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I. THE PROJECT 
 
A. Rationale 
 
1. Government request and continuing ADB efforts. The Government of Papua New 
Guinea (PNG) has requested that the Asian Development Bank (ADB) continue its support for 
finance sector development through a project to improve financial access and entrepreneurship 
capabilities of households and micro, small, and medium-sized enterprises (MSMEs). The 
proposed project will build on ADB’s work to increase and broaden financial inclusion and 
microfinance activity in PNG through the successful Microfinance and Employment Project and 
the recently completed but yet to be validated Microfinance Expansion Project (MEP).1 
 
2. Alignment with government strategies. The government’s request reflects its 
recognition that the poor availability and limited use by households and MSMEs of appropriate 
financial services and products are key constraints on socioeconomic development, especially for 
low-income men and women and those living in the country’s many scattered, remote, and hard-
to-reach regions. This challenge is also reflected in PNG’s Small and Medium Enterprise (SME) 
Policy, 2016 and the National Financial Inclusion Policy, 2019, which are both aligned with its 
Vision 2050 and in the National Financial Inclusion Strategy for 2016–2020.2 The Financial Sector 
Development Strategy for 2018–2030 aims to expand the finance sector’s contribution to PNG’s 
social and economic development.3  
 
3. Alignment with ADB strategies. ADB’s country partnership strategy for 2016–2020 
sustains ADB’s commitment to make finance services more inclusive for both men and women in 
PNG through ongoing engagement and policy dialogue with the government on microfinance and 
support for initiatives to expand availability and use.4 The project, which is included in ADB’s 
2020–2022 country operations business plan for PNG, is consistent with the strategic priorities 
and targets for private sector development of the Pacific Approach 2016–2020.5 It also aligns with 
Operational Priorities 1, 2, and 6 of ADB’s Strategy 2030 to address the region’s remaining 
poverty and reduce inequalities, accelerate progress toward achieving gender equality, and 
strengthen governance and institutional capacity.6  
 
4. Financial inclusion needs heightened as growth slows. PNG’s need for a more 
inclusive and accessible finance sector, along with the grassroots entrepreneurship that this can 
bring about, is growing as the economy weakens. Annual average growth is projected to slow 
from 5.5% in the 2009–2018 period to 4.8% in 2019 and average only 2.6% during 2020–2022. 
Falling commodity prices, drought in 2015–2016, an earthquake in 2018, and other shocks have 
exposed vulnerabilities in public finances and macroeconomic management. Government 
revenues have stagnated, state-owned enterprises are showing losses, and the ratio of public 
debt to gross domestic product (GDP) has risen with growing deficits. Foreign exchange 

 
1  ADB. 2000. Report and Recommendation of the President to the Board of Directors: Microfinance and Employment 

Project for Papua New Guinea. Manila; ADB. 2010. Report and Recommendation to the President to the Board of 
Directors: Microfinance Expansion Project. Manila. 

2  Government of Papua New Guinea (PNG). 2016. SME Policy. Port Moresby; Government of PNG. 2019. National 
Financial Inclusion Policy. Port Moresby; Government of PNG. 2008. The Vision 2050. Port Moresby; Government 
of PNG. 2016. National Financial Inclusion Strategy, 2016–2020. Port Moresby. 

3  Government of PNG. 2018. Financial Sector Development Strategy 2018-2030. Port Moresby. 
4  ADB.2015. Country Partnership Strategy: Papua New Guinea, 2016–2020. Manila. 
5  ADB. 2019. Country Operations Business Plan: Papua New Guinea, 2020–2022. Manila; ADB. 2016. Pacific 

Approach: 2016–2020. Manila. 
6  ADB. 2018. Strategy 2030: Achieving a Prosperous, Inclusive, Resilient, and Sustainable Asia and the Pacific. 

Manila. 
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shortages have reduced investment and growth in the non-resource and informal sectors, which 
account for more than 85% of employment.7 The COVID-19 pandemic is expected to exacerbate 
these economic woes and this is where more borrowing by households and MSMEs, including 
health sector MSMEs, could bolster job creation and income generation through entrepreneurship 
development and support delivery of health services.  
 
5. Very low financial access. PNG is a fragile and conflicted affected state with less than 
half of all PNG’s working age people—and even fewer working age women—have an account at 
a formal financial institution. This reflects and is likely a factor in the underdevelopment of financial 
intermediation and the small size of the finance sector. Even including insurance activity, it 
accounted for only 2.3% of GDP in 2018.8 PNG’s ratio of private sector credit to GDP, estimated 
at 19% in 2018, is among the lowest in the world.9 Women hold only 30% of deposit accounts, 
25% of loan accounts, and 19% of mobile financial service accounts. They own only 24.8% of the 
MSMEs and are three times more likely than men to work in the informal sector.10  
 
6. Direct causes and effects. Competition between the country’s four commercial banks is 
weak. This and other systemic issues, such as use of early stage digital platforms to extend their 
reach, weigh on the levels of financial intermediation and services and leaves underserved and 
unbanked individuals and MSMEs to rely on expensive informal financing. Of the country’s 49,500 
SMEs, only 5.4% had obtained bank loans, according to 2016 SME Policy (Appendix 2).11 The 
risk aversion of commercial banks is deepened by the lack of both, ready information on 
prospective customers and standardized identification. Processing small loans of uncertain 
quality to MSMEs and individuals adds costs for extra risk management and due diligence. For 
their part, many MSMEs are unable to prepare bankable proposals. Along with households and 
individuals (particularly women), they are also largely without what currently qualifies as collateral. 
Banks’ product choices for this market are sparse; awareness of such products, along with 
financial literacy in the population overall, is low.12  
 
7. Addressing root causes. More than 20 savings and loan societies (SLSs), five licensed 
microfinance institutions (MFIs), and unregulated MFIs in the financial sector offer potential for 
expanding coverage of basic financial services to the currently underserved and unbanked. First, 
however, a start must be made on addressing root causes. These include the financial illiteracy 
in households and among women, and the poor financial management and business planning 
skills of both male- and female-owned MSMEs. MFI and SLS capacity deficits in business and 
product management combined with poor credit risk assessment and narrow categories for 
acceptable collateral present particular obstacles. Expanding the minimal use of digital financial 
services (DFS) to promote products and customer knowledge is critical in PNG due to its difficult 
terrain and challenging demographics. Relatively few of its people reside in or near cities; 
maintaining a physical banking presence in the small, often hard-to-reach communities in which 
most of the rest are scattered is generally uneconomic. With increasing investments in 
communications mobile phone coverage is expected to improve from 60% reported in 2019.13 
Gaps in PNG’s legal and regulatory frameworks will be filled to better support microfinance.  

 
7  According to the government’s 2016 SME Policy, 86% of employment is in the informal sector.  
8  The contribution of the finance and insurance sectors was calculated from 2018 gross domestic product estimates in 

the Asian Development Outlook database. No data are available for the finance sector on its own. National Statistics 
Office data indicates a contribution by finance and insurance to constant price gross domestic product of 2.4% in 
2017.  

9  World Bank. World Bank Open Data. https://data.worldbank.org/indicator/fs.ast.prvt.gd.zs (accessed 25 July 2019). 
10 Government of PNG. 2019. National Financial Inclusion Policy. Port Moresby. 
11 No sex-disaggregated data is available. 
12 ADB. 2015. Building a Dynamic Pacific Economy—Strengthening the Private Sector in Papua New Guinea. Manila.  
13 International Telecommunications Union. 2019. Workshop Presentation: PNG Country Report. Singapore. 

https://data.worldbank.org/indicator/fs.ast.prvt.gd.zs
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8. Steps under way. ADB is already helping deal with some of these obstacles. A digital 
system to overcome the reliable customer identification issues that frequently limit access to 
financial services and credit is being piloted under regional technical assistance (TA).14 A risk-
sharing facility for MFIs was tested under the MEP to help boost their lending and services. Based 
on lessons learned from this trial, the Bank of Papua New Guinea (BPNG) may establish a credit 
guarantee corporation as part of a program to speed up SME sector growth.15  
 
9. Lessons learned. Other lessons from the MEP have been incorporated in the project 
concept along with recommendations from a thematic evaluation of ADB’s support for SMEs 
during 2005–2017.16 As a result, the project will aim to (i) select only those participating financial 
institutions (PFIs) committed to servicing SMEs; (ii) develop the capacity of PFIs and SMEs, 
including the SMEs owned by women; (iii) ensure that the design’s performance indicators and 
the collection of data on targeted groups are good; and (iv) conduct regular monitoring to detect 
any need for mid-course adjustments. This is discussed in more detail in Appendix 3. 
 
B. Proposed Solutions 
 
10. The project intends to strengthen the environment and capacity of lenders and borrowers 
to facilitate the financial inclusion and entrepreneurship through the following outputs: 
 
11. Output 1: Financial capabilities and capacities of households, micro, small, and 
medium-sized enterprises, and participating financial institutions improved. Both men and 
women in households will be provided with training on the financial decision making and 
expenditure management skills and prudent financial behaviors to improve their financial 
capabilities. The digital platforms that may be used include interactive or experiential financial 
literacy programs and social media. The latter could extend training effects beyond original 
participants along shared social networks. Instruction for those who lack the necessary devices, 
connectivity or are uncomfortable with e-learning will be face-to-face. The training program will 
factor in the extra household, caring, and community responsibility time burdens on women. The 
project will explore a partnership with the Pacific Financial Inclusion Programme, which actively 
supports the integration of financial education in the region’s school curriculums.17 
 
12. The project will improve MSMEs, including health sector MSMEs, prospects for obtaining 
financing and strengthen their productivity and businesses development capabilities Training 
programs will upgrade their financial management and business planning, as well as support their 
use of value chain financing models.18 MSMEs owned by both women and men will receive 
training in keeping sound business records, identifying more profitable business lines, developing 
business plans, and managing their operations efficiently. The project will consider support to 
BPNG’s SME Accelerator Program to help bridge SME financing gaps. 

 
14 ADB. 2017. Strengthening Financial Sector Operations in Asia and the Pacific. Manila. 
15 The Small Medium Enterprise (SME) Accelerator Program will be implemented through Bank of PNG (BPNG) and 

will focus on (i) improving the access of SMEs to finance, (ii) advisory support to develop their financial competency, 
and (iii) promoting innovation and strategic partnerships. 

16  ADB Independent Evaluation. 2018. Support for Small and Medium-Sized Enterprises, 2005–2017: Business 
Environment, Access to Finance, Value Chains, and Women in Business. Manila.  

17 The Pacific Financial Inclusion Programme has regional expertise in development of finance sector, financial literacy 
and fintech solutions. It has supported integration of financial education into the school curriculum in the Pacific. 

18 The transaction TA will explore the scaling up of successful value chain financing pilots, such as the Pacific Private 
Sector Development Initiative-supported cocoa value chain financing product; leveraging ongoing initiatives, such as 
Kui Global to help businesses in PNG access capital; and potentially testing approaches that have been successful 
in advancing MSME development across the globe, such as the Frontier Markets. 
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13. The PFIs will be made more able to effectively assess and manage the risks of an MSME 
portfolio through improved business and product management capacities. Their development of 
financial products and strategies that focus on MSMEs, including health sector MSMEs, and 
address the specific needs of MSMEs owned by women will be supported, as will their adoption 
of alternative financing models. PFI’s products and institutional governance will be 
strengthened.19 The PFIs support will be based on their identified needs; a business model that 
targets the unbanked, the poor, and women; and the likelihood that improving their capacity will 
improve financial access for MSMEs and promote  entrepreneurship development in PNG.  
 
14. Output 2: Use of digital financial services increased. The project will support the 
further development of DFS in PNG. Innovative emerging technologies will be piloted and/or 
implemented, including tools for digital access while ensuring cyber security. The aim will be to 
create generic digital financial products that can be easily adopted without high development 
costs and used by financial institutions and telecommunications operators to offer improved 
access to finance. Where possible, systems will be put in place to analyze the use of DFS by 
women. These activities will be aligned with the BPNG’s retail electronic payments project.20  
 
15. Output 3: Legal and regulatory environment for microfinance strengthened. The 
project will help the BPNG create legal, regulatory, and prudential standards to effectively 
oversee, supervise, and facilitate the development of MFIs. BPNG capacity will be strengthened 
to enable it to deal with the technological and cyber security risks raised by greater use of DFS.21 
BPNG regulation and supervision will be tailored to suit smaller financial institutions. Although 
MFIs do not threaten the financial system’s overall stability, improving regulation will help protect 
their integrity, sustain public confidence, and allow them to continue improving financial inclusion 
for—and generating greater social and economic participation by—the country’s poorest and 
unbanked. Initiatives to expand financial consumer protection will be explored under the 
transaction TA including a regulatory framework for money lending.  

 
16. These outputs will result in the following outcome: access to financial services and 
entrepreneurial capacity for households and MSMEs improved. The project will be aligned with 
the following impact: a full suite of quality financial services provided to all at affordable prices 
and in a convenient manner. The preliminary design and monitoring framework is in Appendix 1. 
 
C. Proposed Financing Plans and Modality  
 
17. The proposed project is estimated to cost $31.6 million. ADB financing will be $15.0 million 
from ordinary capital resources (regular loan) and $15.0 million from ordinary capital resources 
(concessional loan). The government will be the borrower and provide counterpart funding 
equivalent to $1.6 million, including all taxes and duties, part of which will be in kind (Table 1).22 

 
19 It will build on activities under the Microfinance Expansion Project and Pacific Private Sector Development Initiative. 
20 The BPNG launched a platform for retail electronic payments on 29 July 2019.  
21 It will be coordinated with the support provided by the Pacific Financial Technical Assistance Center for financial 

sector supervision and capacity building in the Pacific. 
22 Amounts to be finalized following consultations with the government. 
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Table 1: Indicative Financing Plan 
 Amount 

($ million) 
Share of Total 

(%) Source 
Asian Development Bank  30.0 95.0 

Ordinary capital resources (Regular loan) 15.0 47.5 
Ordinary capital resources (Concessional loan) 15.0 47.5 

Government 1.6 5.0 
Total 31.6 100.0 

Source: ADB Estimates 
D. Implementation Arrangements 
 
18. The BPNG will serve as both the executing and implementing agency. 23 The 7-year 
indicative implementation period is April 2021–March 2028, complete on 30 September 2028. 
Procurement and recruitment of consultants to support the project and the implementing agency 
will be carried out in accordance with ADB Procurement Policy and ADB Procurement 
Regulations for ADB Borrowers (2017, as amended from time to time). 24 Project disbursements 
will be in accordance with ADB’s Loan Disbursement Handbook (2017, as amended from time to 
time). The project procurement plan will be identified through the transaction TA. 
 

II. PROJECT PREPARATION AND READINESS  
 
19. The transaction TA is needed for the detailed project preparation, and TA report is in 
Appendix 4.25 Steps to project preparation and readiness will include the following:  
 
(i) Technical. Once the interventions and outputs are agreed, further analysis will identify 

strategies, address constraints, and inform finalization of the project concept. This analysis 
will determine (i) the best ways for improving the financial literacy of households and 
women, (ii) the appropriate approach to strengthening financial management and planning 
in MSMEs, (iii) the support required to build greater business and product management 
capacity in PFIs, (iv) the support needed to facilitate digital financial knowledge and 
services, and (v) the gaps in the regulatory environment and sector coordination. 

 
(ii) Financial and economic. Financial and economic analysis that complies with ADB 

guidelines will be undertaken.26 
 
(iii) Governance. The executing agency’s overall institutional and procurement capacity will 

be assessed. Coverage will include financial management; auditing and reporting; internal 
control systems; and anticorruption, policy, and legal issues and mechanisms. 

 
(iv) Safeguards, social, poverty and gender. Social, poverty, and gender assessments will 

be carried out as needed. An initial poverty and social analysis is in Appendix 5. Gender 
analysis will include collection of baseline and proxy data and qualitative information on 
the current gaps and challenges MSMEs owned by women and women headed 
households face in trying to access financial services and products. 

 
 

23 To minimize demand on BPNG, their capacity will be supplemented through appropriate TA resources.  
24 Information technology hardware and software. 
25 The terms of reference under the transaction TA is in Appendix 4 and will support the recruitment of the financial 

sector development expert, financial management expert, micro, small and medium-sized enterprises development 
expert, digital financial services expert, financial capacity building expert, and gender expert 

26 ADB. 2017. Guidelines for the Economic Analysis of Projects. Manila. ADB Guidance (i) Financial Management and 
Analysis of Projects (2005), (ii) Financial Due Diligence Methodology Note (2009), and (iii) Technical Note of the 
Preparation and Presentation of Cost Estimates Financed by ADB (2008). 



6  

 

III. DELIBERATIVE AND DECISION-MAKING ITEMS 
 
A. Risk Categorization 
 
20. The proposed project is considered low risk. The BPNG has gained experience from 
administering an ADB project (the MEP). At $30 million, the loan is significantly lower than the 
$200 million threshold. The project is tentatively classified as Category C for the environment, 
involuntary resettlement, and indigenous people. It will have a low climate change impact and is 
tentatively classified as effective gender mainstreaming. 
 
B. Project Procurement Classification 
 
21. The project’s procurement classification is category B (Appendix 6). 
 
C. Scope of Due Diligence 
 

Table 2: Scope of Due Diligence  
Due Diligence Outputs To be undertaken by 
Development coordination Staff 
Economic and financial analysis Technical assistance grant 
Financial due diligence Technical assistance grant 
Gender analysis, baseline data, and gender action plan Technical assistance grant 
Safeguard screening and categorization results Staff 
Initial poverty and social analysis Staff 
Project administration manual  Staff 
Risk assessment and management plan Staff 
Sector assessment Technical assistance grant 
Summary poverty reduction and social strategy Staff 

Source: ADB. 
 
D. Processing Schedule  
 

Table 3: Indicative/Proposed Processing Schedule by Milestone 
Milestones Expected Completion Date 
1. Recruitment of consultants May 2020 
2. Loan reconnaissance and TA inception July 2020 
3. Loan fact-finding  January 2021 
4. Board consideration March 2021 
5. Loan signing and effectiveness April 2021 

Source: ADB. 
 
E. Key Processing Issues and Mitigation Measures 

Table 4: Issues, Approaches, and Mitigation Measures 
Key Processing Issues Proposed Approaches and/or Mitigation Measures 
Given fiscal challenges, 
potential issue 
concerning government 
approval to borrow. 

The BPNG has endorsed the project. The Department of Treasury has agreed with 
project effectiveness in 2021, and Department of Planning has indicated that the 
project is important for PNG. Consultation with Department of Treasury and 
Department of Planning needs to continue. 

Potential for delays in 
transaction TA 
implementation 

The processing team will seek project approval in Q1 2021, if transaction TA 
outputs are delayed especially due to COVID-19 and the ongoing uncertainties. 
The Department of Treasury is comfortable with project effectiveness in 2021. 

BPNG = Bank of Papua New Guinea; PNG = Papua New Guinea; TA = technical assistance 
Source: ADB. 
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PRELIMINARY DESIGN AND MONITORING FRAMEWORK 
 

Impacts the Project is Aligned with: A full suite of quality financial services provided to all at affordable 
prices and in a convenient manner (Medium-Term Development Plan III for 2018–2022)a 

 

Results Chain 

Performance 
Indicators with 

Targets and 
Baselinesb 

Data Sources and 
Reporting 

Mechanisms Risks  
Outcomes By (year): 2028 

 
  

1. Access to financial 
services and 
entrepreneurial 
capacity for 
households and 
micro, small, and 
medium 
enterprises 
improved  

a. Number of deposit 
accounts with 
participating financial 
institutions (at least xx 
of which are held by 
women) increased by 
[xx]. (Baseline to be 
confirmed through MEP 
completion report) 

a. Project progress 
reports (frequency to be 
determined) 
 

The performance of 
non-mineral economy is 
affected by factors other 
than financing 
constraints—for 
example, by disasters or 
international price 
shocks. 
 

  
Outputs    
1. Financial 

capabilities and 
capacities of 
households, micro, 
small, and 
medium-sized 
enterprises, and 
participating 
financial 
institutions 
improved 
 
 

By (year): 2028 
 
1a. At least xx 
households (of which xx 
include women) 
provided with training 
with project support. 
(Baseline: to be 
established during due 
diligence) 
 
1b. At least xx MSMEs 
(of which xx are owned 
by women) given 
training with project 
support. (Baseline: to be 
established during due 
diligence) 
 
1c. Targeted capacity 
building technical 
assistance provided to 
at least 4 PFIs.  
(Baseline: 0)  
 
1d. Increase in the 
number of PFI clients 
achieved, and 40% of 
new clients are women. 
(Baseline: to be 
established during due 
diligence) 
 
1e. At least one 
financial product for 
MSMEs owned by 
women developed 

 
 
1a. Project progress 
reports (frequency to be 
determined) 
 
 
 
 
 
 
1b. Project progress 
reports (frequency to be 
determined) 
 
 
 
 
 
1c. Project progress 
reports (frequency to be 
determined) 
 
 
 
1d. Project progress 
reports (frequency to be 
determined) 
 
 
 
 
 
1e. Project progress 
reports (frequency to be 
determined) 

 
 
Determining the relevant 
and economically active 
households will be 
challenging 
 
 
 
 
 
MSMEs are reluctant to 
participate. 
 
 
 
 
 
 
PFIs are reluctant to 
access assistance. 
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Results Chain 

Performance 
Indicators with 

Targets and 
Baselinesb 

Data Sources and 
Reporting 

Mechanisms Risks  
(Baseline: to be 
established during due 
diligence) 
 

2. Use of digital 
financial services 
increased 

By (year): 2028 
 
2a. Digital access tool 
used by at least 2 MFIs. 
(Baseline: 0). 
 

 
 
2a. Project progress 
reports (frequency to be 
determined) 

 
 
Banking sector is 
reluctant to adopt digital 
service platforms. 

2b. DFS provided by at 
least 2 additional MFIs. 
(2019 Baseline: 2) 
 
2c. [xx] capacity-building 
and awareness activities 
undertaken to promote 
and support the use of 
DFS by women. (2019 
Baseline: 0) 
 
2d. Sex-disaggregated 
data on use of DFS 
monitored and reported. 
(2019 Baseline 0) 
 

2b. Project progress 
reports (frequency to be 
determined) 
 
2c. Project progress 
reports (frequency to be 
determined) 
 
 
 
 
2d. Project progress 
reports (frequency to be 
determined) 

 

3. Legal and 
regulatory 
environment for 
microfinance 
strengthened 

By (year): 2028 
 
3a. Legal, regulatory, 
and prudential 
standards for 
microfinance 
established. (Baseline: 
Basel standards for 
commercial banks used 
to supervise MFIs) 
 
3b. [xx] capacity 
building training 
provided to BPNG staff 
on supervision of MFIs, 
technology related, and 
cyber security risks 
(Baseline: to be 
established during due 
diligence) 
 

 
 
3a. Project progress 
reports (frequency to be 
determined) 
 
 
 
 
 
 
3b. Project progress 
reports (frequency to be 
determined) 

 
 
Movement and natural 
attrition of BPNG Staff 
causing capacity loss  
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Key Activities with Milestones 
1.  Financial capabilities and capacities of households, micro, small, and medium-sized 

enterprises, and participating financial institutions improved. 
1.1 Develop financial literacy training materials for men and women by April 2022 
1.2  Implement financial literacy training for men and women by April 2028  
1.3  Support for improving collection and reporting of financial inclusion data by April 2023 
1.4  Support BPNG’s SME Accelerator Program by April 2028 
1.5 Develop training programs for MSMEs to improve financial management and business planning by 

April 2022 
1.6 Implement training programs for MSMEs by April 2028 
1.7 Support use of value chain and alternative financing models by April 2028 
1.8 Complete initial assessment of PFIs’ business needs by April 2022 
1.9 Support ongoing business needs of PFIs by April 2028 
1.10 Provide on-site technical support and mentoring of staff on risk assessment and risk management 

frameworks by April 2028 
1.11 Training staff on alternative models for financing by April 2028 
1.12  Provide systems and product development support to PFIs by April 2028 
1.13  Support development of materials on products and services for dissemination by December 2022  
 
2. Use of digital financial services increased 
2.1 Scale up pilot for digital access tool to PFIs by April 2028 
2.2 Develop generic DFS for use by PFIs by April 2028 
2.3 Pilot generic DFS to expand access to finance by April 2028 
2.4 Support use of DFS by PFIs by April 2028 
 
3.      Legal and regulatory environment for microfinance institutions strengthened 
3.1 Support the review of existing legal, regulatory, and prudential standards relevant to MFIs and the 

development of new ones by June 2024  
3.2 Support implementation of any required changes to legal, regulatory, and prudential standards for 

MFIs by June 2026 
3.3 Support training of BPNG staff for supervision and regulation of MFIs by April 2028 
3.4    Support establishment by BPNG of public financial disclosure requirements for financial service 

providers by April 2028 
 
Project Management Activities  
Coordinate project during implementation period 
Establish project accounts by October 2021 
Manage project accounts during implementation period 
Prepare work plans by October 2021 
Recruit lead consultants by October 2021 
Recruit other consultants as needed  
Ensure financial management requirements are met on time during implementation 
Prepare and submit biannual progress reports 
Monitor and evaluate performance during implementation period 
 
Inputs 
ADB: $30.0 million (loan) 
Government of Papua New Guinea: $1.6 million  
 
Assumptions for Partner Financing 
Not Applicable 
 

ADB = Asian Development Bank; BPNG = Bank of Papua New Guinea; DFS = digital financial services; MEP = 
Microfinance Expansion Project; MFI = microfinance institution; MSME = micro, small, and medium-sized enterprises; 
SME = small and medium-sized enterprise; PFI = participating financial institution.  
a Government of Papua New Guinea. 2018. Medium Term Development Plan III (2018–2022). Port Moresby.  
b Indicators will be refined later in the project design phase to identify beneficiaries, establish targets and 

baselines, and identify the type of training programs required. 
Source: ADB. 
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PROFILE OF THE MICRO, SMALL, AND MEDIUM-SIZED ENTERPRISE SECTOR 
 

The most recent profile of the micro, small, and medium-sized enterprise (MSME) 
sector in Papua New Guinea (PNG) is the 2016 Small and Medium Enterprise (SME) Policy, 
and it acknowledges that reliable data on the country’s MSMEs is limited. Table A2.1 
summarizes the criteria used by this policy to define the MSMEs in two sector groups. PNG’s 
Investment Promotion Authority has estimated that about 49,500 MSMEs are operating in the 
country. A breakdown by sector is in Table A2.2. No sex-disaggregated data on MSME 
ownership yet exists.1  
 

Table A2.1: Classification criteria for Micro, Small, and Medium-Sized Enterprises  
Micro-Enterprises Small Enterprises Medium Enterprises 

Manufacturing Construction and Engineering Enterprises 
• Annual sales of less than 

K0.2 million  
• Fewer than 5 employees 
• Less than K0.2 million in 

assets 

• Annual sales of K0.2 million 
–K5 million 

• 5–20 employees 
• K0.2 million–K5 million in 

assets 

• Annual sales of K5 million–
K10 million  

• 21–100 employees 
• K5 million–K10 million in 

assets 
Agriculture, Tourism, Forestry, Fisheries, Services, and Other Sectors 

• Annual sales of less than 
K0.2 million 

• Fewer than 5 employees 
• Less than K0.2 million in 

assets 

• Annual sales of K0.2 million 
–K5 million 

• 5–40 employees 
• K0.2 million –K5 million m in 

assets 

• Annual sales of K5 million–
K10 million  

• 41–100 employees 
• K5 million–K10 million in 

assets 
Note: Definitions also consider labor intensity in the 2 categories 
 

Government estimates of the sector composition of the MSMEs are in Table A2:2. 
 

Table A2.2: Sectoral composition of Micro, Small, and Medium-Sized Enterprises  

Sector 
Share of Total 

(%) 
Retail/wholesale trade 35.0 
Transport 15.0 
Building & construction 10.0 
Manufacturing 10.0 
Business services 7.5 
Hospitality 5.0 
Other 5.0 

 
Further details on PNG’s MSMEs profile are in Table A2.3.  

 
Table A2.3: Profile of Micro, Small, and Medium-Sized Enterprises  

Item 

Number 
or 

Share Remarks 
Total MSMEs  49,500 79% are micro-enterprises 
MSME contribution to GDP  17.3% Estimated at K19 billion 
Percentage of MSMEs male-owned 75.2% Women are also underrepresented in 

formal jobs, have lower education and 
have been kept out of traditional 
hierarchies. This contributes to lack of 
resources and access to finance to 
support women’s entrepreneurship 

MSMEs with a local market focus 82.6% 13.9% target provincial, 2.8% target 
national, and 0.7% target export markets 

 
1 The gender analysis and action plan under the transaction technical assistance for the Improving Financial Access 

and Entrepreneurship Development Project will help establish these baselines. 
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Percentage of MSMEs unregistered 86.9% No obvious advantages for registered 
MSMEs 

MSMEs not accessing formal financing 94.4% 5.6% have obtained bank loans 
MSMEs accessing support from 
government 

2.5% Government support has largely been 
through SME Corporation 

GDP = Gross Domestic Product; MSME = micro, small and medium-sized enterprise; SME = small and medium 
enterprise 
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LESSONS FOR CONSIDERATION IN PROJECT DESIGN 
 
1. A thematic evaluation of the Asian Development Bank (ADB) support for small and 
medium-sized enterprises (SMEs) during 2005–2017 found these operations to have been 
less successful on average than ADB’s operations overall.1 The findings showed that the 
many operations focused on providing SMEs access to financing through credit lines and on-
lending often did not benefit the underserved SMEs targeted. As a result, there was little 
evidence that these operations helped improve SME sector financing.  
 
2. The study made a number of recommendations for improving ADB’s institutional 
approach to SME operations. Among the factors it identified as key to optimizing success in 
projects meant to improve SME access to finance were (i) the selection of the right 
participating financial institutions (PFIs)—those with a commitment to serve SMEs; (ii) capacity 
development of PFIs and SMEs; (iii) sub-loans designed with a focus on reaching underserved 
SMEs; (iv) good performance indicators and collection of monitoring data on targeted groups; 
and (v) regular monitoring for possible mid-course adjustments. Table demonstrates how the 
Improving Financial Access and Entrepreneurship Development Project (IFAEDP) intends to 
address these recommendations in its design. 
 

Design considerations for Improving Financial Access and Entrepreneurship 
Development Project  

Recommendation/ 
Finding 

Consideration to be given in Project Preparation  

Select the right 
PFIs with a 
commitment to 
serving SMEs 

Careful consideration will be given to the selection of PFIs to ensure 
that those included in IFAEDP are committed to serving SMEs, 
including underserved SMEs, and promoting financial inclusion. The 
PFIs will be selected during the transaction TA. 

Develop the 
capacity of PFIs 
and SMEs 

Developing the capacity of the PFIs will be the focus of activities to 
deliver Output 1—Financial capabilities and capacities of households, 
micro, small and medium-sized enterprises, and participating financial 
institutions improved. This capacity development will apply a tailored, 
case-by-case approach to ensure that the project has the maximum 
impact and improves particular PFI capabilities where such 
improvements are most needed to facilitate access to finance. 
 
Activities under Output 1— Financial capabilities and capacities of 
households, micro, small and medium-sized enterprises, and 
participating financial institutions improved —will also focus on 
building SME financial management and planning through training 
programs designed to increase productivity and better develop their 
businesses and chances for accessing finance.  

Sub-loans to be 
designed with a 
focus on reaching 
underserved SMEs 

The IFAEDP will provide no credit loans or sub-loans. The evaluation 
by ADB’s IED of SME operations noted the following: “Access to 
finance operations had limited catalytic or demonstration effects. The 
financing that was provided helped improve the balance sheets of the 
participating financial institutions but contributed only modestly to 
improving access to finance for SMEs.” 

Ensure good 
performance 
indicators and 
collection of 
monitoring data on 
targeted groups 

The IFAEDP performance indicators will focus on achievement of 
measures that demonstrate change rather than on such 
quantifications as the total number of people trained. Data on targeted 
groups will be gathered during the transaction TA, and a process will 
be developed to ensure that such data will be continually accessible 
for ongoing monitoring purposes.  

 
1  ADB Independent Evaluation. 2018. Support for Small and Medium-Sized Enterprises, 2005–2017: Business 

Environment, Access to Finance, Value Chains, and Women in Business. Manila.  
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ADB = Asian Development Bank; IED = Independent Evaluation Department; IFAEDP = Improving 
Financial Access and Entrepreneurship Development; PFI = participating financial institution; SME = small 
and medium enterprise; TA = technical assistance  

 
3. The same evaluation found that business environment aspects of the SME operations 
studied performed well overall, with criteria ratings of relevant, effective, and efficient. ADB’s 
Pacific Private Sector Development Initiative was not assessed specifically in the evaluation, 
but its robust program to improve the business environment in PNG will greatly complement 
the proposed IFAEDP activities. Pacific Private Sector Development Initiative specific 
evaluation in 2018 found the program to be relevant for modern functioning of private sector 
in the Pacific, including Papua New Guinea.2 
 
4. The recommendations above were echoed in the lessons learned from ADB’s 
Microfinance Expansion Project (MEP) during implementation. The SME evaluation study 
found that ADB efforts tend to focus more on upstream activities—e.g., on project formulation 
and design—than on the subsequent implementation and monitoring. This could also be said 
of the MEP, where closer monitoring of progress and problems during implementation might 
have improved project results. Examples include the following:  
 

(i) The MEP provided capacity building to PFIs and gathered extensive data on PFI 
performance, but this data was never analyzed either to determine the impact of 
the capacity building activities or to help identify further capacity building that might 
have improved PFI performance.  
 

(ii) Extensive procurement delays hindered and delayed the project’s implementation 
throughout.  
 

(iii) The 2017 MEP audit found significant accounting issues. Many of these had been 
identified in previous audits but were never adequately addressed. This 
demonstrated the critical importance of a clear project management structure and 
sound financial management procedures.  
 

To avoid similar issues, the design of the IFAEDP will adopt measures that ensure that ADB 
oversight and monitoring of implementation will be strong.   
 
5. Other lessons from the MEP that will be considered in preparing and implementing the 
IFAEDP include the following: 
 

(i) Training provided to financial institutions, clients, staff, and others should focus on 
impact (behavior change) rather than outputs (number of people trained). For 
example, while the MEP financial literacy program provided training to more than 
200,000 people and was considered successful, little impact on the financial 
behaviors of those who received the financial literacy training has been 
demonstrated.3 

 
(ii) Capacity-building support for financial institutions should be highly tailored (not 

generic). 

 
2  ADB Independent Evaluation. 2018. Performance Evaluation Report: Pacific Private Sector Development 

Initiative. Manila. 
3  ADB. 2018. Report on the Impact Evaluation of a Financial Inclusion Program in Papua New Guinea. 

Consultant’s report. Manila (RETA8993). 
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INITIAL POVERTY AND SOCIAL ANALYSIS 
 
Country: Papua New Guinea Project 

Title: 
Improving Financial Access and 
Entrepreneurship Development Project 

Lending/Financin
g Modality: 

Project Department
/ 
Division: 

PARD 

    
I. POVERTY IMPACT AND SOCIAL DIMENSIONS 

A. Links to the National Poverty Reduction Strategy and Country Partnership Strategy 
The project will improve financial access and business development skills for households and MSMEs in PNG 
by improving financial capability in households and MSMEs, improving the capacity of PFIs, increasing the use 
of DFS, and enhancing the MSME regulatory environment. The project is in line with the National Financial 
Inclusion Policy, 2018; the 2016 SME policy; the Financial Sector Development Strategy for 2018–2030; and the 
National Financial Inclusion Strategy for 2016–2020. These policies all include a focus on improving access to 
finance to facilitate growth, employment, and poverty reduction. It also aligns with ADB’s country partnership 
strategy for 2016-2020, which makes improvement of the enabling environment for business and development 
of the finance sector operational priorities. The project will promote economic and social inclusion of poor and 
vulnerable groups by increasing access to finance, which will in turn facilitate job creation and income generation. 
The project will also support financial capacity building and increase opportunities for individuals and enterprises 
now in the informal sector to join the formal sector.  
 
B. Poverty Targeting 

General intervention Individual or household (TI-H) Geographic (TI-G) Non-income MDGs (TI-M1, M2, 
etc.) 
The project targets poverty reduction through general intervention, by supporting households, and owners and 
employees of MSMEs, and PFIs that will benefit from the project.  
 
C. Poverty and Social Analysis 
1. Key issues and potential beneficiaries.  
PNG’s underdeveloped finance sector constrains access by households and MSMEs to financial services. The 
sector represented only 2.3% of the overall economy in 2018, and private sector credit was equivalent to only 
19% of gross domestic product. The government estimates that 94% of MSMEs have not accessed formal 
financing.a Less than half of the country’s people, and fewer women than men, have accounts at a formal 
financial institution.b The low levels of financial access and inclusion are caused by (i) limited capacity in some 
financial institutions; (ii) limited use of DFS to improve reach and access; (iii) gaps in the regulatory environment 
and sector coordination that hinder sector development; (iv) the poor financial management and planning that 
stifles MSME growth and employment creation; and (v) the limited financial literacy and capabilities in households 
and among women, which in turn weigh on poverty reduction. The beneficiaries of the project will be (i) PFI 
owners and employees; (ii) existing and potential future owners and employees of MSMEs; and (ii) individuals, 
including women, who will benefit from the improved access to credit and from the development of the MSMEs’ 
business development skills, credit-worthiness, and financial capabilities. 
 
2. Impact channels and expected systemic changes. 
The project will facilitate poverty alleviation by (i) increasing the availability of financial services for households 
and MSMEs, (ii) improving income generation opportunities and employment potential as MSMEs gain better 
access to credit to expand their activities, and (iii) increasing financial capability and business development skills. 
The project will address current obstacles to accessing the proposed benefits and services by (i) extending and 
broadening outreach of financial services through promotion of DFS, (ii) helping financial institutions expand their 
MSME lending sustainably, and (iii) providing training on business planning and financial education. 
 
3. Focus of (and resources allocated in) the transaction TA or due diligence.  
Issues needing careful review during project design include (i) learner needs, which should be assessed to 
ensure that proposed training has maximum impact; and (ii) the gender mainstreaming components to facilitate 
inclusiveness in the project’s benefits. The transaction TA will assess other existing or planned initiatives in the 
MSME sector, enhancing the impact for the potential beneficiaries. 
 
4. Specific analysis for policy-based lending. 
N/A 
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II. GENDER AND DEVELOPMENT 
1. What are the key gender issues in the sector and/or subsector that are likely to be relevant to this project or 
program?  
 

Women in PNG have significantly lower levels of financial inclusion than men, even in locations where financial 
services are more readily available.c Available data indicates that MSMEs owned by women account for 30% of 
deposit accounts, 25% of loan accounts, and only 19% of mobile financial service accounts.d Women are three 
times more likely than men to work in the informal sector.e  
 

2. Does the proposed project or program have the potential to contribute to the promotion of gender equity and/or 
empowerment of women by providing women’s access to and use of opportunities, services, resources, assets, 
and participation in decision making?  Yes  No 
 
The project will contribute to the promotion of gender mainstreaming and empowerment of women by helping to 
boost their level of financial inclusion by building their financial literacy and improving their access to financial 
services, including DFS. It will also improve the regulatory environment for MSMEs and their capacities and 
access to credit. This will include MSMEs owned by women. Women owners will be enabled to grow existing 
businesses, and other women will have greater opportunities to start new ones. MSME growth will result in job 
creation, giving more women the chance to find employment, improve their livelihoods, and escape poverty. The 
project will consider gender mainstreaming in all proposed outputs to ensure women have same access to the 
project benefits that men do, including household financial literacy training. Gender-specific components, such 
as women-only financial products and/or training, may also be considered. A gender analysis and action plan 
will be prepared.  
 

3. Could the proposed project have an adverse impact on women and/or girls or widen gender inequality? 
 Yes  No 

Anecdotal evidence has indicated that financial literacy programs can compound gender differences. In some 
cases, this evidence suggests, the financial literacy program under the Microfinance Expansion Project made 
male heads of households more likely than before to claim the final say in household finance decisions.f The 
transaction TA should consider this a potential adverse impact and look for measures to avoid it. These may 
include targeting entire households over individuals for training to ensure households are included as a unit. 

4. Indicate the intended gender mainstreaming category:  
  GEN (gender equity)                      EGM (effective gender mainstreaming)   
  SGE (some gender elements)       NGE (no gender elements) 

 

III. PARTICIPATION AND EMPOWERMENT 
1. Who are the main stakeholders of the project, including beneficiaries and negatively affected people? Identify 
how they will participate in the project design. 
The main stakeholders of the project are (i) existing and potential MSME owners; (ii) clients, staff, and 
management of PFIs; (iii) recipients of training including, men, women, and school children; (iv) the unbanked 
population; and (v) the government, including BPNG and the departments of treasury and of planning and aid 
coordination. Project design will include consultations with main stakeholders. The project is conceptualized as 
highly participatory and aims to build users’ capacity to ultimately own and be responsible for all aspects of 
operations. Where possible, representative bodies will be consulted, such as the SME Corporation, the Papua 
New Guinea Chamber of Commerce, and various working groups under the BPNG. A participation plan with a 
detailed section on public consultation, participation and disclosure will guide stakeholder participation through 
the project cycle. MSME and PFIs will be consulted directly. Working with BPNG, direct potential beneficiary 
groups (clients), and civil society, a training needs assessment or survey will be conducted to ensure any 
training programs developed under the project are gender-responsive and highly tailored to the needs of the 
target groups. 
2. How can the project contribute (in a systemic way) to engaging and empowering stakeholders and 
beneficiaries, particularly, the poor, vulnerable, and excluded groups? What issues in the project design require 
participation of the poor and excluded? 
The project can contribute by involving them in project design to ensure their needs will be met by the project 
outputs. The project will empower stakeholders systemically by (i) increasing access to better financial services, 
(ii) improving opportunities for MSMEs to start or grow through improved access to credit, (iii) increasing skills 
levels in terms of financial education and business planning, and (iv) increasing potential for employment and 
income-generating opportunities. Issues in the project design that require participation of the poor and excluded 
will be assessed as part of (i) training needs, and (ii) demand for financial services. 
3. What are the key, active, and relevant civil society organizations in the project area? What is the level of civil 
society organization participation in the project design?  
Representatives of the key organizations such as CEFI, SME Corporation, PNG Chamber of Commerce will be 
consulted. Relevant civil society, such as local decision makers, or secondary financial institutions representing 
local interests, will also be included in the consultation  

 Information generation and sharing (H)   Consultation (M)      Collaboration (L)    Partnership 
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4. Are there issues during project design for which participation of the poor and excluded is important? What 
are they and how should they be addressed?   Yes         No     
The unbanked and financially excluded should be consulted during the project’s design to ensure that it 
responds to their needs. An assessment and analysis under the transaction TA of the financial service needs 
of the PNG communities and households will cover capacity, constraints, preferences, priorities, and financial 
competency across genders and different age and income groups. 

IV. SOCIAL SAFEGUARDS 
A. Involuntary Resettlement Category  A    B     C    FI-C 

1. Does the project have the potential to involve involuntary land acquisition resulting in physical and economic 
displacement?   Yes         No    The project will not result in any physical and economic displacement. 
There will be no land acquisition required and no assets affected.  
2. What action plan is required to address involuntary resettlement as part of the transaction TA or due diligence 
process? 

 Resettlement plan                    Resettlement framework                     Social impact matrix  
 Environmental and social management system arrangement                    None 

B.  Indigenous Peoples Category   A    B    C    FI 
1. Does the proposed project have the potential to directly or indirectly affect the dignity, human rights, livelihood 
systems, or culture of indigenous peoples?         Yes         No    
 
2. Does it affect the territories or natural and cultural resources indigenous peoples own, use, occupy, or claim, 
as their ancestral domain?    Yes         No     
3. Will the project require broad community support of affected indigenous communities?   Yes     No  
4. What action plan is required to address risks to indigenous peoples as part of the transaction TA or due 
diligence process? 

 Indigenous peoples plan      Indigenous peoples planning framework     Social impact matrix   
 Environmental and social management system arrangement                     None 

V. OTHER SOCIAL ISSUES AND RISKS 
1. What other social issues and risks should be considered in the project design? 

 Creating decent jobs and employment    Adhering to core labor standards     Labor retrenchment 
 Spread of communicable diseases, including HIV/AIDS     Increase in human trafficking   Affordability 
 Increase in unplanned migration      Increase in vulnerability to natural disasters   Creating political 
instability  

 Creating internal social conflicts     Others, please specify __________________ 
2. How are these additional social issues and risks going to be addressed in the project design? 
Pricing of any new financial products and services developed through support to PFIs and expansion of DFS 
will be pro-poor. 

VI. TRANSACTION TA OR DUE DILIGENCE RESOURCE REQUIREMENT 
1. Do the terms of reference for the transaction TA (or other due diligence) contain key information needed to 
be gathered during transaction TA or due diligence process to better analyze (i) poverty and social impact, (ii) 
gender impact, (iii) participation dimensions, (iv) social safeguards, and (v) other social risks. Are the relevant 
specialists identified?  
      Yes                   No    
The relevant social, participation and gender impact will be assessed as necessary. 

2. What resources (e.g., consultants, survey budget, and workshop) are allocated for conducting poverty, social, 
and/or gender analysis, and participation plan during the transaction TA or due diligence?     
      Yes                   No   Poverty, social and gender analysis and participation plan will be prepared as 
appropriate during the project. 

ADB = Asian Development Bank; BPNG = Bank of Papua New Guinea; DFS = digital financial services; MSME = 
micro, small and medium-sized enterprise; PFI = participating financial institution; PNG = Papua New Guinea; SME 
= small and medium enterprise; TA = technical assistance 

a  Government of Papua New Guinea (PNG). 2016. SME Policy. Port Moresby. 
b  Government of Papua New Guinea. 2018. National Financial Inclusion Policy. Port Moresby. 
c  Government of Papua New Guinea. 2018. National Financial Inclusion Policy. Port Moresby. 
d  Government of Papua New Guinea. 2018. National Financial Inclusion Policy. Port Moresby. 
e  National Statistical Office. 2012. Papua New Guinea Household Income and Expenditure Survey 2009–2010: 

Summary Tables. Port Moresby.   
f  ADB. 2018. Report on the Impact Evaluation of a Financial Inclusion Program in Papua New Guinea. 

Consultant’s report. Manila (RETA8993)  
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PROJECT PROCUREMENT CLASSIFICATION 
 

Characteristic Assessor’s Rating:  
Is the procurement environment risk for this project 
assessed to be high based on the country and sector and/or 
agency risk assessments? 

☐Yes ☒No 
PNG country level risk is assessed as 
substantial to moderate based on 
CSPRA of 2017. 

Are multiple (typically more than three) and/or diverse 
executing agencies and/or implementing agencies 
envisaged during project implementation? Do they lack prior 
experience in implementation under an ADB-financed 
project?  

☒Yes ☐No ☐Unknown 
Multiple and/or diverse EAs or IAs are not 
envisaged, but the EA/IA has very little 
prior experience in ADB projects 

Are multiple contract packages and/or complex and high-
value contracts (compared with recent externally financed 
projects in the DMC) expected?  

☐Yes ☒No ☐Unknown 
 

Does the project plan to use innovative contracts (public–
private partnership, performance-based, design and build, 
operation and maintenance, etc.)? 

☐Yes ☒No ☐Unknown 
 

Are contracts distributed in more than three geographical 
locations? 

☐Yes ☒No ☐Unknown 
 

Are there significant ongoing contractual and/or 
procurement issues under ADB (or other externally) 
financed projects? Has misprocurement been declared in 
the DMC? 

☐Yes ☒No ☒Unknown 
 

Does the DMC have prolonged procurement lead times, 
experience implementation delays, or otherwise consistently 
fail to meet procurement time frames? 

☒Yes ☐No ☐Unknown 
The processing and 
approval of contracts by CSTB 
encountered delays. This may be 
mitigated by streamlined procedures in 
the New Procurement Act, which governs 
the National Procurement Commission 
instead of CSTB. 

Do executing and/or implementing agencies lack capacity to 
manage new and ongoing procurement? Have executing 
and/or implementing agencies requested ADB for 
procurement support under previous projects? 

☒Yes ☐No ☐Unknown 
ADB will assist the EA in selecting and 
recruiting consultants. A qualified 
procurement specialist is required to 
support the EA/IA in consultants 
recruitment and procurement. . PNRM 
outposted procurement specialist and 
national procurement officer will provide 
necessary technical advice to EA/IA. 

Regional department’s overall recommendation (Vimlesh Bharat and Shiu Raj Singh) 
Overall project categorization recommended  ☐ Category A  

☒ Category B 
If additional support is required, the outposted PPFD staff in the PNRM can provide such support. 
 
Procurement, Portfolio, and Financial Management Department’s recommendation (Rafael 
Nadyrshin) Endorsed  

ADB = Asian Development Bank; CSPRA = country and sector/agency procurement risk assessment; CSTB = Central 
Supply and Tenders Board; DMC = developing member country; EA = executing agency; IA = implementing agency; 
PNG = Papua New Guinea; PNRM = Papua New Guinea Resident Mission; PPFD = Procurement, Portfolio and 
Financial Management Department  
Source: ADB. 
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