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e Large businesses in the private sector are dominated by foreign
enterprises.

e It is perceived that most of the SME activities are carried out
by foreign-owned businesses, and they compete with local SME
owners.

* 'The foreigners are operating trade stores, fast-food outlets and beer

shops in settlements, villages, and local market areas.

* SME businesses reserved for Papua New Guineans must be left for
PNG citizens to own them and make money.
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apua New Guinea (PNG) is in the early stages of Table 1: Reserve business activity list for PNG citizens

Pdevelopment and growth in small and medium
enterprises (SMEs) sector. SMEs are the driving force in

job creation and revenue growth. Furthermore, SMEs play an
important role as an engine of growth and income creation
in most countries and contribute greatly to the development
of a country’s economy (Ministry of Trade, Commerce, and
Industry, 2016). This paper is informed by the findings from
Kavan (2024) on factors affecting growth of SMEs in PNG.
The major findings identified were difficulty in leasing or buying
land, difficulty in accessing finance/loans/capital, difficulty
in dealing with banks, government corruption, government
regulations, lack of experience in running a business/ managing
project, high tax rates, customary obligations, and businesses in
the private sector dominated by foreign enterprises (see Table
2 for more information). This paper focuses on the perception
that foreign businesses dominate enterprises which hinder local
SMEs from expanding. The paper ends with recommendations
for addressing the identified issues.

PNG SME Policy concerning the participation of
foreign businesses in SMEs

Under the Investment Promotion Authority (IPA) Act,
some business activities were reserved for PNG citizens only
to venture into. SME Policy 2016, under various sectors
‘listed reserve business activities for Papua New Guineans to
own (Ministry of Trade, Commence, and Industry, 2016).
Moreover, a few to partner with foreigners in businesses such
as downstream processing of cash crops, architectural firms,
furniture making, fashion accessories, restaurants, and tourism
services (49% foreign and 51% PNG). See Table 1 below
where a few sectors and reserve business activities are listed. For
instance, retailing and wholesaling businesses like trade stores,
mini supermarkets, retail sales through stalls, and tucker shops
are reserved for PNG citizens to own them and operate as
SMEs. However, some of these business activities are operated
by foreign enterprises. PNG citizens running trade stores and
mini supermarkets face a challenge of competing with foreign
businesses (Ministry of Trade, Commerce, and Industry, 2016).

Ownership
Reserve business activity list for PNG 100% PNG
citizens or 49/51
Partnership
No | Agriculture and Livestock
1 | Growing of tree crops (coffee, copra, | 100% PNG
vanilla, tea, oil palm etc)
2 | Processing and development of tree 100% PNG
crops for export
3 | Roadside buying of cash crops 100% PNG
4 | Export of cash crops 100% PNG
Downstream processing of cash crops | 49/51
Building and Construction
1 | Architectural firms 49/51
2 | Building and maintenance of build- | 100% PNG
ings and dwellings
3 | Electrical contracting 100% PNG
4 | Erection of fences 100% PNG
5 | Furniture making 49/51
Clothing and apparel and textile
and related activities
1 | Second hand clothing 100% PNG
retailing
2 | Sewing 100% PNG
3 | Curtain making 100% PNG
4 | Tailoring 100% PNG
5 | Fashion accessories 49/51
Retailing and wholesaling
1 | Trade stores 100% PNG
2 | Mini supermarkets 100% PNG
3 | Retail sale through stalls, tucker shops | 100% PNG

and markets
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4 | Retail sale via stalls and markets 100% PNG own small businesses in PNG. This implied that respondents or
in P h
5 | Wholesale and retail sale of commodi- | 100% PNG S.N.I £ owners in Port M.oresk.)y, Rabaul, Ifae and ot er towns of
fFee and cities held strong negative views on foreign ownership of small
1y coffee and copra businesses which are affecting SME growth in PNG.
Food and catering and related _ _
fiviti Table 2: Respondents’ views on obstacles affecting
activities SMEs.
1 | Fast-food outlets 100% PNG
2 | Mobile food delivery service 100% PNG Port Moresby, Kokopo/Rabaul,
3 | Catering 100% PNG Statements Lae and other towns or cities*
4 | Bakeries that have no manufacturing | 100% PNG % % %
attached business options like flour Agreeing | Uncertain | Disagreeing
5 | Restaurants 49/51 1. Difficulty in leasing | 78.7 10.3 11
Tourism and hospitality or buying land
1 | Eco Tourism resorts 100% PNG 2. Difficulty in 753 10.9 13.8
2 | Backpacker accommodations 100% PNG accessing finance/
3 | Guest house /Motels / Inns 100% PNG loans/capital
4 | Tour and tour guide services 100% PNG 3. Difficulty in dealing | 66.1 17.2 16.6
5 | Tourism services 49/51 with banks
Source: Ministry of Trade, Commerce, and Industry, 2016. 4. Government 85 92 5.7
There are advantages and disadvantages of having foreign-owned | €°t uption
businesses participating in SME activities as highlighted below. | 5. Government 71.3 20.7 8
Advantage of having non-PNG citizens’ participation in regulation
SMEs 6. Lack of experience | 36.8 32.2 31
*  Locally owned businesses partnering with and learning | in running a business/
from foreign businesses will maximise skills and | managing project
technological spill overs from foreign to local businesses. .
. High Tax R 82.2 8.6 2
A skilled and well-trained workforce would be created 7. High Tax Rates ’
through such arrangements (Nicholas, 2016). 8. Customary 68.9 19.5 11.5
Disadvantages of having non-PNG citizens’ participation in obligations (/7_47'” k’fm”
SMEs school fee, bride price
etc...)
* Foreigners operating small businesses that make less - -
amount or more hinder PNG citizens to venture into | 0- Foreign o'vvnershlp 84.5 6.9 8.6
small business activities. of small businesses

e Competition with foreign business companies resulting
in PNG local SMEs in retail businesses struggling to
grow. They can not attract more customers to come to
them and buy their goods.

Findings from the research on factors affecting
SME growth in PNG

Table 2 below highlights nine factors that affect SME growth
in PNG. The respondents read each of the statements carefully
and decided the extent to which they agree or disagree with each
one of them. Then they circled the number that most closely
reflects their opinion. As stated above, this study focuses on
factor number 9, which is whether locals believe that foreigners
should not own small businesses in PNG. Majority of the
respondents (84.5 percent) believe that foreigners should not

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

The respondents who participated in the survey raised concerns
regarding SME businesses dominated by foreign enterprises.
They argued that:

*  Most SMEs are carried out by foreigners. Furthermore, lots
of foreigners in our country are competing with local SME;s
and it affects their businesses.

o The foreigners are operating trade store, fast-food outlets and
beer shops in settlements, villages, and local market areas.

Their business activities hinder PNG SMEs from growing.

o The foreigners are operating the small businesses. It was
supposed to be PNG nationals running the small businesses.
The fake products sold on the streets at low prices are affecting
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the operation of the local SMEs.

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

*  Government should contract local firms rather than foreign
Sfirms if they want to see SME growth in PNG. Almost

every business is run by foreign firms or Asians.

The respondents raised great concerns regarding businesses
dominated by foreigners. They felt that the similar kind of
businesses they operate, such as trade stores, fast-food outlets,
and beer shops are also operated by foreigners. Most of the
businesses are operated by foreigners. They are competing with
local SMEs which affects them (local SMEs). Foreign business
activities hinder PNG SMEs from growing. These concerns
are supported by a survey conducted in Vietnam on local
manufacturing firms and found that immediate constraints
to growth include unfair competition with foreign firms (Ngo
and Chi, 2020). Ngo and Chi (2020) further emphasised that
severe competition among local and foreign-owned businesses
hinder development (Ngo and Chi, 2020). According to the
survey conducted by Tebbutt Research (2014) in PNG, they
found that many local SME:s felt that foreign or Asian business
owners had unfair advantages over local business owners in
the retail sector. They had a view that Asian businesses have
access to networks and support in their home country which
are unavailable to local businesses. Thus, this creates unfair
competition.

Some reasons why non-PNG citizens dominate
SMEs in PNG

The following highlights some of the reasons why foreigners
dominate SME business activities.

*  Some foreigners have access to networks and support
in their home country which are not available to local
PNG SMEs. This creates unfair competition.

* Foreigners have comparative advantages in terms of
skills, technology, finance and networks to prosper
in their SME businesses. PNG SME owners need to
improve their business skills, in terms of technology,
financial literacy and creating networks among other
business partners locally, and internationally.

*  PNG citizens allowing foreigners to rent their properties
to conduct businesses such as mini supermarkets, and
auto parts in the settlement areas and the outskirts of the
city or town. If PNG citizens constantly allow foreigners
to rent their properties in operating their businesses, the
PNG SMEs will continue to face the challenge of unfair

competition.

* DPNG citizens making agreement with foreigners
and partner in the business activities such as mini
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supermarkets, coffee shops and so forth.
e There was no proper implementation of the reserved list.

*  There was inadequate awareness of the reserved list to
the PNG local SME:s to register and own businesses.

* Relevant authorities continue to allow foreigners to
register businesses on reserve list.

Recommendations

Below are some of the possible ways to enhance PNG citizens
participation in SME:s to alleviate the unfair competition with
the foreign enterprises faced by local SMEs.

* Adequate awareness of the reserved list. There must
be adequate awareness of the reserved list for the PNG
SMEs for them to register and operate the businesses
intended for them.

¢ Reserve businesses for PNG SMEs. PNG SME owners
believed that most of the SME businesses are dominated
by foreigners which hinder PNG SMEs from growing.
Relevant authorities must be fair in allowing both the
foreigners and the local PNG SMEs to register their

respective businesses on reserve list.

* Improvement in skills, technology, finance and
networks. PNG SME owners need to improve their
business skills, in terms of using technology for business,
attending the training for financial literacy and creating
networks among other business partners locally and
internationally.

* Minimise rental property to foreigners. PNG
citizens need to minimise renting out their properties
to foreigners to reduce unfair competition with local

SMEs.
Conclusion

Businesses dominated by foreign enterprises are a great
concern among the local SME owners in PNG. Foreigners
are unfairly competing with local SME owners, and it affects
their businesses. Small businesses such as trade stores are
struggling to grow. This hinders PNG SMEs from advancing.
However, PNG SME owners need to improve their business
skills in using technology, attending financial literacy courses
and creating networks with other business partners locally
and internationally. In doing so, it will minimise the unfair
competition with the foreign owned businesses.




_inquire
1nf(_)rm
influence

References

Kavan, P. (2024). Factors affecting growth of small and medium
enterprises in Papua New Guinea. (PNGNRI Discussion
Paper 213). Port Moresby: Papua New Guinea National
Research Institute,

Ministry of Trade. Commence, and Industry. (2016) Papua
New Guinea Small and Medium Enterprise Policy 2016.
Port Moresby, PNG: Government of Papua New Guinea

Ngo, C.N., Chi. M. (2020). The Political Economy of Small
and Medium-Sized Enterprise Development. Journal of
Southeast Asian Economies, December 2020, Vol. 37, No. 3,
pp- 291-312

Nicholas, W. (2016). PNG’s SME policy: the right aim, but
dubious means. School of Business and Public Policy,
UPNG. Blog. Retrieved 26/09/2024 from https://
devpolicy.org/png-sme-policy-right-aim-dubilous
means-20260718/

STERARE CTE N

Tebbutt Research, (2014). Report for SME Baseline Survey
for the Small Medium Enterprise Access to Finance Project.
Port Moresby, Unpublished Report Prepared for the
Department of Commerce, Trade and Industry, PNG.

About the Author

Dr. Philip Kavan is a Senior Research Fellow in the Economic
Policy Research Program at the PNG National Research Institute.
He has a Doctor of Business Administration degree from the
University of Canberra, a Master of Applied Anthropology
and Participatory Development from the Australian National
University (ANU), a Bachelor of Arts Honours, and a Bachelor
of Arts degree (Major in Anthropology and Sociology) from
the University of Papua New Guinea (UPNG). His research
interests include informal economic activities, social and
economic issues in development.

The Papua New Guinea National Research Institute (PNG NRI), PO Box 5854, Boroko, NCD 111, Papua New Guinea. Telephone +675 326 0061;
Facsimile +675 326 0213. Website: www.pngnri.org; email: pngnri@pngnri.org

PNG NRI is an independent statutory authority established by an Act of Parliament in 1988 and confirmed by the IASER (Amendment) Act 1993.




