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Why are secured transaction reforms (STR
needed?

» In many countries, the legal system historically provided a framework to secure loa
transactions with collateral - the lender has a legal right to repossess and sell the
collateral if the borrower violates the loan contract (i.e., fails to repay).

» However, these legal frameworks primarily envisaged land and buildings as collateral
and, in practice, required complex and expensive administrative processes.

» Many micro, small and medium enterprise (MSME) owners in emerging markets lack
formal title to such assets and find the administrative processes far too burdensome
and expensive.




What changes under a secured transaction
reform?

» Secured transaction reforms (STRs) typically involve:

1. Allowing personal property to be pledged as collateral.

Assets available for pledging, encompassing "movable collateral" such as vehicles, equipment,
inventory, accounts receivable, etc., which are more commonly held by MSMEs. These reforms
are also known as "personal property security reforms" (PPSR).

2. Legalizing a recording process that can enable a public, online registry of
assets.

Traditional secured transaction laws require a hard copy ledger to register assets, which increases
administrative costs and reduces transparency.

STRs often enable the creation of an online register of security, which is more streamlined and
transparent. Registered users, including financial institutions, can conveniently access
information on all pledged security.



How Can an STR Improve Outcomes? Theory of

Starting...
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We would like to learn more, particularly about steps 3 and 4:

1. Which businesses take up new/modified products, and under what terms?

2. How they use these new/modified products?

3. What impacts this generates on enterprises (investment, revenue, profits,




Timeline of the secured transaction

reform in Fiji

» The Asian Development Bank’s Pacific Private Sector Development Initiative (PSDI)
supported STRs in ten Pacific island countries since the mid-2000s. In Fiji it supported
the Personal Property Securities Act (PPSA), and creation of an online registry.
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Impact Evaluation of the STR

» We are conducting a rigorous impact evaluation
of the impact of the STR on MSMEs in Fiji, using
a randomized controlled trial encouragement
design, which is innovatively embedded into
the phase 3 roll out of financing for MSMEs.

Screening Survey
7187 MSMEs

» Working with the Fiji Bureau of Statistics, we «_of which 2,400 selected |

filtered the most current and complete listing
of enterprises in Fiji, to 2,400 MSMEs.

» We then work with the Reserve Bank of Fiji, the
financial institutions, and ADB consultants, to
promote movable collateral financing
opportunities for a randomly-selected 1,200 / The baseline survey has doubled as a

2,400. valuable source of information
enabling the finance promotion work.



Randomized controlled trial: encouragem
design

>

The randomized controlled trial (RCT) is considered the “gold standard” of impact eval
research. It is widely used in science, medicine, and public health, but has more recent
introduced to social science fields such as economics and political science.

An ‘encouragement design’ is a specific kind of RCT that is commonly used around large-sca
interventions that are rolled out, e.g., nationwide. Presumes that adoption will be slow i
so can speed up take-up amongst a random subset through encouragement (e.g., targeted

marketing).
80% treatment, 20% control
High potential

60% treatment, 40% control

\ 22% treatment, 78%

2400
MSMEs
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Baseline survey results: Executive summary

» We draw our sample from a comprehensive listing of MSMEs

» Our sample is largely representative of MSMEs in Fiji

» Many MSMEs in Fiji are suited for financing and want it, but relatively few get it

» There is polarization in access to finance - there’s a cohort of MSMEs with
abundant collateral that receive access (about 25%), a cohort that haven’t had
credit access and don’t particularly desire it (about 25%), and a middle cohort

who would like more credit access.

» However, even enterprises that get access to formal finance face credit

constraints

» Collateral restrictions are perhaps the key barrier preventing access to finance




Baseline Survey results
Our sample of representative of MSMEs

» We target MSMEs and some large enterprises (up
to 3 million FJD in revenue) across greater
Lautoka, Nadi, and Suva.

» In practice, about 80% of MSMEs are in these areas.

» Oversample women-owned MSMEs (29.1%); 14.1% joint.
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Baseline Survey results

Many MSMEs in Fiji are suited to borrow from financial institutions
and want to do so, but relatively few manage to

» While almost all firms met the necessary Credit access by town
requirements for finance, less than a quarter Ba
(24%) had an active loan in the 5 years prior to Lami
being surveyed Lautoka

» All are registered, 98% have bank account, almost Nad

all others have tax ID.
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» MSMEs in the baseline survey can be classified Serua
into three groups: Sigatoka

Suva
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credit (n = 1568)




Baseline Survey results

MSMEs were optimistic about Business Prospects
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Baseline Survey results
There is polarization in access to finance

Collateral Ownership

: : Real rt Movabl
» MSMEs with credit access (about 25%) o oA PIOPETY ol ovavle property
often had multiple active loans
» They’re more likely to receive formal :c_:;co %w i
and informal financing [ z
» 56.9% of firms with credit access own é"- | 8%
real property (about 2x non-borrowers) = £
» 80.6% own movable property o 8-

§ E g g T 2 © T @ £ 3
» However, 20% of the sample haven’t = % % 2§ ¢ £ 5 £ 5§
received financing in the past, don’t « z ¢ £ & o3 g
consider that a problem, and don’t = =
intend to obtain it in the future. :
Credit access of MSMEs

[ ] Accesscredit [ Deniedaccess | | Never applied




Baseline Survey results

Even enterprises that get access to formal finance
face credit constraints

» 20% of enterprises that had received formal financing in the last 5 years still
report having to decline a project or customer order in the last 12 months due
to lack of financing

» 17.7% reported being denied for a loan.




Why and how do MSMEs get finance? (among those w

Why do they access finance?
» Purchase fixed assets (59%)
» Supplement working capital (e.g. equipment and property) (56%)
What forms of security are they using?
» 73.6% of MSMEs with credit access put forward some form of security
» ‘Buildings’ (44%), land (36%) and motor vehicles (27%) were the most common forms

» Enterprises also used guarantees (8%), personal assets (6%) and investment property (e.g.
stocks and stock options) (5%)

Less than a third had used a motor vehicle as collateral, less than 5% had used
intangible property as security




Collateral restrictions are a key barrier to
accessing finance (including for those who
don’t)

» Three most frequently cited obstacles:

» Interest rates (73%) (which may be related to collateral
requirements)

» Collateral requirements - value (72%)
» Collateral requirements - form (69%)

» Thisisn’t just hypothetical. Among the enterprises that had
actually applied for financing in the last 12 months and been
rejected, lack of suitable collateral is the main reason given
(25%). A significant portion of these enterprises may have been
eligible if the use of movable collateral had been an option.

» Why do they want finance?
» To supplement working capital (61%)
» To purchase fixed assets (49%)

High value of collateral/security required

Group 1
Group 2
Group 3
I T T T T T

0 20 40 60 80 100
Percent of firms

Inflexible collateral/security requirements

Group 1
Group 2
Group 3
T T T T T T

0 20 40 60 80 100

Percent of firms
Time consuming procedures to obtain financing

Group 1

Group 2
Group 3
I T T T T T
0 20 40 60 80 100
Percent of firms
Costs of obtaining financing (e.g., broker or lawyer fees).
Group 1
Group 2
Group 3
I T T T T T
0 20 40 60 80 100
Percent of firms
High interest rates
Group 1
Group 2
Group 3
T T T T T T
0 20 40 60 80 100
Percent of firms
Short maturity periods
Group 1
Group 2 [
Group 3
I T T T T T
0 20 40 60 80 100

Percent of firms
Small loan amounts

Group 1
Group 2
Group 3
r T T T T T

o] 20 40 60 80 100

Percent of firms

To what extent is this a problem?
BN | N .

Not Somewhat Important Extremely
at all important problem important




Baseline survey results: Executive summary
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Further Analysis - Impacts of COVID-19

» Some interesting additional findings that came out of the broader work
emerge from a module on the impacts of COVID-19 on MSMEs.

» Large majority (82.9%) of MSMEs in the baseline survey report that their
business activities were affected by the pandemic.

» In 2021, 74.8% of firms experienced a decline in profits, with over a quarter
of firms (26.2%) saying profits were down by at least 75% relative to
expectations.

» Many firms appeared to bounce back in 2022, with half (51.7%) reporting
profits were above expectations.

» Nonetheless, just 8.3% said they had completely recovered from the
pandemic, while 64.5% of firms said they had only somewhat recovered.




Targeting of COVID-19 special loans

Characteristics of MSMEs by concessional loan access

. No loan Loan Total
» 37.6% of firms who accessed a Turnover
concessional loan already had < 350,000 FJD 63% 53% 61%
. $50,000 - $3m FJD 37% 47% 39%
fmgnce, 12.5 percentage —
points above the sample Age 12 12 12
Total employees 4 5 4
average Ownership gender
. Male 58% 54% 57%
» Collateral ownership, both Female 59 57% 599
real and movable property, is Both 13% 19% 14%
hish t fi ith Credit Access
]g er amongs 1rms wi a Accessed 22% 38% 25%
concessional loan Denied 7% 6% 6%
Never applied 72% 57% 69%
» MSMEs with a concessional C°“ateLr:r'K?W"erSh‘P — — —
loan also tend to be larger Movable 68% 77% 70%
Intangible 4% 3% 3%
Observations 1712 468 2180

No Loan - MSMEs did not access a concessional loan (n=1712)
Loan - MSMEs did access a concessional loan (n=468)

Total - Average across the entire sample, dropping firms that did
not report turnover or credit access.




No significant impacts of the COVID-19 special loans on
extent of recovery from COVID-19

» Firms with a concessional loan were also more likely to have laid off workers or sold
assets to cope with the effects of the pandemic

» Through propensity-score matching (PSM) methods, we show that concessional loan
access meant firms were slightly (2.3 percentage points) more likely to say they had
‘completely’ or ‘somewhat’ recovered from COVID-19, but not statistically

significant.

Did concessional loans aid post-pandemic recovery?

Average treatment-on-the- Number of Mean of

treated (ATT) estimates Firms Outcome
Were workers laid off? 5.2% 1727 29.0%
Were assets sold off? 2.9% 1727 10.0%
2.3% 1675 73.0%

Extent of recovery




Thank you

Russell Toth

russell.toth@sydney.edu.au
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