for public-private partnerships (PPPs), with
a potential application to electricity generation. The authorities should proceed with SOE
reforms and approach PPPs in an open manner and benefit from the expertise of the donor
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15. A more competitive environment would improve consumer welfare by lowering prices
and enhancing product variety. We welcome plans to improve competition in broadband
services by replacing PNG Telikom’s monopoly with an updated regulatory framework. We
also support the government’s tariff reduction program. However, we are concerned with
the mooted rice project, which is anti-competitive and detrimental to the welfare of con-
sumers. While we have no objection to supporting rice-growing in PNG, we strongly advise
against the introduction of exclusive production rights and the proposed import levy. Con-
sumers are also hurt by continued monopolies in key products such as petroleum and sug-
ar. A better-resourced Independent Consumer Competition Commission would be instru-
mental to enforce competitive behavior.

Financial Sector

16. The financial sector remains profitable, but vulnerabilities have increased. Returns on
equity exceed 100 percent and the capital adequacy ratio is over 20 percent of total assets.
However, the non-performing loans ratio increased to 2.5 percent in September 2011 from
2.0 percent in September 2010, mainly due to non-performing loans related to one large
enterprise, and provisioning dropped from over 230 percent to around 130 percent in the
same period.

17. We commend the Bank of PNG for its continued, careful supervision over the banks and
non-bank financial institutions (including superannuation funds) to limit exposure to risk,
particularly to the heated property sector. We encourage coordination between the supervi-
sory authorities and the Bank of PNG for the efficient regulation of life and general insur-
ance products. All relevant authorities should conduct regular meetings to update one
another and to get an overview of systemic risks.

18. We welcome the Bank of PNG’s strategic project on the national payments system,
aimed at improving the efficiency and cost-effectiveness of the clearance and settlement
infrastructure by introducing a real-time settlement system. We note that legislation to up-
date the payment system law will be presented to Parliament in 2012.

19. The authorities’ initiatives to improve financial inclusiveness are welcome. They include
developing a regulatory environment for mobile banking, encouraging banks to invest in
regional branches, setting up a program to improve access to credit for small and medium
sized enterprises, and expanding microfinance projects. Legislation regarding loans secured
by personal property has been passed by Parliament and should facilitate secured lending.

Data Provision
20. The authorities need to urgently tackle structural deficiencies in the provision of nation-
al statistics. Gaps in macroeconomic data provision complicate PNG’s public policy-making
and Fund surveillance. This requires immediate reform and strengthening of the relevant
government agencies.

For further information go to the IMF Papua New Guinea-2012 Article IV Consultation Preliminary ...

PNG RESOURCES

REPORTING ON PNG’S PETROLEUM & MINERAL INDUSTRY
ISSUE FOUR 2011

Reporting on PNG for the last 20 Years. The latest edition of this highly sought after
magazine is now available at the Lae Chamber of Commerce. Please arrange to collect
your free copy by visiting the Chamber in the Professionals building in Fourth Street
Lae, or book a copy from Wendie on telephone 4722340.
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Hillside Gardens Apartment Features.

*Spvimming Pool, BBQ Area, and Sun Deck "qu;vhmn Facilities(Telikom & Digicel)
*Elegant Outroor Hans Win Iocated within - *24-Hour Security (G4S Security)
thelandscapedgarden Elﬂztrlc Gate& Gallagher Security Fence
*Landscaped Tropical Garden with Walking *Solar Hot water with Electric Booster
ExerciseTrack *Air Conditioning in Lounge: /Bedrooms
*nternet Failities Available(subscription  *FireSuppression Units/Smoke Detectors
with Global Internet. Data Net fz Telikom)  *Back-upPower & Water Supply
UNITS AVAILABLE:
w4 x3-BR Unit: (199m2) @K4 J50/Week (R18.417/calendar monthys GST+Services
{Letting Fee Not Applicable)

A FOCUS ON THE PAPUA NEW GUINEA RESOURCE SECTOR

“NGREBART

The latest edition for February 2012 of this magazine is now on display at the Lae Chamber of Commerce.
Read the reports on the ROAD WARRIORS (The unforgiving Highlands Highway), MONEY LAUNDER-
ING (looking under the carpet), BLASTING (Orica sets the standard) and LOGISTICS (Shipping on the
Fly) when you get your free copy of this February edition, which can be reserved by contacting Wendie
on 472 2340 or by emailing us at lcci@global.net.

LCCI ANNUAL GENERAL MEETING

The Lae Chamber of Commerce Incorporated will hold the Annual
General Meeting on Thursday 29th March 2012. The venue will be
the Bulolo room at the Lae International Hotel, and the function
will commence at 5PM sharp. The agenda for the AGM will be to
present the 2011 Annual Report and audited Financial Statements
for 2011, as well conducting elections for the 2012 Executive mem-
bers and Councillors. Drinks and a cheese platter will be provided
until 7:30 PM.

Nomination forms and Proxy forms for those that cannot attend can
be obtained from the LCCI Office on request. This may be your op-
portunity to participate in one of the prime private sector organisa-
tions in Papua New Guinea and the Pacific.




Take care in LAE at
the moment as there
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CRIME IN THE CITY

Guard Dog Security Services reported that at 10:45 AM this morning, there was an attempted
hold up to one of the Mainland Holdings vehicle’s at Wara Kalap at 14 mile. The driver did not
stop and nothing was taken, but as this is only one of numerous attempts to hold up vehicles
in the ‘miles’ area this week, care must be taken when driving through this vicinity.

www.tradecorppng.com

Obviously our alert goes out to all members to be vigilant when travelling through the ‘miles’
area, however we also advise members to be cautious in the whole of Lae City at the mo-
ment. Lae tends to face waves of crime and we believe that there is a high point in criminal
activities at present. This week has seen several armed holdups and car-jackings take place.

Make sure that all security measures are in place and that staff and security personnel are
aware of the high incidence of crime at the moment. Whilst there has been no analysis of the
reason for the outbreak in crime, we believe that there are a few influencing factors including
— the current Political tussle, the on coming elections and the hangover from the Lae Riots in
November 2011.

LATEST ALERT — GDSS Report that there is trouble at Malahang Technical College, where at
5:00 PM a fight broke out among the students from the school. The fight erupted from the
school and broke out of the gate, where a man from Yanga village tried to stop the fight and
was chopped by students. Villagers retaliated and burned down two classrooms and blocked
the road at the Malahang market. Take care if travelling in the Malahang area.

The sky is the limit when it comes to the Morobe Show Society’s remote controlled
motorised blimp.

It’s the only blimp currently operating in PNG and offers an unobscured, captivating
view of sponsor’s logos and messages during special events.

You can hire the blimp and operator for K2000/day plus gas and signage.
Enquiries: info@morobeshow.org.pg

No.1 HIRE CAR

“Your alternative Car Rental Choice”
17 Branches Nationwide
Range of 4WD D/Cabs, Troopers (10 Seaters), Sedans & Buses. Call Central Reservations at:-
Lae (HQ) — Nasfund Haus, 2" Street Lae
Ph: 479 1546/1472 2799 Mobile: (1B) 686 7580/690 3585/690 31135
(D): 7256 7179/7280 7360/7220 2460 Fax: 472 2798/472 8700

Email: mpss@datec.net.pg
“WITH OUR EXTENSIVE REPRESENTATION, WE ARE IN A POSITION TO MEET ALL YOUR CAR HIRE ARRANGEMENTS”




You are all welcome
to attend this event
in the Lae Interna-
tional Hotel, as part
of AUSTRALIA WEEK.

Lae City’s newest Dental Clinic operated by a highly qualified Filipino Dentist!

RADIANT PACIFIC DENTAL CLINIC

For all your Dental work and cosmetics including teeth whitening, X-ray’s and buai stain
removal
We are located at the Good Samaritan Medical Centre, Eriku

Call for appointment with DR. RICKY R. ROSAS, D.M.D
General Dentistry, Orthodontics

Telephone: 472 0287

Fax: 472 0397

Mobile: B-mobile 76148715 — Digicel 71524169
Email: dockers19@yahoo.com

Y AUSTRALIA PAPUA NEW GUINEA
- BusINEsSs COUNCIL

Austra.lianicowrnmcnt Austra Ila

Australian Trade Commission UNLIMITED

The Australian High Commission Port Moresby Presents
Business Council Seminar & Food and Wine Event

as part of Australia Week, Monday 5 to Sunday 11 March

WEDNESDAY 7 MARCH, 15.00 — 18.00, Lae International Hotel, Lae
Speaker: Hon. Richard Marles MP, Parliamentary Secretary for Pacific Island Affairs
"PNG's economic partnership with Australia - harnessing the opportunities”
Panellists: Hon. Richard Marles MP, Parliamentary Secretary for Pacific Island Affairs
Professor Hurriyet Babacan, Foundation Director, Cairns Institute

Mr Alan MclLay, President, Lae Chamber of Commerce
Mr lan Clarke, National Chairman, Gadens Lawers

To be followed by a networking opportunity featuring wines from De Bortoli Wines

Paradise
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L A E
gadens INTERMNMATIOMNAL

lawyers HOTEL

Sponsored by the APNGBC, the Lae International Hotel, and Gadens Lawyers

8. DEBORTOLI WINES

Please confirm your attendance by contacting the Australian High Commission’s
Public Diplomacy Section on 325 9333 or email: Public-Affairs-PortMoreshy@dfat.gov.au




