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Introduction

« Most land in Papua New Guinea remains under customary
tenure, often without formal title (Kwapena et al., 2021).

« Papua New Guineans as custodians of the land have a
responsibility to bequeath to the next generation of Papua New
Guineans, land, as an asset of cultural, social and economic
value.

« The government (country) has an incredible opportunity to
capitalise on this important asset.
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Introduction cont’d...

« In an increasingly modern and cash-based economy, capital is
required to transform land from “dead-capital” (De Soto, 2000)
to one of economic value.

« The transformation of land can be facilitated by the financial
sector, through its products and policies. In order for this to
happen, land requires formal title.

« Reforms since 2005 provided the opportunity for registration of

customary land to obtain a formal title.
> Title belongs to the landowners (ILG) perpetually and leases
(customary land leases) are derived for business purposes.
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Introduction cont’d...

« Customary land cannot be used as collateral (Chand et al,,
2014; Kwapena et al., 2021, Nao et al., 2023). In other words,
banks are hesitant to accept customary land leases as security
to extend credit.

« To empower customary landowners to effectively participate in
developing their land, participants of a study on bankability of
customary leases proposed two (2) options (Nao et al., 2023):

J/

% A National Customary Land (Development) Bank; and/or,

J/

% A credit guarantee facility for customary land.
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What is a credit guarantee facility?

A credit guarantee facility - a financial intervention by a third—
party, often government, to clientele interest groups such as SMEs,
farmers and women, who often face challenges and constraints
when accessing finance from banks and financial institutions (Meyer
& Nagarajan, 1996).

« Credit guarantee schemes/facilities first emerged in Europe in 19th
and early 20" centuries as a mechanism to cover part of a
borrower’s default risk and to lower a lender’s risk by guaranteeing
part or full repayment of a loan in the event of a default (OECD,
2010).

 Primary assumption - disadvantaged groups are unable to obtain
formal loans because of credit market imperfections, information
asymmetry, lack of collateral, and hidden transaction costs (Vogel &
Adams, 1997).
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What is a credit guarantee facility...cont’d

« Types of credit guarantee facilities (OECD, 2010):

» Public guarantee schemes - funded by government;

» Corporate guarantee schemes - funded by the private sector;

» International guarantee schemes - funded by bilateral or
multilateral government arrangement, or non-government
organisations;

» Mutual guarantee schemes - are private and independent
organisations funded through membership fees.

« The design, establishment, operation and evaluation of such a
facility needs to be governed by a set of guiding principles (Calice,
2016):

» Legal and regulatory framework;

» Corporate governance and risk management;
» Operational framework;

» Monitoring and evaluation.
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What is a credit guarantee facility...cont’d

« Credit guarantee schemes have several potential impacts (OECD, 2010):
» Promotes financial sustainability;
» Creates credit additionality — generate extra loans that would not be
possible without the scheme;
» Generates economic additionality and spill-over effects - raise
revenue and contribute to economy-wide impacts such as increase in
profits and increase in employment.
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Objectives of the study/paper

« To examine how a credit guarantee facility for customary
land can be established in PNG;

« To identify challenges associated with the establishment
and operation of a credit guarantee facility for customary
land in PNG;

« To identify strategies that can be used to ensure effective
and efficient establishment and operation of a credit
guarantee facility for customary land in PNG.
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Methodology

« Literature Review

» Scholarly articles sourced from Google Scholar, Google
and online journals

> Keywords (terms) used - credit guarantee facility,
credit guarantee scheme, credit gquarantee scheme +
papua new guinea, principles and practice + credit
guarantees, credit guarantee scheme + land.

» Various PNG NRI publications on land and land
reforms were also consulted

» NRI Monograph 39; Discussion Paper No. 160, No.
188, and 210; and Issues Paper No. 07.
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facilities
Author (Year)

Levitsky & Prasad
(1987)

Calice (2016)
* A study of 60 credit

guarantee schemes for
SMEs in 54 countries

Machete (2020)

*A study in Botswana

Saadani et al. (2011)

* A study on credit
guarantee schemes for
SMEs in the Middle East
and North Africa
(MENA) Region
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Theme/Category

Focus of literature on credit
guarantee schemes

Guiding principles for the
design, establishment,
operation and evaluation of
a credit guarantee scheme
or facility - challenges

Challenges and prospects

Challenges and prospects

Brief review of literature on credit guarantee

Key Finding(s)

Focus of literature on credit guarantee schemes is on improving
financial access for small enterprises.

There is a decent level of implementation of the four broad
principles, especially in the areas of legal and regulatory
framework, mandate and eligibility rules, and claim
Mmanagement process.

Other areas requiring attention and action include
identification and accountability of funding sources,
corporate governance and risk management, prudential
regulatory recognition of guarantees, program/product
calibration, and reporting and disclosure.

Government-funded agricultural credit guarantee scheme
in Botswana is not sustainable because it is not based on
sound actuarial principles.

Recommended a quasi self-financing mechanism together
with a novel subsidy and premium rate setting method.

Credit guarantee schemes for SMEs in MENA are financially
sound and most of them have room to expand.

Growth of the schemes should be complemented by an
improvement of some key design and management
features, as well as introduction of systematic impact
evaluation reviews.
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Historical context of credit guarantee
facilities in PNG

« 2011 - Small Medium Enterprise Access to Finance Program,
with funding of 150 million PNG Kina (IFC, 2022).

« 2022 - Credit Guarantee Corporation, owned and managed by
BPNG under its own laws, acts as a guarantor of SME loans
(PNG Business News, 2022). *Approved by NEC in 2018,

« At present - Government-funded SME Credit Enhancement
Scheme Loan, with funding of 200 million PNG Kina, managed

by BSP, NDB and DCI (Chai, 2020).

> At 15 December 2021, over 50 percent of the 2100 SMEs had
successfully applied for loans worth over 115 million kina (BSP,
2021).
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Proposed credit guarantee facility for
customary land in PNG

« A public guarantee scheme or government-funded credit
guarantee facility for customary land in PNG.

« Aspects to consider:
» GOPNG funding, at least for the first few years;
» Life-span of the facility should be discussed at the design stage;
» Host institution(s) should be identified to partner with GoPNG.

« Potential benefits of a credit guarantee facility for customary

land in PNG (Nao, 2023):

» Improve the livelihoods of customary landowners;
Encourage the mobilisation of customary land;

Serve as an incentive for investment by the private sector;
Encourage banks to lend;

Increase revenue for government.

>
>
>
>
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Challenges associated with proposed credit
guarantee facility for customary land

« Risk and liability around ownership of customary land (Kwapena et al.,
2021)

« Moral hazard - in two situations, borrower and lender (Levitsky, 1997)
« Establishment of guidelines (Levitsky, 1997)

« Competing objectives of the three agents - guarantor, borrower,
lender (Meyer & Nagarajan, 1996)

« Identifying the most appropriate host of the facility (Nao, 2023)
« Sustainability of the facility (Nao, 2023)
« Adverse selection (Stiglitz and Weiss, 1981)

« Lack of or limited knowledge and skills (Nao, 2022; Nao et al., 2023)



THE NATIONAL
RESEARCH INSTITUTE
PAPUA NEW GUINEA

Prospects of proposed credit guarantee
facility for customary land

« Determine ownership of customary land

« Develop appropriate legal and regulatory framework (Calice,
2016)

 Promote sound corporate governance (Calice, 2016)

« Develop an appropriate risk-sharing arrangement (Calice,
2016)

« Develop an effective operational framework (Calice, 2016)
 Promote timely monitoring and evaluation (Calice, 2016)

« Provide training and assistance to bank officers and
participating landowners.
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Conclusion

« State land is limited in supply in PNG, therefore the future growth
and development of PNG is on customary land.

« Despite reforms since 2005, customary land cannot serve as
security for landowners to access credit from banks.

« A government-funded credit guarantee facility is being proposed
to allow access to finance for development of customary land.

« To establish the proposed customary land credit guarantee facility,

the following need to be considered:
Legal and regulatory framework;
Risk-sharing arrangement;

Host institution(s);

Operational framework/guidelines;
Sustainability of the facility.

YVVVY
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THANK YOU!

Questions/Comments?
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