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Abstract

Micro, small, and medium enterprises (MSMEs) play a significant role as a source of livelihood for much of the
population and a key source of revenue for the Government of Papua New Guinea (PNG). This fast-growing
sector of the economy requires financing. Unfortunately, the sector is always faced with a very high financing
gap, especially access to credit financing. To bridge this gap, the PNG Government has been injecting funds for
affordable financing to MSMEs through commercial banks and financial institutions. However, access to these
funds by MSMEs remains a challenge. This study was designed to understand the issues faced by MSME owners
and aspiring MSME owners seeking to access government-financed credit after completing financial literacy
training as a prerequisite to accessing government-financed loans. A mobile phone survey was administered to
1,367 alumni of the Start and Improve Your Business (SIYB) training program across 19 provinces in PNG.
Only 585 respondents completed the survey. The results show that although most of the respondents were aware
of the government-financed loans, only a small percentage applied for the funds, with a limited percentage of the
applicants getting the funds. This implies that there is still a high gap in accessing government-supported credit
financing. Some policies for increasing awareness and access to government-financed loans to improve MSMEs
performance are proposed.

Keywords: MSMEs, Government-financed loans, Awareness, Access, Performance, PNG




Summary of Recommendations

Recommendation 1:

Recommendation 2:

Recommendation 3:

Recommendation 4:

Recommendation 5:

Recommendation 6:

Recommendation 7:

Recommendation 8:

Recommendation 9:

Improve the transparency of the flow of funds between the Government, financial institutions,
and borrowers, without compromising personal information.

Simplify the application process to make applying for business loans less daunting for businesses
and better target micro-enterprises with fewer historical records.

Increase the pool of accredited lenders to include micro-lenders who typically are less bureaucratic
and more accessible for micro-enterprises.

Improve mechanisms to secure collateral for borrowing as the use of land as an asset is currently
not accepted.

Encourage existing sector-specific financial products and develop additional products that directly
benefit priority areas of the economy for growth.

Establish a unit within the Department of Commerce and Industry to provide direct assistance to
borrowers when submitting applications.

Develop mechanisms to ensure the funds are accessible to applicants from all regions for both
business start-ups and expansion from all sectors.

Develop mechanisms for evaluating the outreach and performance of the government-financed
credit schemes provided to MSMEs in PNG.

Improve mechanisms to ensure inclusivity in financial credit access, especially for PNG local
MSME owners with less than K500,000 turnover since they are the majority of applicants.



Introduction

Background

Access to finance is key to the growth and development of micro, small, and medium enterprises (MSMEs) in Papua New
Guinea (PNG). The main constraint, however, is inadequate credit or difficulty in getting the available commercial bank loans.
For this reason, the PNG Government decided to step in with K100 million allocated in the 2019 supplementary budget
and K200 million in the 2020, 2021, 2022, and 2023 National Budgets (Department of Treasury, various issues). These
monies have been distributed to commercial banks, particularly the Bank of South Pacific (BSP) and National Development
Bank (NDB), for onward lending to MSME: as an economic incentive or stimulus program to promote business start-ups
and the growth of existing MSMEs. Several Provincial Governors and Open Members of Parliament have also taken the
initiative to pack millions of Kina with commercial banks and microfinance institutions to support and empower MSMEs
in their provinces and electorates. Indeed, according to the Medium-Term Development Plan IV 2023-2027 (MTDPIV)
(Department of National Planning and Monitoring, 2023), the government is investing this heavily in MSMEs with the hope
that the MSMEs will transform the PNG economy through wealth creation, employment, and ultimately, improvement in
the welfare of the people.

The PNG Government is, therefore, working in partnership with commercial banks and financial institutions to support the
country’s MSMEs by putting money into the banks for MSMEs to borrow at lower interest rates. The information available
on the respective websites of the major banks and financial institutions indicates that BSP agreed to provide loans to MSMEs
at an interest rate of 5 percent with a repayment period of 15 years. NDB also indicates that it provides loans for MSMEs
at the interest rate of 5 percent for up to 5 years, depending on the purpose (c.f. https://www.ndb.com.pg/products/msme/
msme-loans.html). However, financial literacy is also a mandatory prerequisite for accessing government funding allocated
for MSMEs, and applicants are required to provide a certificate of completion of a financial literacy course. For NDB,
the Small and Medium Enterprises Corporation (SME Corporation) is the recognised financial literacy training provider.
Potential borrowers — growers (i.e., existing businesses seeking credit to grow or expand their businesses) and first timers (i.e.
those borrowing to start up a business) — are required to have formal business registration with both Investment Promotion
Authority (IPA) and Internal Revenue Commission (IRC). For BSD, the government-backed loan is open to businesses with
a turnover of K500,000 or more, with some flexibility for some businesses with turnover below K500,000. The general
understanding is that smaller businesses that are unable to meet the BSP’s loan conditions can be assisted by NDB.

Although it does not appear that there is a shortage of public and private funds in PNG that can be lent to MSMEs, what
is in question is the lack of access to business finance, including government-backed loans, which continue to be a major
constraint for SMEs (Morona and Odhuno, 2020; Tebbutt Research, 2024). A recent survey by Kavan (2024a,b) noted a
perception among several respondents in Port Moresby, Rabaul, Lae, and other provincial towns about MSME’s difficulty in
accessing funds from the government-financed loan scheme. Earlier, a Post Courier report by Kissing (2022, p. 6) appears to
suggest that the scheme’s outreach might also be limited: “...we (SMEs) have undergone training, prepared all documentation
from Investment Promotion Authority, Internal Revenue Commission, and opened bank accounts. But to access government
funding allocated for SMEs in provinces and districts as start-up capital is the problem for us...” The implication is that PNG
micro, small, and medium-sized business entrepreneurs and entrepreneurs-to-be have difficulties accessing start-up capital
or business expansion loans from established lending institutions. A further complication is that such (indirect) government
support schemes are hardly evaluated. The question is: What is the outreach of the government-financed credit schemes

provided to MSMEs in PNG?

Objective of this study

Before suggesting some policy interventions to address the barriers, it is necessary to first have a better understanding of the
issues and circumstances faced by MSMEs when it comes to accessing government-financed credit from commercial banks
and other financial institutions. In this vein, the specific scope of this study is to understand the demand for government-
backed credit from the perspective of micro, small, and medium-sized business owners and budding entrepreneurs who are



just starting or planning to start their businesses. Therefore, the specific objective of this study was to ascertain:

i.  The awareness of government financial support among MSME owners and budding entrepreneurs.
ii. The demand for government-financed credit from MSME owners and budding entrepreneurs.

iii. The failure of MSME owners or budding business owners to seek government-financed credit and the reasons given
for not seeking credit.

To gather the information needed to understand the issues and circumstances faced by MSMEs seeking to access the
government-financed credit, BSP and NDB, the pioneer delivery partners for the scheme, were requested to provide the lists
and contacts of (i) the owners/managers of MSMEs that applied for and received the government-backed loan/credit they
applied for; (ii) the owners/managers of MSME:s applied for the government-backed loan/credit but did not receive anything;
and, for comparison of the experiences, the owners/managers of MSME: list and contacts of the owners/managers of MSMEs
that received other loan/credit that is not backed by government financing.

Unfortunately, both BSP and NDB could not provide the information, citing confidentiality of their clients’ details, but
indicated that they do provide “confidential” quarterly reports to the Department of Commerce and Industry (DCI).
However, the reports provided to DCI are aggregate amounts of loans to MSMEs and are therefore not useful for this study.
Hence, the alternative data used in this study to understand the demand for and circumstances faced by MSMEs seeking to
access the government-financed credit, is described in the next Section. This is followed by a presentation of the results of the
analysis of the data in Section 3. The results are discussed in Section 4 alongside suggestions for some policy interventions to
address the issues that hinder MSME owners and entrepreneurs-to-be from accessing government-financed credit through
commercial banks. The last Section concludes.



Review of PNG MSME Finance Literature

Why improving access to MSME financing is important for PNG

Micro, small, and medium-sized enterprises (MSMEs) play a significant role in the social and economic growth and
development of economies of many countries, especially in developing countries, including PNG. However, the PNG
economy largely relies on the mineral sector, while the MSME sector largely remains an enclave and informal (Department of
Commerce, Trade and Industry, 2016). Yet it is expected that the MSME sector will become a major source of employment,
providing food and shelter to millions of Papua New Guineans, besides generating revenue for the government to reduce
dependency on mining and petroleum as the mainstay of the economy. Currently, the MSME sector contributes less than 30
percent to the National GDP (Maru, 2018).

It is estimated that over 80 percent of the population of Papua New Guinea are engaged in MSMEs. However, there are
only about 49,500 registered MSMEs in PNG, and this number is expected to grow to 500,000 by 2030 to push PNG to
become a middle-income and then high-income country by 2050 (Nicholas, 2016). According to Maru (2018), over 90
percent of the PNG businesses can be classified as MSMEs but are mainly owned by foreigners, leaving only about 10 percent
of the MSME:s in the hands of the PNG citizens (Maru, 2018; Department of Trade, Commerce & Industry, 2016). It is
anticipated that Papua New Guineans will own over 70 percent of the MSMEs by 2030 to contribute to about 50 percent
of the National GDP and reduce the percentage of the population living below the poverty line. The move to achieve these
milestones requires business financing, which should be done by encouraging local MSME entrepreneurial activities while
fostering a competitive business environment.

MSMEs credit schemes in PNG

One of the major obstacles to achieving this desired growth is access to business financing by MSMEs (World Bank, 2023;
Kavan, 2024a,b). In PNG, the lack of business financing can be attributed to high interest rates, high collateral, and guarantees
required by the local banks and financial institutions. Consequently, they charge very high interest rates on lending because
most of the banks view PNG MSMEs, which operate mainly in the informal sector, as high-risk business ventures (Asian
Development Bank, 2024; Akoten & Odhuno, 2023). As a result, over 94 percent of the MSMEs in PNG operate without
any form of loan (Department of Trade, Commerce & Industry, 2016). The MSMEs are, therefore, left with very few options
but to seek credit financing from family members, friends, savings, trade credits, and micro-financial institutions (Akoten,
2007; Morona & Odhuno, 2020).

For this reason, the PNG Government developed the MSME:s policy with the overall objective of empowering the MSMEs to
foster economic growth and move PNG to a middle-income country (Department of Trade, Commerce & Industry, 2016).
One of the ways the MSMEs policy intends to achieve this is by creating an enabling environment for the local MSMEs
to access finance and training. Consequently, through public-private partnerships, the government has earmarked annual
funding for the MSMEs to be accessed through the banks at affordable interest rates. These monies have been distributed to
commercial banks, particularly the Bank of South Pacific (BSP) — 50 percent, the National Development Bank (NDB) — 40
percent, and the Department of Trade, Commerce and Industry — 10 percent, for onward lending to MSMEs at a much lower
interest rate as an economic incentive or stimulus program targeted to promote new business start-ups and development of

the existing MSMEs (Chai, 2020; Ocka, 2024).

Other MSME support institutions like the Department of Trade, Commerce and Industry and the Small and Medium
Enterprises Corporation are also providing capacity building and training under the Start and Improve Your Business (SYIB)
program, whose participants receive business development grants or are encouraged to secure loans from commercial banks
and microfinance institutions (Kavan, 2024). However, according to Kavan (2024), MSME:s still report having difficulties
accessing credit financing from these programs, and the perception that credit financing only benefits certain groups of
people through the “whom-you-know system” and not the majority of the population is common. Financial institutions also
prefer financing bigger and more established businesses that meet lending requirements that are beyond the MSMEs and



business start-ups (Asian Development Bank, 2024).

To bridge this gap, the government created the Credit Guarantee Corporation (CGC) to provide the necessary collateral and
security for MSMEs operated by the Papua New Guineans to access loans to start, grow, and sustain their business (Oeka,
2024). These loans are highly subsidised and substantially cheaper than the normal commercial bank loans. In addition,
the government has requested the Asian Development Bank (ADB) to provide support to see improved access and inclusive
financing to MSMEs and entrepreneurship capability development in the country.

With this economic stimulus, MSMEs can be a formidable force in the development and economic growth of PNG, creating
employment opportunities and reducing poverty provided that the government’s funds placed in the two banks—NDB and
BSP and Department of Trade, Commerce and Industry —fulfil the government’s vision by reaching a larger audience and
are consistent with the objectives stated in the government's SME Policy. This will require financial inclusion and minimising
the laborious requirements to financing, which acted as a barrier to accessing the government MSMEs funding program
across the population divide, as well as continued financial literacy and supportive regulatory framework. This scheme should
be regularly monitored, and its economic impact should be assessed periodically, which is what this study is designed to do.



Data and Methods

Participants and sample

As noted before, both BSP and NDB were reluctant to share the information requested. As an alternative, the sample frame
was determined in consultation with the SME Corporation, the government agency mandated to lead the development and
promotion of MSME:s in the country. SME Corporation has provided entrepreneurship and financial literacy training to over
22,000 MSME owners in over 6,000 wards across the country as part of its flagship Start and Improve Your Business (SIYB)
training program. Many of the participants attended the training as a mediatory prerequisite for accessing the government
funding allocated for MSME development in the provinces and districts. It is therefore considered that SME Corporation
has a rich dataset that can be used to identify a sample of entrepreneurs and budding entrepreneurs who seek government-
financed MSME loans. It is considered that through this sample frame, it should also be possible to identify a sub-sample of
applicants who applied and got or did not get the government-financed MSME loan and those who received other MSME
loans other than that sponsored by the government.

SME Corporation provided the contact information (mobile phone numbers) for 1,557 past attendees of the SIYB training
program in 2021, 2022, and 2023 across 19 provinces of PNG. (Contact details of attendees in Hela, New Ireland, and
Western provinces were not made available for this study.) Since it was not possible to identify mobile phone numbers that
were active and working, the survey adopted a non-standard sampling procedure, not using random or representative samples.
The choice of entrepreneurs and budding entrepreneurs to approach was made on grounds of practical convenience. After
omitting duplicate phone numbers (indicating that some participants attended the course more than once) and incorrect
phone numbers (indicating that some phone numbers had more or less than 8 digits) that could not be validated, we ended
up with 1,367 entrepreneurs and entrepreneurs-to-be to contact for the survey.

Survey questionnaire and administration

For the data collection instrument, we developed a survey questionnaire with questions selected from OECD (2020),
Statistics Canada (2021), Federal Reserve Banks (2023), European Commission and European Central Bank (2020) and
Department of Finance of the Republic of Ireland (2023) small business credit survey questionnaires. The questionnaire
was divided into three parts. The first part comprised specific demographic factors of the survey participants, such as age,
gender, marital status, and education. The second part asked questions about their business establishment, including the
nature of the business, the year the business was established or began operation, the legal status of the business, ownership,
and management of the enterprise. The last part focused on questions about the entrepreneurs’ experience with government
MSME support schemes. The draft version of the questionnaire was reviewed by a team of researchers at the PNG National
Research Institute to ensure that the questions were relevant to the PNG context and that the adapted questions accurately
conveyed the original meaning of the text.

The survey was independently administered by a contracted private consulting firm between 3 — 15 July 2024. Training for
data collection protocol was conducted for 10 interviewers. The interviewers were introduced to the questionnaire presented
in both paper and digital versions. Training consisted of a general orientation of using mobile phones for calls and KoboCollect
application/software for digital data collection on tablets. The survey questions were piloted before implementation to ensure
reliability and to ensure that the questions were understandable to the respondents. The pilot survey targeted 50 participants,
but only 27 (54%) responded to it. After the necessary adjustment to the questionnaire, the survey team of 10 people
implemented the survey, who called the 1,367 participants distributed across 19 provinces to complete the survey. The
data collection was informed by a comprehensive approach to research ethics that ensured participants were able to fully
participate with informed consent while managing risk and protecting their identities.

Since it was not easy to predict how many working phone numbers in the data set the survey team was going to reach within
the predetermined fieldwork period, we did not set a minimum or maximum cap on the number of questionnaires to be
completed or phone calls to be made each day. It turned out that the survey team was not able to reach every mobile phone



number in the data set. Some people may have lost service, some changed phone numbers or lost the link between the
mobile phone and the geographic location of service coverage. To increase the response rate, the survey enumerators made
phone calls to participants that provided a second mobile phone subscriber number and to mobile phone numbers that were
previously on voicemail or were unanswered during the first attempt. As a result of these efforts, the survey achieved a final
convenient sample of n = 585 (response rate 43%), comprising 53.3 percent females and 46.7 percent males.

Methods for data analysis

Primary survey data was then analysed using basic descriptive techniques implemented in Statistical Package for Social
Scientists (SPSS) software.



Results: Descriptive Analysis of the Data

Demographic characteristics of respondents

Several demographic profiles of the respondents were collected to help further understand the dynamics within the MSME
sector, especially with MSME financing. As noted above, the respondents included 312 females, constituted 53.3 percent,
and 273 males constituting 46.7 percent. It was encouraging to see more female entrepreneurs or those seeking to venture
into MSMEs participate in financial literacy, which is a mandatory prerequisite for accessing government funding allocated
for MSMEs. This may indicate a good move towards social inclusion in PNG. For a long time, women in PNG have been
marginalised and discriminated against, even in business involvement and practices (World Bank, 2024). Hence, they largely
remained in the informal sector (Boccuzzi, 2021). However, this may be an emerging trend that may show that women are
being given equal opportunities to participate in the national agenda and towards achieving sustainable development goals

(SDGs).

Looking at the educational level of the respondents, the results in Figure 1 show that the majority, 362 (61.8%), of the
participants who were involved in financial literacy as a prequalification to apply for the government-backed loan/credit are
mainly those with limited education. This may explain why financial literacy is a prerequisite for applying for government-
backed credit from commercial banks. This may be consistent with what is happening in other developing countries
(Tambunan, 2024). Generally, this category of MSME owners or budding MSME owners engage in informal businesses,
which entail a high risk of default on credit financing. Limited informal education may require entrepreneurial education
(Shinozaki et al., 2024). This may somehow pose a challenge to the accessibility of credit financing from the financial
institutions that handle the government funding allocated for MSME:s.

Figure 1: Respondents’ highest level of education
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Figure 2 shows that the majority (65%) of the respondents attended the SIYB training program in 2023. A majority (63%)
of the respondents were between the ages of 31 and 50 years (Figure 3).




Figure 2: Year respondent participated in the SIYB training
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Figure 3: Age of respondents (Years)
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Characteristics of respondents’ businesses

Figure 4 shows the location of respondents’ businesses across sectors. Just over one-third (37%) of the respondents indicated
farming as their main business activity. A third (33%) of the respondents indicated that they are mainly retail traders.



Figure 4: Nature of respondents' business
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Figure 5 indicates that the majority (57.6%) of respondents have not registered their businesses with the Investment Promotion
Authority (IPA). Most (64.1%) of the respondents also indicated that their businesses do not have a Tax Identification
Number (TIN) issued by the Internal Revenue Commission (IRC). It can therefore be argued that the businesses that the
respondents operate are largely informal.

Figure 5: Business Registration Status

IPA IRC
N % N %
N/A 15 2.6 15 2.6
No 337 57.6 375 64.1
Yes 233 39.8 195 33.3
Total 585 100 585 100

Whether respondents are aware of government financial support to MSMEs

The respondents were asked whether they were aware of any government financial support for MSMEs. The results (Figure
6) indicate that the majority (76%) confirmed that they were aware. Since the loan scheme is a government project that
was disseminated to the public and given that the respondents had participated in financial literacy as a prerequisite for
the government-backed loan/credit, the percentage of awareness could be higher. Despite general awareness, very few,
approximately 9 percent (Figure 7) of the MSMEs indicated that they sought government-guaranteed loans/credit or non-
repayable grants. The reasons for this are unclear but could include (but not limited to) low demand for products, bureaucratic
processes, or fear of rejection of applications by financial institutions.




Figure 6: Awareness of any government financial support to MSMEs
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Figure 7: If you are aware, did you, or have you ever applied for or sought government guaranteed loans/credit or
non-repayable grants?
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Access to government financial support to MSMEs

The survey also sought to understand from the participants what type of government-supported loan or funding they applied
for. Figure 8 shows that among those who applied for financing, although only a few, the majority (13) applied for the



government guaranteed loan from NDB or People’s Microbank. This was followed by start-up loans for youth and small
business enterprises and the government-guaranteed loan from BSP. Application for other types of financing products seems
limited. The applications for financing must have been done with the understanding that the government had distributed
the funds through these two main banks (Kavan, 2024). Ironically, only one (1) respondent indicated seeking the agriculture
loan even though more than a third of the respondents indicated that agriculture was their main business activity.

Figure 8: Government-supported loan or funding applied for
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Those who answered the survey and indicated that they had applied for a government grant, subsidy, or government-
guaranteed loan were also asked to state the reasons for requesting the financing. Although there are various reasons for
seeking financing, Figure 8 indicates that the majority (55%) applied for the financing to expand their existing businesses.
This was followed by those who wanted to start new business ventures and for working capital or cash flow.

Figure 9: Reason for seeking government grant, subsidy, or government-guaranteed loan
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In responding to the question “How long did it take the bank to process your loan request and give a final answer”, 12
respondents (32%) could not recall how long it took to process their applications, while 30 percent indicated that their
applications were still pending at the time of the survey (Figure 10). However, 14 percent expressed that their application
took less than one week to get a final answer from the financial institutions. The reason for this, as echoed by Kavan (2024),
could be because of the required paperwork, the bureaucratic nature of the banks, and cited compromises that favour big
businesses, among others, that somehow frustrate most applicants and make access to financing very difficult.



Figure 10: Time it takes to process loan applications
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Regarding loan application success rate, the survey results also indicated (Figure 11) that the majority (78%) of the applicants
who sought government grants, subsidies or loans reported being unsuccessful with their funding applications. Only 19
percent reported being successful, with 1 percent receiving only a portion of the amount that was applied for. This is,
however, a very low rate that may derail the achievement of the objective of the loan scheme.

Figure 11: Rate of success in request for government grant, subsidy, or loan
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52 percent of respondents whose applications were not successful indicated that the banks did not provide them with any
reason for turning down their loan applications, while 48 percent received feedback from the banks (Figure 12, left). Figure
12 also shows that the majority (91%) of respondents whose applications were still pending indicated that they had not
provided additional information that the banks requested (Figure 12, right).

Finally, the respondents who indicated that they were aware of the government-guaranteed loan scheme but did not apply
for the loan were asked to indicate the reasons why they did not apply (n = 401). The responses are shown in Figure 13.
The leading response (21%) was that they did not apply for other reasons, which were not made very clear. Others (20%)
responded that they did not know how to apply, while others (16%) cited difficult terms and conditions and fear of possible
rejection of their application (19%). Clarifying the reasons for non-application of the funding could shed more light on the
future of this loan scheme.



Figure 12: Unsuccessful and pending applications
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Figure 14: Business performance 12 months after receiving the loan
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Performance of businesses that received government-financed credit

Of those who were successful with their loan applications, 72 percent, 46 percent, and 62 percent reported, respectively,
increased turnover, employment, and value of their business within 12 months of receiving the loan (Figure 13). This result
suggests that the government-guaranteed loan scheme can act as a catalyst in growing the MSME businesses and, ultimately,
growing the country’s economy.
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Discussion and Implication for Policy

Discussion

The objectives of this study included assessing the level of awareness of government financial support among MSME owners
and budding entrepreneurs, the demand for government-financed credit from MSME owners and budding entrepreneurs,
and the performance of businesses that receive government-financed credit from commercial banks. It was also the intention
to understand the reason for the failure of some MSME owners to seek government-financed credit. Critical findings revolve
around three main issues: awareness, access to credit financing, and business performance. These three issues have policy
implications if meaningful, realistic goals for the government-guaranteed loan scheme have to be achieved.

Awareness

The finding indicates that the majority of MSME owners are aware of the government-guaranteed loan scheme and its
availability through local banks. Despite general awareness, very few MSMEs seek the funding. The reasons for this can be
multifaceted. Some may be cultural, while others may be an apparent lack of clear and detailed information, complexities and
effectiveness in the loan application process, and perceived conflict in the terms and conditions of the loan, among others.
This suggests that there is an information gap that flows from the government to the financial institutions tasked with the
administration of these funds and the information that reaches the general public and, consequently, the business owners. As
suggested by Tebbutt Research (2024), increasing civic and public education and training on the government-guaranteed loan
scheme, its availability, and equal opportunity for accessibility would increase awareness. Education and access to funding
should be all-inclusive, with equal opportunities for different genders, because women in PNG generally feel marginalised.

On the other hand, while awareness is not a primary issue of the scheme, informal micro-enterprises, who are the majority,
may also feel left out of vital information that is only disseminated to the medium enterprises who are among the few that
seek the loans. Achieving economic development through MSMEs requires a concerted effort and inclusivity. Therefore, a
strategy should be developed to broaden awareness of the government-guaranteed loan scheme not in terms of geographical
coverage only, but also the depth of the information disseminated to the general public about these funds.

Accessibility

The most significant outcome of this study points out that, while most MSMEs are aware of the scheme, the accessibility
of the government-guaranteed loan scheme proves to be a major bottleneck to the scheme’s success. The loans are currently
managed by the commercial banks. There is also a deliberate effort by the government to bring in other key players in the
microfinance expansion project to increase the accessibility of the MSME:s to financing. These players include micro-financial
institutions like MiBank and Women’s Micro Bank. Although there is a high percentage of awareness, few still apply for
these funds. From the results, there are many unclear reasons for the non-accessibility of the funds, suggesting that there is
no single reason why MSMEs do not apply for the Government Credit Scheme. There could be deeper issues that hinder
accessibility that may require redress and streamlining. Inaccessibility to these funds can be a pointer to a major problem area
in the credit scheme. Where are the bottlenecks? How can these bottlenecks be minimised to increase accessibility? What role
can microfinance institutions play in addressing inaccessibility?

The results show involuntary inaccessibility that leads individual entrepreneurs to opt not to apply for loans, such as
the application process, and terms and conditions. For instance, more than a third of the MSME owners and budding
entrepreneurs who took part in the survey indicated that they own agricultural enterprises. Yet only one of them applied
for the Agriculture Loan from NDB. Since PNG financial institutions, including commercial banks, do not recognise
customary land lease titles as collateral to extend credit (Nao, 2023), it is possible that the rest of the entrepreneurs did not
have land with clear title and valuation to offer to secure the loan. In addition, there are also voluntary reasons, such as fear

of rejection of the applications. Either way, a response is needed to remove the bottlenecks and increase the accessibility of
the funds by MSMEs.



Performance

The World Bank (2024) reports that the lack of access to micro-financing services by MSME:s leads to poor performance
and poses a great constraint to economic growth. From the results above, it was clear that the few MSME:s that received the
government-guaranteed loan increased their turnover, employment, and the value of their businesses within 12 months. This
suggests that increased involvement in the micro-financing of MSMEs has a great potential to increase MSME’s performance
and will result in overall economic growth.

Policy recommendations

PNG focuses on sustainable economic growth. This cannot be achieved without greater involvement of the MSME sector as
a key player. For this to take place, MSMEs need financing. The government-guaranteed loan initiative is a good vehicle to
enhance the capacity of the MSMEs to grow. However, this study has highlighted three major areas in the microfinancing
scheme that have policy implications: awareness of government MSME financing, access to government MSME financing,
and the performance of government MSME financing. There is a need to develop and implement policies that would address
the following areas:

e Streamline the information flow from the government to the financial institutions and develop a mechanism that
ensures that the information on the government-guaranteed loan becomes common public knowledge without
confining the details to a minority, helping to address awareness issues that featured in this study. A complementary
policy is to develop a mechanism for monitoring and evaluating the beneficiaries and performance of the government-
guaranteed loans. The monitoring mechanism should track the flow of credit funds from the government to commercial
banks and from commercial banks to the MSME owners. The mechanism should extend to validating whether the
MSME:s that receive the government-backed loan exist and are operational. This will improve transparency and
accountability, ensuring that the funds reach the target groups and are channelled to the right business ventures.

e To increase access to funding, streamline the application process by proposing a simpler application process to
lenders and advocating for flexibility in conditions without compromising the risks embedded in lending. This will
mitigate the fear of rejection of the loan application. To further strengthen the government-guaranteed MSME
loan scheme, a reward system that encourages the participating lending institutions to appropriately administer the
funds should be considered. For example, banks that screen and disburse MSME loans in a timely manner should be
rewarded by increasing their share of government funds allocated for the MSME loan scheme. Lending institutions
charging high interest rates should receive less MSME credit funds compared to those offering lower interest rates
to borrowers.

* Increase the pool of accredited lenders to include small microfinance institutions to better service micro-enterprises
that currently struggle to meet the existing thresholds outlined by larger commercial banks. To participate in the
distribution of government-financed MSME credit funds, the lending institutions, including BSP and NDB, should
outline clear action plans on how they would manage potential hindrances, including higher interest rates, unethical
professionals in lending institutions, reduction in waiting time for loan applications, loan defaults, etc. Such action
plan should be one of the criteria for the eligibility of lending institutions to receive government credit funds for

MSMEs.

* Involvement of provincial governments in developing mechanisms of securing collateral required for the loan
application that does not impede the capacity of individual entrepreneurs to secure funding. For example, the
experiments with financing small-scale agricultural projects initiated by provincial governments in the 1980s and ‘90s
(Kannapiran, 1995), where export crops rather than land are used as collateral, can be re-evaluated and developed
as specific products of the government-financed MSME credit scheme. Then, the district-level administrations
should provide support services, including agricultural extension and marketing. This will stimulate and increase
the number of applicants and beneficiaries to these funds from different geographical locations across the country.

* Amend the design of the scheme to target well-defined key customer groups that will support the national
development agenda and adapt requirements to favour these groups. As noted by the Department of Agriculture



and Livestock (2024), the government’s K200 million MSME credit can reach farmers if farmers are identified in
segments and the specific needs of each segment are assessed to inform the design of the appropriate funding model.
Such interventions should be directed at the macro-level of sectoral budget allocations. It is noted, however, that
such directed credit programs failed in PNG in the 1990s but worked elsewhere (Kannapiran, 1995).

* A recent Tebbutt Research (2024) survey found that most MSMEs are less aware of advice, information, and other
business services that may be available on the market. MSME:s are also sceptical about the value of business services
or are less willing to pay for the services. Since MSMEs are unwilling to seek external private business support-
services, there is a need to establish a dedicated unit within both the Department for Commerce and Industry and
SME Corporation to support credit applications, ensuring that applications made, especially from smaller lower-
capacity enterprises, are of a sufficient standard.



Concluding Comments

The PNG Medium-Term Development Strategy IV 2023-2027 is based on a commonly accepted development strategy:
the MSME sector can act as the engine of national economic growth for the country’s economy if they have access to
market resources, including financing and the right enabling environment. Since the government has also acknowledged that
commercial banks are reluctant to meet the sector’s growing demand for business loans, it has been indirectly supporting
MSME:s by putting money into commercial banks for MSMEs to borrow at lower interest rates. However, a 2022 Post
Courier report and recent research surveys suggest that the scheme’s outreach is limited, and small and medium-sized business
entrepreneurs and entrepreneurs-to-be have difficulties accessing government-financed credit.

We, therefore, interviewed 585 (53% female) past attendees of the SIYB training program provided by SME Corporation
to affirm the claims in the news story. The SIYB alumni is a suitable sample for this exercise because financial literacy,
one of the training modules, is a mandatory prerequisite for requesting government funding allocated for MSMEs. SIYB
graduates should not only be aware of the scheme but also attend the training with the intention of securing the financial
literacy training certificate needed to access the government-backed credit facility. The survey of 2021-2023 SIYB training
cohort collectively indicated that their awareness of government financial support options is very high, but their demand
for government-financed credit from commercial banks is very low. While the application turnaround time is perceived to
be long, the majority of the few small business entrepreneurs and entrepreneurs-to-be who applied for government-financed
loans were also not successful.

Perhaps creating direct assistance as part of business development services provided by the Department of Commerce, Trade
and Industry and the SME Corporation is needed to improve the quality of loan applications and minimise the fear of
rejection. However, it might also be necessary to evaluate whether the BSP's and NDB's conditions for loan approval are fit
for the purpose. Otherwise, increasing the number of lenders on the scheme, especially smaller financial institutions, should
broaden the scheme's scope to target smaller enterprises, decrease bureaucracy levels in the application process, and increase
access to government-backed loans. These policy adjustments are necessary because the result presented above suggests that
the government-guaranteed loan scheme can act as a catalyst in growing the MSMEs and, ultimately, growing the country’s
economy.
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