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Abstract

While there are factors that affect the growth of the economic sector in Papua New Guinea (PNG)
including SME:s, this study has identified nine key factors that have affected SME growth in PNG and
suggested possible strategies on how to address these factors to promote SME growth. A total of 174
respondents were interviewed for this study. Out of 174, 146 respondents were interviewed in person
in Port Moresby, Rabaul, and Lae and 28 respondents, from other provinces participated using an
online survey form. Both qualitative and quantitative approaches were used in collecting and analysing
the data. The results have shown that the lack of accessing government-funded loans for SMEs in
financial institutions remains one of the key factors affecting SMEs in PNG with 75 percent of the
respondents agreeing and arguing that it is quite difficult to access government funds for SMEs. The
general sentiment is that only a privileged few have benefited from such schemes. Moreover, national
SME owners hold strong perceptions that competition from foreign-owned SMEs is hindering national/
local-owned SMEs from growing. The study recommends that financial institutions must have some
strategies to help SMEs grow in the country. They must be fair to both smaller enterprises and bigger
businesses in assisting them to get easy access to obtaining loans. Furthermore, the government needs
to investigate on behalf of the SME owners whether reserve businesses for local SMEs are taken over
by foreign enterprises. Foreigners who violate the laws and regulations must be prosecuted accordingly.




Introduction

Small and medium enterprises (SMEs) play a very important role in any country. They are the backbone
of the economy, contributing to job creation, economic growth, and community development. SMEs
create jobs, employing millions of people worldwide (Garcia, 2023). In both developed and developing
countries, SMEs are the driving force in job creation and revenue growth (Jasra et al., 2011). According
to the World Bank, SMEs account for over 90 percent of businesses worldwide and contribute to more
than 50 percent of total employment. Moreover, SMEs also contribute to economic growth. They
generate income, which is then spent on goods and services. SMEs also contribute to innovation, often
developing new products and services that larger companies may not consider (Garcia, 2023).

SME:s have been identified as one of the forces increasingly playing an important role as an engine of
growth and income creation in many countries (Zafar & Mustafa, 2017). Recent empirical studies
reveal that SMEs contribute to over 55 percent of gross domestic product (GDP) and over 65 percent
of total employment in high-income countries, while in low-income countries, over 60 percent of GDP
and over 70 percent of total employment (Keskin et al., 2010). Moreover, SMEs contribute immensely
to the development of a country’s economy by making important contributions to economies from
many perspectives such as output, growth, employment, exports, entrepreneurial activity, poverty
alleviation, and economic empowerment (Karadag, 2016; Asian Development Bank, 2015).

Papua New Guinea (PNG) is in the early stages of development and growth of SMEs. However, at the
same time, constraints are affecting the growth of the SME sector in PNG. This study is focused on
analysing key constraints that are affecting the development and growth of micro, small, and medium
enterprises (MSMEs). It is directly relevant to PNG SME Policy 2016, which has the objective to
facilitate the creation of 5000 SMEs by 2030 (Ministry of Trade, Commerce, and Industry, 2016).

Objectives of the study

The objectives of this study are twofold. The first objective is to identify the key factors that constrain
SME growth in PNG. The second objective is to suggest strategies to address constraints to promote
the growth of SME wealth creation and employment generation for the majority in PNG. It is hoped
that findings from this study will inform policymakers to make informed decisions to devise strategies
that promote SME wealth and employment creation as well as create a conducive environment for

SME:s to grow.

This paper has four main sections. The first section provides a literature review of obstacles that hinder
the growth of SMEs; the second section discusses the methods used to collect the data; the third section
presents the results of the study; and the fourth section discusses the findings. The paper concludes
with policy recommendations.



Literature Review

This section reviews the literature on obstacles that hinder the growth of SMEs in developing countries
including PNG. It focuses on a review of several major obstacles or challenges under themes.

Access to finance

Access to finance is funds made available by financial service providers for the people to borrow the
funds to start an SME, as well as to expand an existing SME. The PNG government has recognised
many of the challenges affecting SMEs in terms of funding to grow their businesses. Therefore, the
PNG Government, between September and October 2020, released K200 million for a loan scheme for
SME: into the two nominated banks, the Bank of South Pacific (BSP) and the National Development
Bank (NDB). The funds were disbursed as follows: BSP — K100 million, NDB — K80 million, and
Department of Commerce and Industry (DCI) K20 million (Post Courier, 2021). This has been done
to assist SME owners to apply for and obtain the funding to grow their SME.

The survey of the SMEs conducted in 22 provinces in PNG by Tebbutt Research (2014) states that
among the top 10 obstacles as reported by respondents, access to finance /loans/ capital was ranked as
the second major constraint by 37 percent of the respondents while difficulty in dealing with banks
was ranked as the fifth major obstacle by 34 percent of respondents. Reid (2003) states that difficulty
accessing external financing usually affects SMEs™ operation and growth. Similarly, Thao (2020) cited
Wignaraja (2013) who argues that among the many constraints, the top hindrance in conducting SME
in Vietnam is credit access. This hinders SMEs' progress and growth. Mishra and Smyth (2016) state
that access to finance issues are high interest rates, fees, and dealing with the paperwork by commercial
banks or financial institutions. In Fiji, a survey on SMEs found that the major obstacles to SMEs
were high interest rates and bank fees (Sharma & Gounder, 2011). Likewise, in the Solomon Islands,
accessing financial support is difficult for rural business owners as the process of obtaining financial
assistance is so difficult. Thus, financial constraints severely hinder small business enterprises' growth
(Muriithi, 2017; Gumel, 2017). Banks' lending criteria for new borrowers are based on the firm’s
collateral. This includes both cash and non-cash assets. Given the stringent requirements for loans,
prospective SMEs would not have enough collateral to borrow. However, the banks favour firms with
existing loans that already have some collateral lodged against a loan (Kora, 2004).

Business bribery or corruption

Bribery is a common concern in developing countries which exists in all areas of economy, society, and
politics. No country in the world is free from corruption. It takes many forms, such as bribing officials
to secure contracts, and so forth. Business bribery or corruption appears most often, hidden behind
various forms (Phan and Stachuletz, 2022; Luo, 2005). The most common corrupt practice of SMEs in
developing countries is the payment of sum/s of money to government officials who may assist them,
for example, by speeding up the issuing of an operating license or avoiding a negative outcome from
a workplace inspection (Kavan et al., 2019; Williams & Martinez-Perez, 2016). Thus, corruption is
often seen as an obstacle to economic growth and restricts economic development. Moreover, it reduces
potential investors’ willingness to invest and restricts direct foreign investment (North, 1990; Shleifer
& Vishny, 1993). Tanzi and Davoodi (2000) found that large firms are less vulnerable to the impacts
of corruption than smaller firms because they have the skills to bypass government regulations and tax
laws. The World Bank (2018) found that corruption has negative impact on firms’ growth of sales in
China. The Tebbutt Research (2014) revealed that from 27 possible obstacles, MSME owners and
managers perceived government corruption as one of the most serious impediments to doing business



in PNG. In addition, the Institute of National Affairs (INA) (2014) surveyed doing business in PNG
and found that corruption is a serious issue for businesses with 57 percent of respondents reporting
that they had been very highly affected by instances of government corruption. It was always common
for firms in their sector to make irregular additional payments to government officials (INA, 2014).
Moreover, Ezebilo et al. (2019) revealed that bribery place huge financial burdens on firms and weakens
their ability to grow.

Foreign firms

In Vietnam, Ngo and Chi’s (2020) survey of local manufacturing firms, found that their immediate
constraints to growth include unfair competition with foreign firms which hinders SME growth. Ngo
and Chi (2020) further emphasised that severe competition among local and foreign firms hinders
the development of national firms (Ngo & Chi, 2020). The survey conducted by Tebbutt Research
(2014) found that many local SMEs felt that foreign or Asian business owners had an unfair advantage
over PNG local business owners in the retail sector. They had a view that Asian businesses have access
to networks and support in their home countries which are unavailable to local businesses. Thus, this
creates unfair competition which affects SME growth.

Under the Investment Promotion Authority (IPA) Act, some business activities were reserved for PNG
citizens only to venture into. For example, retailing and wholesaling businesses like trade stores, mini
supermarkets, retail sales through stalls, and tucker shops. However, some of these business activities
are taken over by foreign enterprises. PNG citizens running trade stores and mini supermarkets find
themselves competing with foreign businesses (Ministry of Trade, Commerce, and Industry, 2016).

Government regulations

The government establishes policies, rules, and regulations and these facilitate the ease of operating a
business in the formal sector. According to the Institute of National Affairs (2013), approximately 85
percent of the businesses surveyed were concerned about the stability of rules, regulations and policies.
When sudden changes occur in rules and regulations, it imposes adjustment costs on businesses and
can result in profitable businesses closing (INA, 2013). Odhuno and Ngui (2019) revealed that many
SMEs have difficulty understanding tax laws, regulations, and procedures. SME: still face a lack of
appropriate legal frameworks. Licensing and tax regulations have not been made simpler to reduce the
time taken to fill out forms and make compliance easier for all enterprises (Odhuno & Ngui, 2019).
The World Bank (2014) noted that as of June 2014, there were six steps to follow to start a business in
PNG and it takes 53 days and costs 19.3 percent of the country's income per capita. Internationally,
this put PNG 130 out of 189 countries and is the second worst of the Pacific Island countries, beating
only Fiji. To get a construction permit in PNG, there are 17 procedures. It takes 217 days on average
and costs 2.1 percent of warehouse value. This puts PNG at 141 out of 189 countries and is the very
least of the Pacific Island countries. Furthermore, to have electricity connected in PNG, there are
four procedures which take 66 days and cost 54.1 percent of income per capita. This implies that the
excessive costs and time taken to start SME by obtaining a permit will hinder SME growth to advance.

High tax rates

The Organisation for Economic Cooperation and Development (OECD) (2015) conducted a study
on taxation of SMEs in twenty OECD countries and found that tax compliance costs are a burden
to the SMEs" operation and growth. This is because the SMEs’ turnover is low and that translates to
low profits, the cash flow may not be sufficient to meet these tax compliance costs. This puts a higher
burden on SMEs considering their small size as compared to larger firms. The Tebbutt Research (2014)
found that SME owners preferred to pay less tax and for the burden of compliance with regulations to
decrease.



Customary obligations

According to Bihoro (2023), cultural values play a significant role in shaping the mindset and behaviour
of entrepreneurs in PNG. PNG entrepreneurship landscape, business goals, and to some degree business
values are deeply influenced by traditional values, customs, and beliefs. Culture is deeply rooted in the
people (Post Courier, 2023). Therefore, when it comes to haus krai, funeral costs, bride prices, and other
community obligations, one must participate to be recognised in the community. The person who
contributed the most had more value and status. This is done at the cost of managing and sustaining
a small business. However, these practices hinder the growth of SME activities in communities (7he
National, 2022).

In summary, the reviewed literature has shown that some of the main obstacles that hinder the growth of
SME:s in developing countries including PNG are difficulty in accessing finance/loans/capital, bribery
weakening SMEs' potential to grow, unfair competition with foreign firms, rules and regulations not
being easier for enterprises, tax compliance costs, and customary obligations.




Material and Methods

This study was conducted in three selected cities: Port Moresby in the National Capital District (NCD),
Rabaul in East New Britain Province, and Lae in Morobe Province. The rationale for the choice of
these provinces was largely due to a lot of SMEs operating in these areas. NCD is the nation’s capital
with a variety of SME activities being carried out such as wholesale and retail trade, transportation,
professional services, and so forth. Likewise, for Rabaul and Lae, various SME activities like farming,
retail trade, manufacturing, retail motor vehicles, and hospitality businesses are conducted.

The data were collected using a questionnaire survey. It had three parts to collect information on
demographic profiles, obstacles to SME growth in PNG, and strategies to promote PNG SMEs (see
Appendix 1). The questions asked in the questionnaire were informed by a review of the literature. It
was pre-tested in NCD with five SME owners. The questions were adjusted based on feedback from
the trials.

The approach used in this study was to conduct face-to-face interviews and self-administered
questionnaires with some respondents also filling out the survey form. The respondents were selected
through purposive sampling to participate in the survey. The researcher approached the SME
owner by greeting him or her and introducing himself or herself and the purpose of the study. The
researcher next asked if he or she consented to participate in an interview. If the person consented, the
researcher then started by explaining that his or her responses would be kept confidential for the study.
Furthermore, the online survey was conducted by designing the same questionnaire using Google
form by one of the project officers from the National Research Institute (NRI) to give opportunity to

other potential respondents who were not visited physically to take part in the study, particularly the
SME owners.

Data collection in Port Moresby was done over five days from 05 to 09 June 2023 in five locations:
Waigani Central, Boroko Tabari Place, Vision City, Downtown, and Six Mile. Field data collection
in Rabaul was done from 10 to 14 July 2023 across four locations: Rabaul Town, Vudal, Kerevat,
and Kokopo show ground during the Warwagira Festival. The SMEs from Rabaul and Kokopo that
came to the festival and put up their stalls to do business during the event were interviewed over three
days. In Lae data collection was conducted from 16 to 20 July 2023. The questionnaire survey was
administered in five suburbs: Top Town, Eriku, Tenth City, Kamkumu, and Nazab. Lastly, the online
survey was conducted from 5 June to 20 July 2023. The respondents who took part were from the
following provincial towns/cities: Kundiawa, Port Moresby, Madang, Goroka, Popondetta, Bulolo,
Daru, Lae, Wabag, and Pomio district. The respondents from these locations were randomly selected
when they participated online.

A total sample of 174 participants filled out the questionnaire survey forms, comprising 28 from Port
Moresby, 56 from Rabaul, 62 respondents from Lae, and 28 online respondents. The planned sample
size was 50 respondents to be interviewed from each location. However, Rabaul and Lae completed
over the targeted sample size as more respondents were willing to participate and give their views.
They see it as an avenue where they want to express their views regarding the obstacles they face in

conducting their SMEs.

Data collected from the respondents were coded and entered into an Excel spreadsheet and then
transferred into Statistical Package for Social Sciences (SPSS) for analysis. Descriptive data were



analysed using frequencies and percentages presented in tables to provide a simple interpretation of the
data. On the other hand, content analysis was used to analyse qualitative data. The responses to open-
ended questions 10 and 12 were transcribed. It was then coded to identify the common themes and
patterns emerging from the summarised text were sorted into categories and analysed under themes.




Demographic and Descriptive Analysis of the Data

Demographic data is presented first as it constitutes important information about the SME such as
owners’ gender, age group, level of education, current position, business activity, and length of business.

Gender

The profile of the respondents revealed that those who took part in the survey comprised of 49.4
percent males and 50.6 percent females, which was an almost equal distribution by gender (see Table

1).
Table 1: Gender of respondents (n=174)
Variables Frequency Percentage
Male 86 49.4
Female 88 50.6
Total 154 100

The age category of respondents for the questionnaire survey

The largest age group of respondents is over 40 (see Table 2). This shows that they are matured people
who establish and operate SMEs with the highest aged group (41 and over). The second group are
those aged from 27 to 40 years old who, together comprised 43.6 percent (n=75) of the sample.

Table 2: Age category of respondents (n=174)

Age Frequency Percentage
18-21 2 1.1

22-26 15 8.6

27-31 24 13.8

32-36 26 14.9

37-40 25 14.9

41 and older 81 46.6

Total 174 100

Level of Education

The evidence in Table 3 shows that more university graduates, and tertiary, secondary school, and high
school certificate holders participated in the study. Only few are from lower categories (primary school)
or higher qualification categories (postgraduate certificate or diploma, master's, and doctorate).



Table 3: Qualification category

Level of education Frequency Port Moresby, Rabaul, Lae,
and other other towns or
cities™.

Percentage

Primary School 11 6.4

High School 26 15.0

Secondary School 27 15.6

Technical or Tertiary Diploma |40 23.1

Undergraduate Degree 43 24.9

Postgraduate ~ Certificate  or | 12 6.9

Diploma

Masters Qualification 8 4.6

Doctorate 2 1.2

Other 4 2.3

Total 174 100

Note: * Other towns and cities include Kundiawa (Chimbu Province), Madang (Madang Province), Goroka (Eastern Highlands
Province), Popondetta (Northern Province), Bulolo (Morobe Province), Daru (Western Province), Wabag (Enga Province) and
Pomio (East New Britain Province).

Current Position

Table 4 shows that respondents who took part in the survey were owners and co-founders of the
respective SME. Only a few caretakers participated in the survey on behalf of the owner who was not
available.

Table 4: Current position in the firm

Position Frequency Percentage
Founder/Co-founder 18 10.3
Owner-manager 133 76.4
Caretaker 23 13.2
Total 174 100

Business Activity

The evidence in Table 5 shows that more business activities are conducted in the retail trade, followed
by professional services, farming, transportation, and hospitality. Only a few ventures in construction,
wholesale trade, manufacturing, Telecommunications and Information Technology (IT), and retail
motor vehicles were covered in the sample. The ‘other category’ covers participation in various business
activities such as barber and hair salon, arts and craft, café and kaibar, pharmaceutical, food catering
and distribution, real estate, secondhand clothing, spare parts selling, tailoring, and informal money
lending.



Table 5: Main business activity

Variables Frequency Percentage
Construction 4 2.3
Wholesale Trade 4 2.3
Retail Trade 74 42.5
Hospitality 10 5.7
Transportation 11 6.3
Professional Services 13 7.5
Manufacturing 1 0.6
Farming 11 6.3
Telecom and IT 3 1.7
Retail Motor Vehicle 1 0.6
Other 42 24.1
Total 174 100
Length of Business

Table 6 reveals that most of the businesses established are quite young in that 64.4 percent (n=112)
have been in operation for five years or less. Only a few were established for a longer period from eight,
13, and 16 years of being in business.

Table 6: Number of years the business has been established

Number of Years Frequency Percentage
1-3 61 35.1

3-6 51 29.3

6-10 23 13.2

10-15 16 9.2

More than 15 23 13.2

Total 174 100

Obstacles affecting SME growth for businesses

Table 7 summarises the views concerning the obstacles affecting the SMEs under study. To give the
reader a better understanding of the results, the answers on a five-point Likert scale have been collapsed
into three categories: agree, uncertain, and disagree. This was done to keep the general meaning of the
scales unchanged. Numbers 1 and 2, which originally represented “strongly disagree” and “disagree”
respectively, have been categorised as disagreeing. Numbers 4 and 5 which represented “agree” and
“strongly agree” respectively, have been categorised as agreeing. Number 3 is categorised as uncertain,
which was “neither agree nor disagree” in the questionnaire (see Appendix 1).

The respondents strongly agreed on eight obstacles affecting SME growth in PNG. The full statements
are presented in Table 7.

Statement one (1) regarding the difficulty of leasing or buying land affecting SME growth was agreed




to by a total of 78.7 percent of SME owners as a factor affecting SMEs' growth.

Statement two (2) is the difficulty of accessing finance/loans/capital. A total of 75.3% percent of SME
owners agreed that it is an obstacle to SME growth.

Statement three (3) is the difficulty of dealing with banks. A total of 66.1 percent of SME owners
agreed that it is difficult to deal with banks to secure a loan.

Statement four (4) is government corruption. A total of 85 percent of SME owners agreed that
government corruption is an obstacle that hinders SMEs' growth.

Statement five (5) is the government regulations. A total of 71.3 percent of SME owners agreed that
government regulations are an obstacle to SMEs' growth.

Statement seven (7) is the high tax rates. A total of 82.2 percent of SME owners agreed that high tax
rates hinders SMEs' growth.

Statement eight (8) is the customary obligation in terms of haus krai, school fees, bride price payment,
and so forth to support relatives or extended family. A total of 68.9% percent of SME owners agreed
that customary obligations hinder SMEs from growing.

Statement nine (9) is business in the private sector dominated by foreign enterprises. A total of 84.5
percent of SME owners agreed that businesses in the private sector are dominated by foreigners which

hinders PNG SME:s from growing.

However, statement six (6) lack of experience running a business/managing project as a factor that
hinders the growth of SMEs scored the lowest responses in agreement by 36.8 percent of participants.
This revealed that many SME owners of the business have experience running a business or managing
a project.

Table 7: Views on obstacles affecting SMEs

Statements Port Moresby, Kokopo/Rabaul, Lae, and
other towns or cities*

% Agreeing | % Uncertain | % Disagreeing

1. Difhculty leasing or buying land 78.7 10.3 11

2. Difhiculty accessing finance/loans/capital 75.3 10.9 13.8

3. Difhliculty dealing with banks 66.1 17.2 16.6

4. Government corruption 85 9.2 5.7

5. Government regulation 71.3 20.7 8

6. Lack of experience running a business/ 36.8 32.2 31
managing project

7. High Tax Rates 82.2 8.6 9.2

8. Customary obligations (haus krai, school fee, | 68.9 19.5 11.5

bride price, etc...

9. Businesses in the private sector dominated by | 84.5 6.9 8.6
foreign enterprises.




Note: * Other towns or cities include: Kundiawa (CP), Madang (MP), Goroka (EHP), Popondetta
(NP), Bulolo (MP), Daru (WP), Wabag (EP), and Pomio (ENBP).

Strategies to address the promotion of the growth of SMEs

Table 8 highlights views regarding the strategies to address the promotion of the growth of SMEs. The
respondents strongly hold positive views on six strategies to address the promotion of the growth of
SMEs.

First, the land is a key resource to establish and operate SMEs. A total of 83.3 percent of SME owners
were of the view that SMEs should be given priority or equal opportunity to acquire commercial land.

Second, the financial services of servicing SMEs are to be addressed. A total of 90.8 percent of SME
owners were of the view that user-friendly environments and approaches are to be used by banking
institutions to encourage SMEs to access financial products, such as e-banking and mobile banking
solutions.

Table 8: Views on strategies to address the promotion of the growth of SMEs

Statements Views of respondents
% % %

Agreeing | Uncertain | Disagreeing

1. SME:s are to be given priority or equal opportunity to 83.3 9.2 7.5
acquire commercial land through the 3% of state land.

2. User-friendly environment and approaches to be used 90.8 4.0 5.1
by banking institutions to encourage SMEs to access
financial products.

3. 'The government to establish a credit guarantee 93.7 2.3 4.0
corporation and ensure that it has mandatory functions
to provide guarantees to SMEs to access finance.

4. The government to develop incentives and support 90,8 3.4 5.7
programs to assist the migration of businesses from the
non-formal to the formal sector.

5. Targeted skills training is to be appropriately provided to | 95.9 1,7 2.3
facilitate sustainable promotion and development at the

different development stages of each SME.

6. Stand firm against customary obligations to see growth | 83.3 33.3 6.9
in SME.

Third, SMEs have difficulties accessing startup capital or loans from established financial and lending
institutions. A total of 93.7 percent of SME owners were in favour of the government establishing a
credit guarantee corporation and ensuring that it has mandatory functions to provide guarantees to
SME: to access finance.

Fourth, a total of 90.8 percent of SME owners were in favour of the government developing incentives
and support programs to assist the migration of businesses from the non-formal to the formal sector.

Fifth, a total of 95.9 percent of SME owners were in favour of the targeted skills training being



appropriately provided to facilitate sustainable promotion and development at the different development
stages of each SME.

Sixth, a total of 83.3 percent of SME owners were in favour of standing firm against customary
obligations to see growth in SME.

General views about SMEs growth in PNG

As discussed in the introduction section, the objectives of this study were to identify the key factors that
are affecting SME growth and to address strategies to promote the growth of SME wealth creation and
employment generation for the majority in PNG. The following views expressed by the respondents
imply the constraints to SME growth and are linked to objective one.

The respondents’” views are categorised into six main themes: loan scheme for SMEs, tax reduction,
foreign business, high cost of goods and services, electricity blackout, and cost of using the internet.

Loan scheme for SMEs

There was a perception among several respondents about the difficulty of accessing the funds from the
loan scheme for SMEs. They felt that only a certain group of people have benefited from this scheme.

In Text Box A, the respondents from Port Moresby, Rabaul, Lae, and other provincial towns who
represented this view argued that:

Text Box A: Loan scheme for SMEs

The biggest problem is trying to access government grants and loans. We are not able to access the
K80 million from NDB or the K100 million given to BSP We are even denied. The systems are so
compromised and its killing SMEs to grow in PNG.

We face difficulty to access funds for startup capital to sustain and experience growth in the SME
sector for sustainable living.

Tax reduction

Several respondents expressed difficulty in keeping up with the high tax rate (Text Box B) as stated:

Text Box B: Tax reduction
SME can grow but high tax rate is a killer.

SME;s growth in PNG is slow in terms of development and advancement due to the high tax rate.




Foreign business

The respondents who participated in the survey raised great concern (Text Box C) regarding SME
dominated by foreign business owners. Some of those who expressed this perception argued:

Text Box C: Foreign business

The foreigners are operating trade store, kaibars and beer shops in settlements, villages, and local
markets area. Their business activities hinder PNG SMEs from growing.

There is a big competition with foreign business companies. They compete with local PNG SMEs.
As a result, small businesses like trade stores are struggling to grow.

Government should contract local firms rather than foreign firms if they want to see SME growth in
PNG. Almost every business is run by foreign firms or Asians.

High cost of goods and services

Currently, PNG (Text Box D) is experiencing a high cost of goods and services. The respondent from
the point of view of an SME stated:

Text Box D: High cost of goods and services

Most of the Papua New Guineans operating SMEs are struggling to cope with high prices of goods
in stores. The standard of living is high, and it is difficult to do business with the price increases.

Electricity Blackout

Port Moresby is constantly (Text Box E) experiencing electricity blackouts. One of the respondents
from Port Moresby expressed how this issue affects SME and explained:

Text Box E: Electricity blackout

The constant blackout of electricity becomes the biggest problem. 1t is killing many SME businesses.
[ lost four computers because of power blackouts.

Cost of using the internet

Most of the SMEs in PNG use (Text Box F) the internet to conduct their businesses. However, it is
very expensive.

One of the respondents in Lae argued that:

Text Box F: Cost of using the internet

The cost of conducting SME business using the internet is very expensive in PNG. It is killing all
the SMEs in PNG. 1 spend over K1,000 on internet every month and other K1,000 on phone calls.

In short, the respondents’ views regarding the constraints to SME growth include the following: not
being able to access credit, the high tax rate, foreign business activities competing with PNG local
SMEs, high cost of goods and services, constant electricity blackouts, and cost of conducting SME
using the internet is very expensive for the SMEs to grow.



Discussion

This discussion endeavors to pull together the themes from the literature review on factors affecting the
growth of SMEs and evidence from the research findings.

SMEs face various obstacles in conducting their businesses. Apart from other obstacles, the seven
common obstacles that all SMEs experience are difficulty leasing or buying land, difficulty accessing
finance from commercial banks, government corruption, competition with foreign enterprises, high
tax rates, customary obligations, and government regulations.

The land is a major resource to establish and operate SMEs. SME owners who want to set up their
businesses are not able to acquire land. They are facing difficulty obtaining commercial land to produce
goods and provide services in which to contribute to the growth of the national economy and improve
people's livelihoods.

The SME owners who want to grow their businesses are not able to access finance or loans from
commercial banks. They do not meet the requirements for the loan. It becomes an obstacle to their
SME. This is in line with the previous study by Kora (2004) who found that banks’ lending criteria for
new borrowers are based on the firm’s collateral. Given the stringent requirements for loans, prospective
SMEs would not have enough collateral to borrow. Moreover, Muriithi (2017) and Gumel (2017)
found that financial constraints do severely hinder the growth of small business enterprises.

Government corruption is an obstacle that hinders SMEs' growth, especially the smaller firms. Tanzi
and Davoodi (2000) found that large firms are less vulnerable to the impacts of corruption than smaller
firms because they have the skills to bypass government regulations and tax laws. The World Bank
(2018) found that corruption harms firms’ growth of sales in China. Institute of National Affairs
(2013) found that corruption is one of the most serious barriers to doing business in PNG, to make
irregular additional payments to government officials. Kavan et al. (2019) and Williams and Martinez-
Perez (2016) found that common corrupt practices of SMEs in developing countries is the payment of
sum/s of money to government officials who may assist them, for example, by speeding up the issuing
of an operating license and so forth. Ezebilo et al. (2019) found that bribery places a financial burden
on firms and weakens their ability to grow.

PNG SME owners viewed that most of the SMEs are dominated by foreigners which hinders PNG
SMEs from growing. It seems like reserve businesses for local SMEs are taken over by foreign enterprises.
They are competing with local SMEs, and it affects their businesses. This perspective is supported by
a survey conducted in Vietnam on local manufacturing firms which found that immediate constraints
to growth include unfair competition with foreign firms (Ngo & Chi, 2020). Furthermore, Tebbutt
Research (2014) found that many local SME owners felt that foreign or Asian business owners had
an unfair advantage over them in the retail sector. The expatriate-owned businesses have access to
networks and support in their home country which are unavailable to the local SME owners. This
creates unfair competition and affects SME growth in PNG.

The high tax rates hinder SME growth as several SME owners expressed difficulty in keeping up with
high tax rates. They stated that taxes on SMEs should be reduced. This will encourage more locals to
venture into SMEs. Furthermore, most SMEs are usually not well-established businesses, therefore, a
high tax rate is a hindrance to their growth. This view is supported by the OECD (2015) study on the



taxation of SMEs in 20 OECD countries which found that tax compliance costs are a burden to SMEs.
Moreover, Tebbutt Research (2014) found that SME owners like to pay less tax.

Customary obligations hinder the growth of SME activities in the communities. This perspective
is supported by the articles both in Post Courier (2023) and The National (2022) that culture is
deeply rooted in the people, they use up their hard-earned cash that they intended for their business
in compensation for death, haus krai, bride price, and so forth. They feel obliged to meet all these
traditional obligations to get a good standing in the community. Furthermore, Bihoro (2023) stated
that cultural values play a significant role in shaping the mindset and behaviour of entrepreneurs in
PNG. This cultural obligation and influence affects entrepreneurs to advance their business in PNG.

Finally, the government regulations are an obstacle to SMEs growth. The rules, regulations, and policies
made to govern the operation of a business in the formal sector are not usually stable. This concern is
supported by the survey conducted by the Institute of National Affairs (2013) that about 85 percent
of the surveyed businesses were concerned about the stability of rules, regulations, and policies. When
sudden changes occur in rules and regulations, it imposes adjustment costs on businesses and results
in profitable businesses closing (INA, 2013). In addition, Odhuno and Ngui (2019) found that many
SME: have difficulty understanding tax laws, regulations, and procedures. Licensing and tax regulations
have not been made easier to reduce the time taken to meet compliance requirements for all enterprises.

General views about SMEs’ growth in PNG

Apart from major factors that affected the growth of SMEs as discussed above, the respondents further
expressed their general views about SMEs” growth in PNG. The following paragraphs discuss their
perspectives on the high cost of goods and services, electricity blackout, and the cost of using the
internet.

SME owners expressed that PNG is currently experiencing a high cost of goods and services. Most of
the operating SMEs are struggling to cope with the high prices of goods in the stores. The cost of living
is high, and it is difficult to do business with the increase in prices and that is another factor affecting
the growth of SMEs in PNG. This view is supported by a recent study by Wangi (2024) that found that
inflation reduces the purchasing power or value of the Kina. It negatively impacts the cost of everyday
living of the people. It also affects the business in its operational costs. That is, the firms must pay more
to produce goods or to provide services.

One of the SME owners stated that Port Moresby is constantly experiencing electricity blackouts. This
constant blackout of electricity has become the biggest issue. It becomes an obstacle and hinders the
growth of SMEs in the city. In addition, most of the SME owners in PNG use the Internet to conduct
their SME. However, it is very expensive to control their costs when internet costs are very high. One
of the SME owners stated that over K1,000 is spent on the internet every month and another K1,000
on phone calls. Therefore, conducting SME using the internet is very expensive for SME owners.

The electricity blackout and cost of using the internet in terms of obstacles to SME growth have not
been discussed or published in the literature previously. These are gaps that this study identified to
contribute to the literature regarding the factors that hinder the growth of SMEs.



Strategies to address the impediments to the growth of SMEs include the following:

» The land is a key resource to establish and operate SMEs. SMEs should be given priority or
equal opportunity to acquire commercial land to set up their businesses.

» The financial services of servicing SMEs are important. 'The user-friendly environment and
approaches are to be used by banking institutions to encourage SMEs to access financial
services, in terms of e-banking and mobile banking.

»  SME owners have difficulty obtaining startup capital or loans from established financial and
lending institutions. The government must establish a credit guarantee corporation and
provide guarantees to SMEs to access finance.

» 'The government to develop incentives and support programs to assist the migration of
businesses from the non-formal to the formal sector.

» 'The targeted skills training is to be provided to facilitate sustainable promotion and
development at the different development stages of each SME.

»  SME owners must stand firm against customary obligations to see growth in their SME.




Conclusion
This study aimed to identify the key obstacles that are affecting SME growth in PNG. The findings re-

vealed that government corruption, foreign enterprises, high tax rates, difficulty leasing or buying land,

difficulty accessing finance/loans/capital, government regulations, customary obligations, and difficulty

dealing with banks as major obstacles hindering SMEs’ growth in PNG.

According to the respondents, accessing funds from the loan scheme for SMEs had not been possible.
It was stated that only bigger businesses with collateral benefited from this scheme. It does not reach
the bulk of the population. Financial institutions lend to bigger businesses to fund their operation
instead of small enterprises. Furthermore, SME owned by foreigners have competitive advantage over

local businesses and this hinders PNG SMEs from expanding,.
Limitations and future research

This research has some limitations. Firstly, the data collection was limited to three major cities: Port
Moresby, Rabaul, and Lae. Future research can be extended to other main centers throughout PNG
to obtain views of SME owners and activities from across the country. Secondly, this research has not
sought the views of foreign SME owners, especially in the retail sector to get their perspectives. The
researchers in future studies should consider relationships between culture and entrepreneurship or
private enterprise in PNG as well as other third-world countries.

Policy Recommendations

Several recommendations emerge from the results of this study that need policy to focus on to address
are as follows:

* The government, through its agency, the National Department of Lands and Physical Plan-
ning must make commercial land readily available and easily accessible. SMEs are to be given
priority or equal opportunity to acquire commercial land to establish SME and grow.

* 'The government needs to make an awareness to the SME owners who are not aware of the ser-
vices available such as Credit Guarantee Corporation (CGC) to provide guarantee to SMEs
to access finance to grow their SME.

* Financial institutions must have some strategies to help SMEs grow in the country. They must
be fair to both smaller enterprises and bigger businesses in assisting them to get easy access to
obtaining loans.

* Banking institutions to provide user-friendly environments, approaches, and processes which
are to encourage SMEs to access financial services, such as e-banking and mobile banking to
manage their money and grow their SME.

* Provide targeted skills training to facilitate sustainable promotion and development at the
different development stages of each SME. The skills acquired will be implemented to grow
their SME.

e Government is to tackle corruption; it must develop strategies that promote zero tolerance
for corruption. This could be achieved by addressing the failures associated with government
institutions by improving the quality of governance. Furthermore, increasing the capacity of
the institutions through recruitment of more competent personnel and providing training
opportunities for existing employees. The decrease in corruption will help SME to grow.



Government regulations through bureaucratic requirements to start a business become major
barriers to entering the formal business sector. Therefore, the government needs to review its
regulations and make it easier for businesses to migrate from the informal to formal sector for

the SME to grow.

The government needs to address the issue of high tax rates and consider a reduction of the
tax rates for SME owners. This is essential for more locals to venture into SMEs. As a result,
more SMEs will grow and expand.

The customary obligation is hindering the growth of SMEs in PNG. SME owners must
change their mindset and behaviour in customary obligations and stay focused on their busi-
ness plan to grow their businesses.

PNG SME owners viewed that most of the SMEs are dominated by foreigners which hinders
PNG SMEs from growing. The government needs to investigate on behalf of the SME own-
ers whether reserve businesses for local SMEs are taken over by foreign enterprises. Foreigners
who violate the laws and regulations and conduct any form of business under the reserved
business category must be prosecuted.
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Appendix 1

Questionnaire Survey on Constraints to SME Growth in Papua New Guinea
SECTION A: Demographic profile
1. What is your gender? (Please tick gender you belong to).
A.Male () B.Female ( )
2. How old are you? (Please tick the category you belong to).
A. 18-21 years old ()
B. 22-26 years old ()
C. 27-31 years old ()
D. 32-36 years old ()
E. 37-40 years old ()
F. 41 and older ()
3. What is your highest level of Education? (Please tick the category you belong to).
A. Primary School qualification ()
B. High School qualification
C. Secondary qualification

D. Technical or Tertiary Diploma

E Post-graduate certificate or Diploma

()
()
()
E. Undergraduate Degree ()
()
G. Masters Qualification ()

()

H. Doctorate

I. Other (please specify)

4. What is your current position in your firm?
Founder/Co-founder Owner-manager

Other (please specify)




5. What is your main business activity? (Please tick the category you belong to).
A. Construction ()
B. Wholesale Trade
C. Retail Trade
D. Hospitality
E. Transportation
E Professional Services

G. Manufacturing

H. Farming ()
I. Commercial Fishing ()
J. Telecom & IT ()
K. Retail Motor vehicle ()

E Other (please specify)

6. How long has your business been established? Please tick one box:
O Less than 3 years O 3-06years
O 6-10 years O 10 - 15 years
O More than 15 years

7. How many employees do you have in your business? Please tick one box:

O 15 O 6-10 O 11-20 O 21-30
O 31-40 O 41-50 O 51-60 O 61-70
O 71-80 O 81-90 O 91-100 O 101-110
O 111-120 O 121-130 O 131-140

8. On average, what is your business’ monthly sales?
Between K3,000 and K9,000 O
Between K10,000 and K19,000 O
Between K20,000 and K40,000 O
Other (please specify)



SECTION B: Obstacles affecting SME Growth in PNG

9. Using the scale below, please read each of the statements carefully and decide the extent to which,

you agree or disagree with each one of them. Circle the number that most closely reflects your

opinion.
Strongly disagree Disagree Neither disagree Agree Strongly agree
nor agree
1 2 3 4 5

1. Difficulty leasing or buying land. 1 2 3 4 5
2. Difhculty accessing finance /loans/capital 1 2 3 4 5
3. Difhiculty dealing with banks 1 2 3 4 5
4. Government corruption 1 2 3 4 5
5. Government regulation 1 2 3 4 5
6. lack of experience running a business/managing projects 1 2 3 4 5
7. High Tax rates 1 2 3 45
8. Customary obligations (haus krai, school fee, bride price etc...) 1 2 3 4 5
9. Businesses in the private sector are largely dominated by foreign enterprises. 1 2 3 4 5

Open ended question

10. What is the major challenge do you face as a manager/owner of your firm or business?




SECTION C: Strategies to address the promotion of Growth of SMEs.

11. Using the scale below, please read each of the statements carefully and decide the extent to which,
you agree or disagree with each one of them. Circle the number that most closely reflects your

opinion.
Strongly Disagree Neither disagree. Agree Strongly agree
disagree nor agree
1 2 3 4 5
1. SME: are to be given priority or equal opportunity to acquire 1 2 3 4
commercial land through the 3% of state land.
2. User-friendly environment and approaches are to be used by banking 1 2 3 4
institutions to encourage SMEs to access financial products.
3. Government to establish a credit guarantee corporation and ensure 1 2 3 4
that it has mandatory functions to provide guarantees to SMEs to
access finance.
4. 'The government to develop incentives and support programs to assist 1 2 3 4
the migration of businesses from the non-formal to the formal sector.
Strongly Disagree Neither disagree. Agree Strongly agree
disagree nor agree
1 2 3 4 5
5. Targeted skills training are to be appropriately provided to facilitate 1 2 3 4 5
sustainable promotion and development at the different development
stage of each SMEs.
6. Stand firm against customary obligations to see growth in SME 1 2 3 4 5
business.

Open ended question

12. What are your general views about SMEs growth in PNG?

Thank you for taking the time to fill in the questionnaire survey.
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