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Executive Summary 

Introduction 

 This report provides an assessment of microfinance in the Pacific island countries (PICs). 
It is based partly on an overall review of microfinance in nine countries in the region, 
namely Cook Islands, Fiji, Kiribati, Papua New Guinea (PNG), Solomon Islands, Tonga, 
Tuvalu, Vanuatu and Western Samoa. 

 In addition, more detailed case studies were undertaken of five major microfinance 
programs in the region.  These were: 

 Liklik Dinau Abitore Trust in PNG; 

 the PNG Women’s Credit Project; 

 the Women’s Economic and Social Development Programme (WOSED) in Fiji; 

 the rural credit union movement in Solomon Islands; and 

 the outer islands credit project of the Tonga Development Bank. 

Background to the PICs 

 Most of the PICs are currently emphasising private sector development.  Moreover, 
despite the lack of official recognition, there is evidence of significant poverty in the 
region.  Microfinance has a potentially important role to play, both in encouraging cash-
generating activities in the informal sector of the economy, and in poverty alleviation. 

 However, there are a number of constraints to sustainable microfinance in the PICs, 
including low and highly dispersed populations, the lack of transport and communications 
infrastructure in many areas, and the continuing importance of the non-monetised 
subsistence economy in many countries. 

Current access to financial services 

 There has been an increase in the number of microfinance programs in the PICs in recent 
years, with the most common programs being development bank schemes, revolving 
funds, credit unions, and most recently Grameen replications. 

 However, most of these schemes have been unsuccessful, or are still at a very early stage 
of development.  In the larger countries in the region in particular, microfinance schemes 
have very limited outreach, and most disadvantaged people and people in rural areas have 
little access to financial services. 

Performance and capacity of microfinance programs 

Outreach to the disadvantaged 

 While there is a need for a dramatic increase in the outreach of microfinance, it is 
important that existing programs be expanded gradually, at a pace consistent with 
improvements in institutional capacity. 

 With the partial exception of Liklik Dinau Abitore Trust, the major microfinance 
programs in the Pacific do not focus strongly on targeting the most disadvantaged 
borrowers.  Microfinance programs should establish effective means tests to ensure that 
they target the most disadvantaged people in the community, and refine their strategies for 
reaching such people. 

 The so-called ‘minimalist’ model, which holds that it is not necessary to provide general 
technical and business training to borrowers, is inappropriate in the Pacific.  Programs 



 

should provide business and technical training for their clients, or coordinate their 
activities with other programs that provide such training. 

 Savings facilities are at least as important as loan facilities.  All programs should require 
compulsory saving as a precondition for borrowing, and should provide voluntary savings 
facilities, with voluntary savings able to be withdrawn on call. 

Viability and sustainability 

 There are a number of major and unavoidable impediments which work against 
microfinance programs achieving self-sufficiency in the Pacific.  These include high cost 
structures, shortages of qualified workers, low population density and remoteness, and 
difficulties in achieving high repayment rates.  The indicative ‘timetables’ for achieving 
self-sufficiency in the Guiding Principles agreed by donor agencies (three to seven years 
for operational self-sufficiency, five to ten years for financial self-sufficiency) are 
unrealistic in the Pacific. 

 All programs are currently operating at low levels of self-sufficiency.  While this partly 
reflects the fact that they are relatively new, all programs should develop strategies to 
improve their operational and financial self-sufficiency. 

 Apart from Liklik Dinau Abitore Trust with an effective interest rate of 29.4 per cent per 
year, programs in the Pacific generally have effective interest rates between 8 and 13 per 
cent.  These are far too low for sustainability, and should be increased substantially.  This 
need not require large increases in nominal interest rates. 

 Programs tend to have small numbers of borrowers spread over large areas, significantly 
increasing unit costs.  Programs should establish themselves far more intensively with 
more borrowers in smaller areas.  Ideally, programs should restrict themselves to a small 
number of districts.  Within districts, programs should establish themselves intensively in 
a small number of contiguous villages. 

 While repayment rates for most of the programs included in this study are relatively high 
by Pacific standards, they are low by most standards.  Programs should continuously 
monitor their repayment rates, and should adhere to the key features of the Grameen Bank 
model, such as compulsory savings requirements, group guarantees, and intensive training 
and motivation of borrowers, as much as possible. 

 Financial management and reporting requires considerable improvement.  All programs 
should regularly produce at least the minimum reporting information set out in the 
Guiding Principles agreed by donor agencies. 

 Program management is a critical issue.  It is important that managers have much greater 
exposure to core concepts of microfinance provision and international best practice if 
programs are to be developed systematically to maximise outreach on a sustainable basis. 

 Programs should focus on training as an integral component of addressing issues such as 
lending policies and procedures, means testing, financial management, and information 
systems. 

Resource mobilisation 

 As noted above it will be difficult for microfinance programs to achieve self-sufficiency, 
and they may need access to funds from donor agencies and governments for a 



 

considerable period of time.  Donors and governments should be realistic about the time 
frames necessary for programs to reach sustainability, and should be prepared to make 
long term commitments to fund them.  Funding will be necessary for administrative 
expenses, institutional strengthening and loanable funds. 

 Programs should work towards accessing commercial funds, from commercial banks or 
other sources, over the medium term. 

Policy and macro factors 

 Those programs that have not already done so should establish independent governance 
structures as soon as possible.  This is likely to reduce the scope for political interference 
and increase flexibility. 

 Governments and central banks should consider how they can best support the 
development of microfinance and rural financial services on a sustainable basis.  This 
includes developing overall strategies for the provision of financial services to 
disadvantaged people, and establishing supportive arrangements for monitoring and 
supervising microfinance programs. 

 Small grants schemes should only be available to community groups for genuine 
community projects.  Donor agencies and governments should not provide grants to 
individuals, or for income-generating projects.  They should not support small loan 
schemes unless they are established on a rigorous basis with mechanisms to ensure high 
repayment rates. 

Institutional strengthening and capacity building 

 Microfinance programs require technical assistance in a variety of areas.  These include 
training staff and clients, improving lending policies and procedures, developing effective 
means tests to target disadvantaged people, developing strategies for improving self-
sufficiency, improving financial management, developing effective financial and 
management information systems, and establishing effective and independent governance 
structures. 

 Governments and central banks may also require technical assistance for developing the 
overall policy framework for microfinance. 

 Donor agencies and governments supporting microfinance programs should incorporate 
assistance for institutional strengthening in all microfinance projects. 

 In addition, donor agencies should consider flexible, cost effective ways of supporting 
capacity building, such as funding national workshops on microfinance, establishing a 
small unit for providing short term technical assistance, and establishing a South Pacific 
regional training program. 

 

Alternative models of microfinance 

 It is unlikely that one model of microfinance would be appropriate throughout the Pacific, 
given differences in population density, infrastructure, existing institutional arrangements, 
and other factors. 



 

 Grameen replications have a number of advantages over other models, but are expensive.  
They are most likely to be feasible in those areas with relatively large populations and 
population densities, and reasonable infrastructure.  Where the Grameen model is used, it 
would seem appropriate to follow it as closely as possible unless there are strong reasons 
for modifying it. 

 The structure of development banks makes it difficult for them to reach the most 
disadvantaged borrowers, while the use of traditional banking practices designed for much 
larger loans leads to high transaction costs.  If development banks are to engage in 
microfinance, they should consider innovative approaches to lending, such as lending 
through local communities, NGOs and self-help groups.  Such groups will need capacity-
building assistance for this purpose. 

 Credit unions are likely to be particularly appropriate in more isolated communities and 
on small islands, where intensive monitoring and supervision of borrowers is not feasible.  
They have a number of attractive features as microfinance institutions.  To fully realise 
their potential, however, they will need to establish specific programs or targets for 
providing services to disadvantaged people, and allow members to borrow sufficient sums 
for income-generating activities. 

 As a general rule, revolving funds are likely to be less effective than credit unions.  
However, they are most likely to operate successfully where they impose a savings 
requirement before people are eligible to borrow, where there is an effective apex body to 
provide training, and monitoring and supervision, and where there is a means test to 
ensure they benefit the genuinely disadvantaged. 
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Part I Analysis of the Issues and Constraints 

1 Introduction 

This report provides an assessment of microfinance in the Pacific island countries (PICs).  It 
analyses the major issues and constraints affecting microfinance programs in the region, 
based on two major sources: 

 An overall review of microfinance in nine countries in the region, namely Cook Islands, 
Fiji, Kiribati, Papua New Guinea (PNG), Solomon Islands, Tonga, Tuvalu, Vanuatu and 
Western Samoa; and 

 More detailed case studies of five specific programs, Liklik Dinau Abitore Trust in PNG, 
the PNG Women’s Credit Project, the Women’s Economic and Social Development 
Programme (WOSED) in Fiji, the rural credit union movement in Solomon Islands, and 
the outer islands credit project of the Tonga Development Bank. 

Section 2 provides background on a number of features of the PICs that affect the 
environment for microfinance, including macroeconomic growth and stability, human 
development and poverty, settlement patterns, infrastructure and the subsistence economy.  
Current access to financial services, particularly for disadvantaged and vulnerable people and 
people in remote areas, is discussed in section 3. 

Section 4 analyses the performance and capacity of the five programs included as case 
studies.  The discussion is centred around four critical areas: 

 Outreach to the disadvantaged; 

 Viability and sustainability; 

 Resource mobilisation; and 

 Policy and macro factors. 

The report makes a number of recommendations based on the case studies.  Section 5 
summarises the major areas where technical assistance for institutional strengthening and 
capacity building may be necessary, and offers some suggestions as to how such assistance 
may be provided. 

The advantages and disadvantages in the Pacific context of four major models of 
microfinance, namely Grameen replications, development banks, credit unions and revolving 
funds, are discussed briefly in section 6.  Section 7 summarises the key points arising from 
the study. 

 

2 Background to the Pacific Island Countries 

This section provides a brief overview of the PICs covered in the study, focussing on a 
number of issues which are relevant to an assessment of microfinance in the region. 

Macroeconomic growth and stability 

All of the PICs have experienced significant fluctuations in economic growth, reflecting the 
small size of their economies, their reliance on one or two key industries (eg mining in the 
case of PNG, tourism and sugar in the case of Fiji), and cyclones and other natural disasters.  



 2

Overall, their macroeconomic performance since around 1980 has generally been poor, with 
little or no growth in real per capita incomes in most countries.  The World Bank (1993, p1) 
has described this as the ‘Pacific paradox’, noting that it has occurred despite a favourable 
natural and human resource endowment, high levels of aid, and reasonably prudent 
macroeconomic management. 

In the 1980s the PICs had reasonably good economic management, with low inflation, 
generally low fiscal deficits, and modest growth in money supply.  The World Bank observed 
that the PICs had been more successful in achieving macroeconomic stability than in 
achieving growth.  However, in recent years there has been a deterioration in macroeconomic 
management in a number of countries.  In PNG, budget deficits increased significantly in the 
early 1990s, prompting a fiscal crisis in 1994 and necessitating a World Bank/IMF structural 
adjustment package.  Similar fiscal indiscipline in the Cook Islands led to an economic crisis 
in 1996, with a major restructuring of the economy now taking place.  There have also been 
large increases in government spending in Solomon Islands. 

The lack of growth in the PICs, and the ineffectiveness of government policies in ensuring 
sustainable growth, have focused attention on the need for accelerated private sector 
development.  This includes increased recognition of the role of the informal sector.  In 1991, 
there were only around 370,000 formal sector jobs throughout the region, compared with an 
economically active population of 1.8 million.  Most of the remaining labour force was 
engaged primarily in subsistence agriculture, with a small number working in the urban 
informal sector.  Moreover, in virtually all the PICs, the labour force is growing much more 
rapidly than the number of jobs in the formal sector.  Hence there is an important role for 
small and microenterprise development in creating opportunities for self-employment.  This 
has contributed to a much greater awareness of and interest in microfinance. 

Human development and poverty 

The concept of ‘poverty’ is a highly sensitive issue in the PICs.  It is frequently asserted 
within the region that poverty does not exist.  It is argued that there is a ‘subsistence 
affluence’, with the vast majority of the population having ready access to land for 
subsistence agriculture, and in many areas to the sea for fishing.  Hence there is not a 
shortage of food.  While people may have low cash income, it is argued that they can still 
maintain a decent standard of living.  Moreover, communal obligations mean that nobody 
goes without.  None of the PICs included in this study has an official poverty line, nor have 
any endorsed estimates of the number of people living in poverty. 

Poverty is difficult to define and measure because there are no precise internationally 
comparable standards by which to measure it. Nevertheless, the UNDP has recently 
undertaken a study of income distribution and poverty in Fiji (reported in Hussein, 1996).  
The study calculated poverty lines based on minimum requirements for food, housing and 
clothing, with separate poverty lines depending on whether or not vegetables and staples 
were home grown.  Using data from the 1990-91 household income and expenditure survey, 
it found that around 25 per cent of the population were living in poverty.  The results of the 
study have been presented in public seminars, but it has not been released, or explicitly 
endorsed by the Fiji Government.  Given that Fiji has one of the higher per capita incomes in 
the region, it is likely that there is also significant poverty in other countries in the region. 

In Pacific development circles, there has also been an increased focus on human development 
and identifying disadvantaged and vulnerable groups.  In 1994 the UNDP released the Pacific 
Human Development Report, which analysed human development in the Pacific.  The study 
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showed that a number of countries, most notably PNG and Solomon Islands, but also 
Vanuatu and Kiribati, had low levels of human development in terms of indicators such as 
life expectancy at birth, literacy, and educational attainment. 

There are also disturbing signs that poverty and deprivation are increasing in some PICs.  A 
number of countries are experiencing rapid population growth.  Lack of land in the rural 
areas is encouraging rural-urban migration, giving rise to health, sanitation and housing 
problems in urban areas.  Moreover, the social support mechanisms that have limited poverty 
in the past are beginning to break down, especially in the urban areas.  In summary, the 
evidence that is available suggests that there are significant numbers of disadvantaged and 
vulnerable people in the Pacific.  To the extent that this poverty persists because of a lack of 
access to financial services by poor households, this suggests a role for microfinance in 
alleviating poverty and deprivation. 

Geography and settlement patterns 

Notwithstanding the potential role for microfinance in creating opportunities for self-
employment and alleviating poverty, there are a number of barriers to sustainable 
microfinance in the Pacific.  Not least of these is the low population base and dispersed 
nature of the PICs, which makes it extremely difficult to achieve economies of scale.  These 
problems are exacerbated by the fact that the most disadvantaged and vulnerable people tend 
to be concentrated on the outer islands or in the more isolated areas of the main islands. 

The nine countries in the study had a combined population of 5.63 million in 1994, spread 
over a vast area of ocean totalling more than 13.5 million square kilometres.  PNG has by far 
the largest population, with around 3.95 million people in 1994, or around 70 per cent of the 
total.  PNG is characterised by dispersed settlement patterns, a rugged mountainous terrain, 
and a population density of only nine people per square kilometre.  Solomon Islands and 
Vanuatu have similar settlement patterns, each with population densities of 13 people per 
square kilometre.  These compare to population densities of over 100 people per square 
kilometre in most countries in Asia, and more than 800 people per square kilometre in 
Bangladesh. 

Fiji has the second largest population of around 780,000 in 1994, and a population density of 
around 43 people per square kilometre.  While Fiji consists of more than 300 islands, the vast 
majority of the population lives on the two main islands of Viti Levu and Vanua Levu.  
Western Samoa is in a somewhat similar position, with a population density of 56 people per 
square kilometre and almost all of the population living on two contiguous islands .  The 
main islands of Fiji and Western Samoa are possibly the areas in the South Pacific with the 
best conditions for establishing microfinance programs.  Tonga has a significantly higher 
population density (132 people per square kilometre), but has a smaller population, and 40 
per cent of the population live on outer islands some distance from the main island of 
Tongatapu. 

Indeed, all of the countries except for Western Samoa are archipelagos with a number of 
remote outer islands located some distance from the capital.  However, these problems are 
perhaps greatest for the three ‘smaller island states’ included in the study.  The most striking 
example is Kiribati, with a population of 78,300 living on 28 main islands spread over 
3,550,000 square kilometres, an area larger than India.  The Cook Islands and Tuvalu, with 
populations of 19,100 and 9,500 respectively, are also spread over very large areas of ocean. 
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Table 1: Pacific Island Countries - Key Demographic and Economic Data 

Country Capital Population (1994) GDP per 
head 

Aid (1993)

  number 
(’000) 

no per 
sq km 

urban 
(%) 

US$ 
(1993) 

US$ 
per head 

% of 
GDP 

Cook Islands Rarotonga 19.1 81 59 3784 647 17

Fiji Suva 777.7 43 39 2170 36 2

Kiribati Tarawa 78.3 97 35 421 180 43

PNG P. Moresby 3951.5 9 15 1245 77 6

Solomon Islands Honiara 367.4 13 13 692 107 15

Tonga Nuku’alofa 98.3 132 23 1480 207 14

Tuvalu Funafuti 9.5 365 43 1050 421 40

Vanuatu Port Vila 164.1 13 18 1155 219 19

Western Samoa Apia 163.5 56 21 731 110 15

Source: Forum Secretariat (1996), World Bank (1996), UNDP (1994). 

 

Infrastructure 

Low population densities and physical conditions also reduce the scope for effective transport 
and communications in many parts of the Pacific. 

Lack of transport infrastructure is a major problem throughout the Pacific.  In PNG and 
Solomon Islands, roads are extremely limited.  While some main roads exist, the lack of 
feeder roads hinders access to most areas away from the main population centres.  In PNG 
many areas of the country are accessible only be air, while in Solomon Islands shipping is 
often the only form of intra-island transport as well as inter-island transport.  In both 
countries, many villages are accessible only by long and arduous journeys by foot. 

In other countries, the major problem is the large number of outlying islands.  Many such 
islands are only accessible by sea, although in some cases there are also air services.  The 
large number of small, thinly populated islands spread over a large area is a major constraint 
to the development of efficient transport services, and in many cases services are irregular 
and infrequent. 

Communication infrastructure is also a problem in a number of the PICs.  For instance, in 
Solomon Islands, many villages are up to two days from the nearest post office.  In many 
countries, the outer islands have limited communications facilities, making contact with the 
capital difficult.  Clearly, the lack of transport and communications infrastructure would 
make it very difficult and expensive for microfinance programs to serve the more isolated 
communities in many PICs. 
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The subsistence economy 

Another related constraint is the nature of economic activity in the PICs.  While no data are 
available, the vast bulk of the labour force in the Pacific is engaged primarily in subsistence 
agriculture in the rural areas.  In such communities, cash incomes are limited, and come 
largely from government sources or remittances from relatives in urban centres or abroad.  
There is limited production of goods and services for the market.  Hence the establishment of 
microenterprises involves a transition from producing for home consumption to producing for 
the market.  This requires the development of skills in budgeting, marketing, etc.  Moreover, 
the very small size and isolation of many communities, and the lack of cash income, strictly 
limit the size of the market and the range of business opportunities.  While these constraints 
exist in some parts of Asia, they are far more prevalent in the Pacific.  Hence expectations as 
to what is achievable in the PICs through the spread of microfinance must be more modest 
than in more densely populated economies such as Bangladesh, India or the Philippines. 

Summary 

Microfinance has a potentially important role to play, both in encouraging cash-generating 
activities in the informal sector of the economy and in poverty alleviation.  On the other 
hand, there are a number of constraints to sustainable microfinance, including low and highly 
dispersed populations, the lack of transport and communications infrastructure in many areas, 
and the nature of the subsistence economy. 

 

3 Current Access to Financial Services 

This section discusses the existing outreach of financial services in the PICs, particularly to  
disadvantaged and vulnerable people and to people living in remote communities. 

Commercial banks 

Commercial banks provide few services outside the main centres.  In each of the larger 
countries, there is a commercial bank that is wholly or partially owned by the government.  
These banks tend to have more extensive branch networks than the other commercial banks.  
Nevertheless, they have few branches outside the major centres.  The other commercial banks 
are branches or subsidiaries of foreign banks, predominantly the Westpac Banking 
Corporation and ANZ Banking Group, and to have very limited branch networks. Moreover, 
commercial banks generally have minimum loan sizes, security and collateral requirements, 
and in some cases minimum deposit balances, that put them outside the reach of 
disadvantaged and vulnerable people.  Few if any of their activities can be described as 
microfinance. 

Development banks 

All countries included in the study have government-owned development banks.  However, 
most development banks do not engage in microfinance.  In the past, a number of them 
provided small loans to local entrepreneurs.  However, most of the development banks have 
experienced financial difficulties, in part arising from low repayment rates and high 
administrative costs associated with small loans.  A number have increased their minimum 
loan sizes to improve their financial viability.  Moreover, they generally do not have 
extensive networks of branches and agencies.  As such, their outreach in more remote areas is 
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limited, and even where they do service such areas they generally do not lend to 
disadvantaged or vulnerable borrowers. 

Nevertheless, three development banks are currently focusing actively on increasing their 
outreach to disadvantaged borrowers and in remote areas.  The Tonga Development Bank 
operates lines of credit from the International Fund for Agricultural Development (IFAD) and 
the New Zealand Government for targeted lending.  Loans under these programs are means 
tested, and are restricted to borrowers on the outer islands.  The Cook Islands Development 
Bank has recently established revolving funds for small loans on the outer islands, and the 
Development Bank of Western Samoa has recently established a pilot project for lending to 
disadvantaged people.  The latter two programs are very new, and have not yet reached 
significant numbers of borrowers. 

Grameen replications 

Grameen replications are relatively new in the PICs.  However, the Liklik Dinau Abitore 
Trust in PNG is a close Grameen replication which started lending in 1994.  Similarly, the 
Women's Social and Economic Development Programme (WOSED) in Fiji is also lending 
according to Grameen principles.  The Western Samoan Government has just introduced a 
pilot project based largely on the WOSED program, and a similar project is expected to be 
introduced in Vanuatu in the near future.  So far, these Grameen replications have only lent to 
around 500 borrowers between them. 

Credit unions 

Most of the PICs have credit union movements.  In most cases these movements are 
dominated by urban-based unions of wage and salary earners.  However, some countries have 
encouraged the development of rural credit unions in villages or clusters of villages.  In 
Solomon Islands in particular, the credit union movement has an effective apex body which is 
actively seeking to expand outreach in rural areas. 

Revolving funds 

In the past, there have been numerous schemes in the PICs that may loosely be described as 
revolving fund schemes.  These schemes have generally reached only a small number of 
borrowers each.  Typically they have involved the establishment of a small loans fund, 
managed by a local government body or an existing community group such as a women's 
association.  All countries have some experience of such schemes, but they have been most 
prevalent in PNG and on the outer islands of Kiribati, Cook Islands and Tuvalu.  While some 
of these have been reasonably successful, most have suffered from low repayment rates and 
many have become dormant. 

Summary 

Hence there are arguably four major categories of microfinance programs operating in the 
PICs: development banks, Grameen replications, credit unions, and revolving funds.  
Nevertheless, there is a degree of overlap between them, and they are not mutually exclusive.  
For instance, development banks may operate revolving funds, as in the Cook Islands.  
Grameen replications may adopt various modifications, as with WOSED in Fiji.  Credit 
unions may obtain lines of credit from external sources as is proposed in Solomon Islands, 
and could in principle obtain lines of credit from development banks.  Revolving funds may 
incorporate aspects of the Grameen methodology into their lending programs, as has 
happened to a limited extent with the PNG Women's Credit Project.  Numerous other 
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permutations and combinations are possible, including self-help groups that seek to establish 
links into the mainstream institutions in the financial system. 

Notwithstanding the increase in the number and range of microfinance programs in recent 
years, however, most of these schemes have so far been unsuccessful in achieving significant 
outreach to disadvantaged households.  In PNG, Solomon Islands and Vanuatu in particular, 
the vast majority of people in the rural areas do not have access to any financial services in 
the formal sector of the economy.  In Fiji and Western Samoa access to savings facilities is 
more widespread, but credit schemes have so far reached only a very small proportion of 
disadvantaged and vulnerable people.  Hence in the larger countries in the region, 
microfinance schemes have very limited outreach at this stage.  In the smaller countries of 
Tonga, Kiribati, Cook Islands and Tuvalu there have been moves to establish schemes with 
more or less national coverage, but these are relatively new and in some cases may not be 
sustainable.  Clearly, the challenge is to find approaches which are capable of providing 
maximum outreach of financial services to disadvantaged and vulnerable people on a 
sustainable basis, and to establish the institutional framework to enable them to operate 
effectively.  These issues are considered in the following sections. 

 

4 Performance and Capacity of Microfinance Programs 

A Overview of the case studies 

This section analyses the five case studies of microfinance programs in the Pacific.  The case 
studies were selected to include a variety of different models in a number of different 
countries.  As such, they can shed light on the factors affecting the performance and capacity 
of microfinance programs that are common to the region, and to some extent on the 
advantages and disadvantages of each model in the Pacific context.  Nevertheless, reflecting 
the absence of well established programs in the Pacific, all are of very recent origin and none 
has extensive outreach or is operating on a sustainable basis.  Most are not well documented, 
making detailed analysis difficult.  Hence any conclusions must remain tentative at this stage. 

The Liklik Dinau Abitore Trust is based in Goroka in PNG.  It is an NGO established 
specifically to implement a UNDP microcredit and savings project.  It is governed by a seven 
member Board of Trustees with representatives from the PNG Banking Corporation, the 
UNDP, Government and NGOs.  The Trust made its first loans in August 1994, and had 334 
borrowers as at June 1996.  The lending procedure follows strictly the Grameen Bank model.  
Borrowers are means tested and organise themselves into groups of five, and undergo 
comprehensive training before they can obtain loans.  Loans are disbursed on a staggered 
2:2:1 basis, with the chairperson receiving her loan eight weeks after the first two borrowers.  
Loans are provided to individuals, but with groups collectively responsible for repayment.  
Loans are for twelve months with an interest rate of 15 per cent on the original principal, with 
a maximum amount of K300 (US$234) for the initial loan. 

The PNG Women's Credit Project was officially launched in March 1996, but various pilot 
projects have been operating since 1988.  It is coordinated by the Department of Home 
Affairs, but it is proposed to establish a National Steering Committee to govern the project.  
The project has been established in ten districts in eight provinces of PNG, and has up to 500 
current borrowers.  Each district association manages a revolving fund and determines its 
own lending policies, within broad guidelines established by the Department of Home 
Affairs.  The project employs some elements of the Grameen Bank methodology.  For 



 8

instance, borrowers must be members of village women’s groups, and groups guarantee the 
loans of individual members.  Normally, only one member of a group can borrow at a time.  
The maximum loan amount is K500 (US$389), with interest rates ranging from 10 to 20 per 
cent flat, and loan terms generally nine to twelve months. 

The Women's Social and Economic Development (WOSED) Programme in Fiji is managed by 
the Department of Women and Culture, and project staff are employees of the Department.  
The first loans were provided in April 1993, and there were 137 current borrowers as at June 
1996.  The program is quite decentralised, operating in nine districts in Fiji.  WOSED is a 
Grameen replication, with borrowers required to organise themselves into groups and 
undergo training before they can receive a loan.  All group members receive their loans 
simultaneously, and guarantee each others’ loans.  Loans are for eighteen months, with 
interest of 8 per cent calculated on the original principal and spread out over the eighteen 
months.  The first loan is for a maximum of F$500 (US$355). 

The credit union movement in Solomon Islands has greater outreach in the rural areas than 
the credit union movements of other PICs.  Moreover, since 1991, IFAD has been assisting 
the Solomon Islands Credit Union League (SICUL) to increase the number and outreach of 
credit unions in rural areas.  As of December 1995, there were 97 registered credit unions 
operating in rural areas, with a combined membership of 6,802.  SICUL is governed by an 
independent Board of Directors, and is responsible for organising and supervising the credit 
union movement and providing training.  Individual credit unions are in general responsible 
for their own credit policies, but the rate of interest on loans is fixed at 1 per cent per month 
on the reducing balance.  The first loan is generally limited to around SI$500 (US$140). 

The Tonga Development Bank is one of three development banks in the region that currently 
emphasises lending to the outer islands.  It has a network of branches on the outer islands, 
and also uses boats as mobile agencies in two of the outer island groups. The outer islands 
credit project, funded by IFAD, provides financial services to the outer islands with a 
particular emphasis on disadvantaged and vulnerable groups.  The project started in 1993, 
and as at December 1995 there were 1,595 current borrowers.  Borrowers are means tested, 
and loans may be to either individuals or groups, with individuals requiring a co-borrower to 
guarantee the loan.  The maximum loan amount is T$2,000 (US$1,640), but most loans are 
for considerably less.  Loans are for 12 or 24 months, with the interest rate ranging from 8.5 
to 10 per cent on the reducing balance. 

B Outreach to the disadvantaged 

Number of members 

All of the programs considered are relatively new and small.  This reflects the fact that 
microfinance has a short history in the South Pacific.  Programs based on rigorous principles 
and emphasising borrower discipline and repayment have an even shorter history.  The two 
Grameen replications, Liklik Dinau Abitore Trust and WOSED, have been lending for two 
and three years respectively, and have less than 500 borrowers between them.  The PNG 
Women’s Credit Project also has only a small number of borrowers.  While the rural credit 
unions in Solomon Islands has a total membership of nearly 7,000, it is not clear how many 
of these have been able to borrow substantial sums for income generating projects.  The 
programs referred to above are the largest microfinance programs in their respective 
countries, while Vanuatu and Western Samoa do not currently have any established programs 
in operation.  Hence microfinance programs currently reach only a very small proportion of 
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disadvantaged and vulnerable people in these countries.  In the larger PICs, there is a need 
for a dramatic increase in the outreach of microfinance. 

This unmet need has led to considerable pressure for existing programs to expand rapidly to 
provide financial services to ever-increasing numbers of clients.  Liklik Dinau Abitore Trust, 
PNG Women’s Credit Project and SICUL have all been subject to unrealistic targets for 
expanding the number of members.  WOSED has also been under pressure to expand quickly.  
However it should be borne in mind that all four programs are relatively new, and that all 
have significant needs in terms of capacity building and institutional strengthening (these are 
discussed in more detail below).  Too rapid expansion would stretch managerial resources 
and administrative systems, reducing the quality of the programs and jeopardising viability 
and sustainability over the medium term.  It is important that existing programs be expanded 
gradually, at a pace consistent with improvements in institutional capacity. 

The outer islands credit project in Tonga is currently reaching a substantial proportion of 
disadvantaged and vulnerable people, with current borrowers equal to perhaps one in six 
households on the outer islands.  The smaller island states of Kiribati, Cook Islands and 
Tuvalu also have programs which are able to reach a substantial proportion of people on the 
outer islands.  In the smaller PICs, access to microfinance is more widespread, and the main 
issues relate to quality and viability, rather than to the numbers reached. 

Targeting 

All five programs state in their objectives that they are intended to benefit poor or 
disadvantaged borrowers.  However, only two have explicit means tests for targeting 
disadvantaged borrowers.  Liklik Dinau Abitore Trust employs a means test based on a 
housing index, an income index, and an assets index.  Nevertheless, the absence of data on 
the distribution and characteristics of poverty in PNG makes it difficult to assess the extent to 
which the program targets the most disadvantaged.  Eligibility for the Tonga Development 
Bank’s outer islands credit project involves meeting a means test based on land holdings, 
cash income and ownership of assets.  However, it appears that the majority of households in 
the outer islands satisfy the means test. 

The PNG Women’s Credit Project seeks to exclude better-off women through various 
restrictions, while WOSED field officers subjectively determine whether borrowers are 
disadvantaged.  Credit unions in Solomon Islands serve all sections of the community.  While 
the rural financial services project seeks to reach people who are particularly vulnerable or 
disadvantaged, it defines these terms to include all people in the rural areas. 

Hence with the possible exception of Liklik Dinau Abitore Trust, the major microfinance 
programs in the Pacific do not focus strongly on targeting the most disadvantaged borrowers.  
This very largely reflects general community attitudes in the PICs.  As noted above, the 
concept of poverty is a highly sensitive issue.  It is frequently asserted that poverty does not 
exist in the Pacific.  None of the PICs has an official poverty line, nor have any endorsed 
estimates of the number of people living in poverty. 

Nevertheless, as noted above, the evidence suggests that there are large numbers of people 
living in poverty in the Pacific.  If microfinance programs are to play a role in poverty 
alleviation, it is clear that much better targeting is necessary.  An explicit focus on poverty is 
also likely to be necessary if programs are to continue to attract donor funding.  The Guiding 
Principles for selecting and supporting microfinance programs, as agreed by key donor 
agencies, state that programs seeking donor support should focus on the poor.  While this 
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focus need not be exclusive, it must entail a distinct commitment to reaching the poor.  
Microfinance programs should establish effective means tests to ensure that they target the 
most disadvantaged people in the community, whether exclusively or through specific 
targeted programs. 

Setting appropriate means tests is problematic.  Means tests developed in Asia or other 
regions are not necessarily appropriate for the PICs.  Conditions differ widely between the 
PICs, and means tests developed in one country will not necessarily be appropriate for other 
countries.  Moreover, work is only beginning in deriving appropriate measures of poverty 
and ‘vulnerability’, and there are very few estimates of the numbers and characteristics of 
people who fall into these categories.   Nevertheless, as noted above, the UNDP has recently 
calculated poverty lines for Fiji, based on minimum requirements of food, housing and 
clothing.  In addition, the UNDP is currently preparing a Sustainable Human Development 
Report for each country in the region, and the draft report for Western Samoa sets a basic 
needs ‘poverty’ line using the same methodology that was used in the Fiji study.  This work 
should be very useful in establishing means tests.  In developing means tests, microfinance 
programs should take into account work on the distribution and characteristics of poor and 
vulnerable people, by the UNDP and other bodies. 

Promotion and training 

Microfinance programs operating in the PICs adopt a variety of approaches for promoting 
their programs and training clients.  In the case of Liklik Dinau Abitore Trust, trust assistants 
target particular villages for introduction of the program, and undertake motivation work in 
those villages.  SICUL promotes the credit union movement through radio broadcasts and 
through field trips by its field officers.  The other programs essentially use existing 
government  and NGO networks to promote their programs.  Clearly, promotion techniques 
will differ widely depending on the particular institutional arrangements governing the 
program.  Nevertheless, it is clear that if programs are to reach the most disadvantaged, they 
need to be actively promoted to such groups.  In conjunction with establishing effective 
means tests, programs should refine their strategies for reaching the most disadvantaged 
borrowers. 

Training to clients differs substantially between the five programs.  The Tonga Development 
Bank provides no formal training, but a loans officer explains bank policies and borrowers’ 
obligations at the time of loan approval.  Liklik Dinau Abitore Trust provides intensive 
training to borrowers on its savings and loans program.  Similarly, SICUL provides training 
on members on the overall role of credit unions, and intensive training for office bearers on 
how to establish a credit union.  None of these programs provide business or technical 
training, although the Tonga Development Bank and Liklik Dinau Abitore Trust coordinate 
their programs with extension activities by government departments. 

WOSED, by contrast, provides both training on the loans program itself, and more general 
business training.  Clients are required to prepare a business plan before they can receive a 
loan.  A number of the district associations of the PNG Women’s Credit Project also provide 
compulsory business and technical training before borrowers can obtain a loan. 

Microfinance programs such as the Grameen Bank generally adopt the so-called ‘minimalist’ 
model, which holds that access to credit is itself sufficient to enable sustainable increases in 
living standards for the poor.  In this view, the poor already have the skills to engage in 
income-generating activities, and it is not necessary to provide more general technical and 
business training.  However, it is not clear that this view is appropriate in the South Pacific.  
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As noted above, the vast bulk of the labour force in the Pacific is engaged primarily in 
subsistence agriculture in the rural areas.  Most such people are engaged in little or no 
production of goods and services for the market.  The establishment of microenterprises 
involves a transition from producing for home consumption to producing for the market.  
Moreover, the very small size of the market in isolated rural communities limits the range of 
business opportunities.  Hence business and technical training are likely to be crucial inputs 
to establishing successful microenterprises. 

This does not mean that microfinance programs should necessarily provide such training 
themselves.  In many cases, it will be more efficient for other bodies, such as government 
agencies, to provide it.  There may also be advantages in maintaining such training at arm’s 
length from the microfinance program.  Nevertheless, programs should provide business and 
technical training for their clients, or coordinate their activities with other programs that 
provide such training. 

Savings facilities 

Liklik Dinau Abitore Trust, WOSED and the credit unions in Solomon Islands all offer 
voluntary savings facilities.  In the case of WOSED, however, members do not receive any 
interest on their savings and are not allowed to withdraw their savings, including their 
voluntary savings, before they have repaid their loan.  The Tonga Development Bank has 
recently introduced savings facilities on two of the outer islands, and is planning to introduce 
such facilities at all its branches and through its mobile agencies. 

There is considerable evidence that savings facilities are at least as important as loan 
facilities in alleviating poverty.  Given the lack of savings facilities and of an established 
culture of saving in the Pacific, this is likely to be even more true than elsewhere.  All 
microfinance programs should offer voluntary savings facilities as a matter of course, with 
interest paid on savings and voluntary savings able to be withdrawn on call. 

All of the programs except for the Tonga Development Bank require compulsory savings as a 
condition of receiving loans (while the PNG Women’s Credit Project does not provide any 
savings facilities, it requires groups to establish a group account with the PNG Banking 
Corporation).  A compulsory savings requirement can be important in enhancing borrower 
commitment and discipline, especially in the South Pacific where repayment rates tend to be 
low.  All programs should require that potential borrowers should establish a minimal savings 
record, whether achieved through voluntary or compulsory savings, as a precondition for 
borrowing. 

C Viability and sustainability 

Operational and financial self-sufficiency 

While data limitations preclude reliable estimates in most cases, all of the programs studied 
are currently operating at low levels of self-sufficiency.  Estimates of self-sufficiency are 
outlined in Table 2. 
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Table 2: Estimates of Operational and Financial Self-Sufficiency, 1995 

 OSS (1) FSS (2)

Liklik Dinau Abitore Trust 18.2% 16.9% 

PNG National Women’s Credit Project na   na    

Women’s Social and Economic Development (WOSED) programme 1.3% 1.3% 

Solomon Islands rural credit unions 
- Solomon Islands Credit Union League (SICUL) only 

35.4% 
10.4% 

28.0% 
(3)    

Tonga Development Bank - outer islands credit project 22.3% 17.5% 

 

(1) Operational self-sufficiency, measured as income from the program as a percentage of 
operational expenses (ie. administrative costs and loan losses). 

(2) Financial self-sufficiency, measured as income from the program as a percentage of financial 
expenses (ie. administrative costs, loan losses and financing costs at non-subsidised interest 
rates). 

(3) The measure of financial self-sufficiency is not relevant to SICUL, because it does not directly 
make loans. 

 

These estimates should be treated with considerable caution.  Liklik Dinau Abitore Trust is 
the only program with a sufficient database to enable reliable estimates of operational and 
financial self-sufficiency.  The study also attempted to estimate self-sufficiency ratios for 
rural credit unions in Solomon Islands, the outer islands credit project of the Tonga 
Development Bank, and WOSED.  In each case, it was necessary to make a number of 
arbitrary assumptions, and the results should be interpreted with caution.  None of these 
institutions separates out all of the income and expenses relating to its microfinance program, 
and it was necessary to allocate some income and/or expense items between the microfinance 
program and other activities.  For the rural credit unions in Solomon Islands and the outer 
islands credit project of the Tonga Development Bank, the method used for allocating income 
and expenses means that self-sufficiency is probably overstated.  Moreover, not all relevant 
data were available, and some items had to be estimated or imputed.  In the case of the PNG 
Women’s Credit Project, the data were insufficient to enable any estimates of self-sufficiency 
to be made. 

Hence all of the programs studied currently have very low levels of self-sufficiency.  Self-
generated income covers only a small portion of expenses, and all rely on funding from donor 
agencies and/or government to meet the vast bulk of their expenses. 

To some extent, these low levels of self-sufficiency reflect the fact that the programs are all 
relatively new.  To date, all programs have been concerned primarily with service delivery 
and quality, rather than with cost effectiveness.  As they expand their outreach and become 
more experienced, they can be expected to increase their productivity and become more self-
sufficient.  There are also some specific measures that they could take to increase revenues 
and reduce unit costs, and these are discussed in the following sections.  All programs need to 
focus much more explicitly on the viability and sustainability of their microfinance activities, 
and develop strategies to improve their operational and financial self-sufficiency. 
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Nevertheless, it is clear that achieving self-sufficiency will be an enormous task.  There are a 
number of major impediments which are likely to prevent microfinance programs from ever 
achieving the levels of self-sufficiency possible in Asia and other regions.  These include the 
following: 

 Cost structures are much higher than in most other regions.  The small size of the PICs 
means that a high proportion of goods and services need to be imported, while the 
remoteness leads to very high freight costs.  This increases the administrative costs facing 
microfinance programs in many ways. 

 In most of the PICs, there are shortages of qualified workers.  The shortage of university 
graduates means that it is generally difficult to attract them into field staff positions, 
especially in more remote locations.  The scarcity of graduates also means that they can 
command high salaries.  In some countries such as PNG, it is even difficult to attract 
secondary school graduates.  High salaries increase costs, and the shortage of qualified 
workers reduces productivity. 

 Low population density and remoteness increase unit costs enormously.  The time 
required to get to remote villages, and the small number of potential clients in each 
village, make it difficult if not impossible to achieve the ratios of clients to field staff that 
are needed for sustainability.  Remoteness also necessitates investments in expensive 
transport equipment.  The diseconomies resulting from these factors can scarcely be over-
estimated. 

 Even if international best practice can be adopted, it is unlikely that the repayment rates 
achieved in Asia and other regions can be achieved in the Pacific. Wide fluctuations in 
economic activity, the lack of a wide range of income-generating activities and the 
presence of various grant schemes throughout the region may make it difficult to maintain 
high repayment rates.  In addition, some commentators have suggested that traditional 
cultural patterns in some Pacific societies may blur the distinction between gifts and loans.  
This view was also expressed by a number of Pacific Islanders during the preparation of 
this study. 

Given these factors, it remains to be seen if full financial self-sufficiency is a realistic option 
for microfinance programs in the Pacific.  In any case, it is clear that no program with 
significant outreach is likely to achieve self-sufficiency in the short or medium term.  The 
indicative ‘timetables’ for achieving self-sufficiency in the Guiding Principles agreed by 
donor agencies of three to seven years for operational self-sufficiency and five to ten years 
for financial self-sufficiency (Committee of Donor Agencies for Small Enterprise 
Development and Working Group on Financial Sector Development, 1995, p3) are unrealistic 
in the case of the PICs. 

Measures to increase revenues 

Notwithstanding these impediments, there are a number of steps that the programs could take 
to significantly increase their self-sufficiency.  As noted above, programs will automatically 
increase their revenues as they expand their outreach.  Attracting more repeat borrowers with 
larger loans will also lead to increased revenues. 

Another measure is to increase effective interest rates.  Liklik Dinau Abitore Trust charges 
the highest effective interest rate of 29.4 per cent per year.  Even this is lower than the 
effective interest rates of 30 to 50 per cent of higher often charged by successful 
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microfinance programs in Asia and other regions.  The other programs studied all have very 
low effective interest rates, in the range of 8 per cent to 13 per cent.  These interest rates are 
well below what would be necessary for sustainability under even the most favourable 
circumstances. 

Anecdotal evidence of informal moneylenders charging very high interest rates in a number 
of countries in the region suggests that disadvantaged borrowers would be willing and able to 
pay substantially higher interest rates.  All programs other than Liklik Dinau Abitore Trust 
should increase their effective interest rates significantly.  This need not require big increases 
in nominal interest rates.  Those programs that currently charge interest on the reducing 
balance (Solomon Islands rural credit unions, Tonga Development Bank) could charge 
interest on the original principal, while those programs that already charge interest on the 
original principal (Liklik Dinau Abitore Trust, PNG Women’s Credit Project, WOSED) 
could reduce the length of their loans.  These measures would lead to increases in effective 
interest rates even if nominal interest rates remained unchanged. 

Measures to reduce unit costs 

It is also important that programs focus strongly on reducing unit costs.  In large part, this 
involves increasing dramatically the ratio of clients to field staff.  The two Grameen 
replications, Liklik Dinau Abitore Trust and WOSED, have very low ratios of clients to field 
assistants of 37 and 11 respectively in 1995.  Reflecting the nature of their operations, SICUL 
and the Tonga Development Bank have much higher ratios of clients to field assistants (1,701 
and 319 respectively), but have large head offices relative to the number of disadvantaged 
borrowers.  The PNG Women’s Credit Project does not have field staff, but has only a small 
number of borrowers per District Association. 

At present, all of the programs tend to have small numbers of borrowers spread over large 
areas.  The study found that with the exception of the outer islands credit project of the Tonga 
Development Bank, all of the programs could achieve major reductions in unit costs by 
focusing their activities far more intensively than at present. 

Perhaps the best example of the scope for productivity increases is the PNG Women’s Credit 
Project.  At present, a relatively small number of borrowers, probably less than 500 in total, 
are spread over a huge geographical area spanning ten districts in eight provinces in PNG.  
Even within districts, borrowers are dispersed among numerous remote villages separated by 
rugged terrain, with the methodology of the project effectively meaning that there can be no 
more than one borrower in any one village at any one time.  WOSED borrowers are also 
highly dispersed, with 137 borrowers spread over nine districts.  In Solomon Islands, rural 
credit unions are spread thinly throughout the country.  Even in the case of Liklik Dinau 
Abitore Trust, which is concentrated around Goroka, the project villages are dispersed and 
not necessarily contiguous to each other.  The dispersion increases unit costs significantly.  
Obviously, other things being equal, it is far more cost effective to service a given number of 
borrowers in one village or in a small cluster of villages than to service the same number of 
borrowers spread over a large area.  This is especially so given the low population density 
and lack of infrastructure in many parts of the Pacific. 

It is therefore important that the projects establish themselves far more intensively with more 
borrowers in smaller areas.  Ideally, programs should restrict themselves to a small number of 
districts.  Within these districts, projects should establish themselves intensively in a small 
number of contiguous villages.  It is important that these issues be addressed as a matter of 
urgency if programs are to improve their sustainability. 
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The issues facing the outer islands credit project of the Tonga Development Bank are 
somewhat different.  Like the other programs, borrowers are highly dispersed.  However, this 
reflects the low population densities on the outer islands.  The project has already achieved 
significant coverage of its target group, and it is not clear to what extent it could be 
expanded.  As such, the Bank will need to explore other ways of reducing its unit costs.  For 
instance, it would be appropriate to consider linkages with NGOs and self-help groups.  One 
possibility would be to seek to extend lines of credit to local communities, NGOs and other 
groups on the outer islands, which could in turn provide loans to individual borrowers.  This 
is similar to the approach currently being adopted by the Cook Islands Development Bank.  A 
possible alternative would be for the bank itself to lend directly to self-help groups, without 
using an NGO as the intermediary. 

Repayment rates 

Most microfinance programs in the PICs have had very low repayment rates.  Virtually all 
types of microfinance programs have been affected, including revolving funds, credit unions, 
programs by development banks, and other government programs.  Frequently, the capital 
base has quickly been eroded by the failure of borrowers to repay their loans, and programs 
have become dormant. 

Repayment rates for most of the programs included in this study are higher than for most 
other programs in the Pacific, but are relatively low by any other standard.  The best 
repayment rate is that achieved by Liklik Dinau Abitore Trust.  The Trust had a cumulative 
repayment rate, calculated as total repayments collected as a percentage of repayments due, 
of 91.4 per cent as at June 1996.  While this is lower than successful microfinance programs 
in Asia and other regions, it is significantly higher than that achieved by virtually any other 
microfinance program in the Pacific.  Liklik Dinau Abitore Trust closely follows the 
Grameen Bank model, and is the most rigorous of the five programs in terms of repayment 
discipline.  It demonstrates that if the Grameen model is followed closely, reasonable 
repayment rates are possible in the Pacific. 

Only two of the other programs were able to provide data on repayment rates.  WOSED had a 
cumulative repayment rate of 71.6 per cent as at June 1996, whilst the outer islands credit 
project of the Tonga Development Bank had a repayment rate of 68.3 per cent in 1995.  The 
repayment performance for these two institutions requires attention.  SICUL advised that 
rural credit unions have achieved a repayment rate of 92 per cent in 1996, but it is not clear 
what this figure relates to or how it was calculated.  In the case of the PNG Women’s Credit 
Project, data provided by the Gumine Association indicated a repayment rate of around 83 
per cent, but other Associations were not able to provide any data. 

All programs should adhere to the key features of the Grameen Bank model, such as 
compulsory savings requirements, group formation, the use of group guarantees, and 
intensive training and motivation of borrowers, as much as possible.  All programs should 
continuously monitor their repayment rate, measured as repayments collected as a percentage 
of repayments due in the particular period, as a management tool. 

Financial management and reporting 

All of the programs require significant improvement in financial management and reporting.  
Liklik Dinau Abitore Trust has the most comprehensive reporting arrangements.  It produces 
monthly reports on the progress of the program, covering data on the number of borrowers 
and groups, savings balances, number and amount of loans outstanding, repayment rates, and 
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interest collected.  These reports provide considerable information that is useful for managing 
the program.  Profit and loss statements and balance sheets are also prepared regularly.  The 
program was readily able to provide just about all of the data required for this study, which 
cover portfolio and outreach, income and expenses and balance sheet data, and are broadly in 
line with the minimum reporting information set out in the Guiding Principles agreed by 
donor agencies (Committee of Donor Agencies for Small Enterprise Development and 
Working Group on Financial Sector Development, 1995).  Nevertheless, a recent UNDP 
mission noted a number of weaknesses in day-to-day financial management, such as holding 
excessive cash balances and inadequate financial control systems.  It considered that it was 
important to improve financial management capacity. 

None of the other programs were readily able to provide the data specified in the minimum 
reporting information under the Guiding Principles.  WOSED has recently instituted 
significant improvements in financial reporting, but because the new system has only 
recently been introduced, historical data are not always readily available.  Moreover, the data 
still relate primarily to cash flows, and a number of income and expense items relating to the 
program are not separately identified.  WOSED is working to further improve its financial 
reporting. 

SICUL requires monthly reports from individual credit unions, but it is very difficult to 
ensure that reports are provided on a timely basis.  The recent opening of offices on the outer 
islands has already improved data collection, and will enable SICUL to better monitor the 
activities of individual credit unions.  The monthly reports provide useful profit and loss and 
balance sheet information, but do not appear to provide a great deal of information on 
outreach.  For instance, data are not available on the number of borrowers, as distinct from 
the number of credit union members.  The Tonga Development Bank does not maintain much 
data specific to the outer islands credit project.  It maintains data on loan disbursements and 
the number of borrowers, but income and expenses relating to loans under the project are not 
separately identified.  The PNG Women’s Credit Project does not currently have a centralised 
database, and individual  district associations are required to maintain their own data.  Data 
relate to cash flows rather than income and expenses, with the quality varying markedly 
between associations.  Hence at present, none of the programs except Liklik Dinau Abitore 
Trust collect sufficient data for internal management purposes. 

Where programs focus on cash flows rather than income and expenses, it is not readily 
apparent whether they are funding their operations from their income or by running down net 
assets.  Income and expenses should be measured, and subsidies from donors or government 
should be separately identified.  Where expenses relating to the microfinance program are not 
separately identified, it is not possible to assess the extent to which the program is self-
sufficient, or to measure the impact of changes designed to improve cost effectiveness. 

All programs should regularly produce, as a minimum, the minimum reporting information 
set out in the Guiding Principles agreed by donor agencies. 

Management and staff training 

As noted above, most of the programs need to address a number of core issues relating to 
microfinance provision.  These include improving lending policies and procedures, 
developing effective means tests to target disadvantaged people, developing strategies for 
improving self-sufficiency, improving financial management, and developing effective 
financial and management information systems.  The fact that these issues have not already 
been systematically addressed suggests a need for improved management. 
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The shortage of qualified workers is a problem in the PICs, although the situation differs 
significantly between countries.  In PNG there are severe shortages of university graduates, 
and it is difficult even to find secondary school graduates to work as field staff.  Field staff 
generally only have education up to grade ten level.  Lack of qualified staff is a major 
constraint for both Liklik Dinau Abitore Trust (which currently relies heavily on a UNDP-
funded technical advisor who is performing the role of project manager), and the PNG 
Women’s Credit Project.  The availability of qualified workers is much greater in Fiji, Tonga 
and to a lesser extent Solomon Islands, with the programs in those countries generally 
recruiting secondary school graduates and some university/college graduates as their field 
officers. 

With the exception of the PNG Women’s Credit Project, all of the programs place 
considerable emphasis on staff training.  At Liklik Dinau Abitore Trust, the technical advisor 
allocates much of his time to training field staff.  SICUL staff receive exposure to all aspects 
of the work of the organisation over their first six months.  Staff at WOSED and the Tonga 
Development Bank receive general induction training, plus some specific training relating to 
the microfinance programs.  Nevertheless, WOSED considered there was a need for 
improvements in staff training, and this is certainly true for the other programs as well. 

The dispersion of many programs and the low population densities in the Pacific underline 
the importance of staff training by requiring staff to operate with less supervision and support 
than is available in more densely populated regions.  At the same time, these features make 
training more expensive.  This may require innovative ways of providing ongoing training 
and support to staff. 

There is a critical need for managers to have much greater exposure to core concepts of 
microfinance provision and international best practice if programs are to be developed 
systematically to maximise outreach on a sustainable basis.  Programs should focus on staff 
training as an integral component of addressing issues such as lending policies and 
procedures, means testing, financial management, and information systems. 

D Resource mobilisation 

Grant funds 

As noted above, all programs have low levels of self-sufficiency, and rely heavily of grants 
from donor agencies or allocations from government for all aspects of their operations.  
Liklik Dinau Abitore Trust relies on funding from a variety of sources.  Administrative costs 
are met through grant funds from government and the Foundation for Law, Order and Justice, 
an NGO that was instrumental in establishing the Trust.  The UNDP has provided technical 
assistance for capacity building, and government and AusAID have provided grants for 
loanable funds.  The PNG Women’s Credit Project has received extensive support from the 
PNG Government for both administrative expenses and loanable funds.  The New Zealand 
Government has also provided some money for loanable funds. 

Administrative costs of the WOSED programme have been met essentially by the Fiji 
Government through the Department of Women and Culture.  Seed capital has come 
primarily from the New Zealand Government, with a number of other donors such as the 
South Pacific Commission, British ODA and the US Peace Corps also providing assistance.  
SICUL has been strongly supported by the IFAD project, which has met most of its 
administrative costs and capacity building needs.  It has also received support from a number 
of other bodies, including the Central Bank of Solomon Islands, AusAID, NZODA, US Peace 
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Corps, Hanns Seidel Foundation and the Credit Union Foundation of Australia.  The outer 
islands credit project of the Tonga Development Bank is extensively supported by IFAD, 
through a line of credit for lending, and funding for capacity building.  The project is also 
heavily cross-subsidised by the Bank’s other operations.  The Bank itself has received 
support from a number of donor agencies, most notably the New Zealand Government and 
the Asian Development Bank. 

The analysis above suggests that it will be difficult for microfinance programs to achieve 
self-sufficiency, and that they will need access to funds from donor agencies and 
governments for a considerable period of time.  This may not conform to the usual time 
frames for projects implemented by donors agencies.  For instance, IFAD support for both 
the rural financial services project of SICUL and the outer islands credit project of the Tonga 
Development Bank is due to finish in 1998, but it is clear that neither program will be self-
sufficient by that stage.  Unless further funding can be secured, whether from IFAD or some 
other source, it is highly likely that the services and facilities built up under the projects will 
not be able to be maintained. 

Donors and governments should be realistic about the time frames necessary for 
microfinance programs to reach sustainability in the South Pacific, and should be prepared to 
make long term commitments to fund such programs.  Funding will be necessary for 
administrative expenses, institutional strengthening and loanable funds. 

Commercial funds 

At present, loanable funds for all of the programs except for the rural credit unions in 
Solomon Islands have come almost entirely from grants from donor agencies or governments.  
In the case of Liklik Dinau Abitore Trust and WOSED, these have been supplemented by 
members’ savings.  The rural credit unions in Solomon Islands source their lending entirely 
from members’ savings.  None of the programs have accessed commercial funds from 
commercial banks or other sources.  This is unlikely to be a realistic option until programs 
are operating on a much more sustainable basis and are able to cover the cost of servicing 
such funds.  Clearly, however, programs should work towards accessing commercial funds 
over the medium term. 

E Policy and macro factors 

Governance 

Microfinance programs in the PICs have a wide variety of governance arrangements.  The 
credit union movement in Solomon Islands is in the non-government sector, and SICUL has 
an independent Board of Directors drawn from individual credit unions.  Liklik Dinau 
Abitore Trust is an NGO set up specifically to administer the microfinance program, with 
representatives from both the government and non-government sectors.  The Tonga 
Development Bank is owned 96 per cent by the Government of Tonga, but is governed by an 
independent Board of Directors.  WOSED and the PNG Women’s Credit Project are 
managed entirely by government departments with no independent governance structure, but 
both are intending to establish themselves as NGOs.  In most cases, the current governance 
arrangements appear to work reasonably well.  Nevertheless, a number of the programs 
appear to have been driven largely by one or two highly committed individuals.  While this is 
often difficult to avoid, it is clearly important that programs seek to establish a body of 
committed directors and stakeholders, so that they do not rely too heavily on the continued 
dedication of one or two people. 
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WOSED and the PNG Women’s Credit Project should move to an independent governance 
structure as soon as possible.  This offers a number of potential advantages.  It would reduce 
the influence of political considerations; in one project, it was suggested that decisions on the 
scale of the project partly reflected political considerations rather than management capacity.  
It would also widen the pool of expertise available to manage the programs.  Importantly, it 
would enable greater flexibility in the use of staff, and in linking remuneration to 
performance.  Removing the project from the sphere of government may also encourage 
higher repayment rates by making it easier to give the program a commercial orientation. 

Government policy, regulation and supervision 

Governments have been supportive of all of the programs included in the study.  The PNG 
Women’s Credit Project and WOSED have relied on government for most of their funding, 
and the other three programs have also received funding, directly or indirectly, from 
government.  None of the programs considered that they were restricted in any way by 
government regulations.  While some countries impose minimum capital requirements or 
other requirements on institutions accepting deposits from the general public, or have usury 
laws, the programs did not consider that such requirements constrained their operations. 

Liklik Dinau Abitore Trust, the PNG Women’s Credit Project and WOSED are not regulated 
in any way, and are not supervised by the central banks in PNG or Fiji.  There is no external 
body which regularly monitors their financial performance.  The Tonga Development Bank is 
subject to prudential supervision by the National Reserve Bank of Tonga, but this relates to 
its operations as a whole, rather than to its microfinance program.  By contrast, the credit 
union movement in Solomon Islands is regulated by the Central Bank of Solomon Islands.  
The requirements are essentially prudential in nature, and do not appear to restrict the 
operations of the credit union movement.  Indeed, active monitoring and supervision by the 
Central Bank has played a very positive role in supporting the movement and identifying 
areas where further attention is needed, such as in the accounting framework and 
computerisation. 

Most central banks in the region have recently been focusing on issues relevant to 
microfinance.  For instance, a number of countries recently attended an ESCAP workshop on 
informal financial systems, held in June 1996 (see Belloni, August 1996).  The Reserve Bank 
of Fiji is planning to hold a national conference on microfinance in 1997.  Since 1988, the 
Bank of PNG has been conducting a program to re-vitalise and redevelop the savings and 
loan society movement.  It is important that central banks maintain the momentum on these 
issues. 

Governments and central banks should consider how they can best support the development 
of microfinance and rural financial services on a sustainable basis.  This is likely to include 
developing overall strategies for the provision of financial services to disadvantaged people, 
and establishing supportive arrangements for monitoring and supervising microfinance 
programs. 

In the past, donor agencies and governments in the Pacific have frequently supported small 
grant schemes, or ‘soft’ loan schemes that have not been effectively administered and have 
been treated as grants rather than loans.  Small grant schemes operate flexibly, and can play a 
useful role in funding community facilities such as educational and health equipment, small 
scale infrastructure, etc.  However, a number of programs commented that if they are not 
properly administered, such schemes can undermine the climate for microfinance.  If people 
have access to open-ended grants or ‘soft’ loans from some other source, or see that their 
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neighbours are taking advantage of such schemes, they are less likely to repay their loans 
from genuine microfinance programs.  Donor agencies and governments should only provide 
small grants to community groups for genuine community projects.  They should not provide 
grants to individuals, or for income-generating projects.  They should not support small loan 
schemes unless they are established on a rigorous basis with mechanisms to ensure high 
repayment rates. 

 

5 Institutional Strengthening and Capacity Building 

As noted above, financial services to disadvantaged people and in rural areas of the Pacific 
are currently very limited, especially in the larger countries.  There is a critical need for 
existing microfinance programs to improve their outreach and sustainability, and for new 
programs to be developed.  This will require a considerable commitment of resources from 
donor agencies and governments.  Over the short to medium term at least, funds will be 
necessary for administrative expenses, institutional strengthening and seed capital.  Funding 
administrative expenses and providing seed capital is relatively straightforward.  Clearly, 
however, such funding will not lead to sustainable microfinance with maximum outreach if 
there is insufficient attention to the institutional strengths and capacities of the programs that 
are supported. 

To a large extent, developing institutional capacity will depend on the commitment of the 
programs themselves.  Nevertheless, support from donor agencies is likely to be necessary in 
a variety of areas.  A number of these have been identified in this study.  These include 
training staff and clients, improving lending policies and procedures, developing effective 
means tests to target the most disadvantaged people in the community, developing strategies 
for improving operational and financial self-sufficiency, improving financial management, 
developing effective financial and management information systems, and establishing 
effective and independent governance structures. 

In addition, governments and central banks may require technical assistance for developing 
the overall policy framework for microfinance.  Assistance may be necessary for developing 
overall strategies for the providing financial services to disadvantaged people on a 
sustainable basis, and establishing arrangements for monitoring and supervising microfinance 
programs that support the development of microfinance on a sustainable basis. 

There is a wide range of ways in which donor agencies may provide technical assistance for 
institutional strengthening and capacity building in the PICs.  Some possible approaches are 
listed below; the list is by no means exhaustive, but is intended to stimulate discussion as to 
how technical assistance may be provided in a flexible and cost effective manner. 

 Donor agencies and governments supporting particular institutions or programs should 
incorporate assistance for institutional strengthening and capacity building in their overall 
packages. 

 National workshops on microfinance may be useful in developing national strategies for 
microfinance and identifying issues and constraints.  These workshops should involve a 
broad selection of interested parties, including government officials, central banks, 
commercial banks, development banks, microfinance programs, credit unions, donor 
agencies, regional organisations, user representatives, training agencies and other relevant 
bodies.  The Reserve Bank of Fiji is planning to hold a national workshop in 1997. 
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 It may be worth considering establishing a small technical advisory unit, consisting of 
one or two advisors, to provide short term technical assistance on microfinance issues to 
governments and microfinance programs.  Such a unit could be based in an existing 
regional organisation, and could be modelled on the IMF/UNDP Pacific Financial 
Technical Assistance Centre, which provides advisors on fiscal policy, banking 
supervision, tax administration and statistics for short-term assignments.

 It may also be worth considering a regional training program.  The Hanns Seidel 
Foundation and the Credit Union Federation of Australia (funded by AusAID) support the 
credit union movement through a series of local, national and regional training workshops.  
These arrangements provide flexible support to individual credit union leagues, and 
provide a mechanism for sharing information and experiences within the region.  This 
kind of approach could be extended to microfinance more generally, with workshops 
focusing on issues such as those listed above. 

 

6 Models of Microfinance 

As noted above, there is a variety of types of microfinance programs in the PICs.  The case 
studies have included examples of each of the major types.  The question arises as to whether 
some models work better than the others in terms of providing sustainable microfinance with 
maximum outreach. 

It is unlikely that one approach would be appropriate for all PICs, or for all regions within 
individual PICs.  The PICs vary enormously in terms of their geography, population density, 
infrastructure, and social and economic characteristics.  The policy environment and the 
strength of existing institutions varies greatly between and within PICs. 

Moreover, some countries have already invested heavily in one type of program as a means 
of providing financial services in the rural areas.  For instance, the Solomon Islands 
Government has made an implicit policy decision that the credit union model is most 
appropriate for providing financial services in the rural areas.  The Government of Tonga has 
established a similar role for the Development Bank in the outer islands.  While they have not 
committed themselves to the same degree, Kiribati, Cook Islands and Tuvalu have all 
established revolving funds on the outer islands, albeit with quite different management 
structures.  Clearly, in the more remote and lightly populated areas, as in all five cases noted 
above, it would not be feasible to establish competing microfinance programs.  While 
existing programs may need to be modified in some cases, it is unlikely that it would be cost-
effective to establish alternative systems that did not make use of the infrastructure already in 
place.  This is especially so in Solomon Islands and Tonga. 

Nevertheless, this section offers some brief and tentative comments on the advantages and 
disadvantages of each of the four models, and how they may be modified to best suit the 
circumstances of the Pacific. 

Grameen replications 

It has sometimes been argued in the past that Grameen replications are not appropriate in the 
Pacific.  Nevertheless, the experience of Liklik Dinau Abitore Trust and WOSED suggests 
that Grameen replications have a number of advantages over other types of microfinance 
programs.  The case of Liklik Dinau Abitore Trust in particular demonstrates that group-
based lending, combined with intensive motivation and follow-up of borrowers, can lead to 
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higher repayment rates than are likely to be achieved under other models.  The emphasis on a 
cadre of well-trained and professional field staff greatly facilitates consistency in areas such 
as means testing and lending policies, and makes it much easier to maintain accurate and 
timely data on outreach and financial performance.  In turn, these features make it easier for 
management to monitor programs and to take effective remedial action as necessary.  These 
factors are all likely to be particularly important in the Pacific, where there is a history of 
ineffective programs with poor repayment rates and inadequate management information 
systems. 

Nevertheless, Grameen replications have high overheads compared to some alternatives such 
as credit unions and revolving funds.  The very factors that make them effective, such as 
reliance on professional field staff and intensive motivation and follow-up of borrowers, also 
increase overheads.  They are only likely to be cost-effective when each field officer serves a 
large number of borrowers - perhaps 150 to 200 or even more.  In many parts of the Pacific, 
low population densities, remoteness and poor infrastructure render this impossible.  
Grameen replications are most likely to be feasible in those areas with relatively large 
populations and population densities, and reasonable infrastructure.  This could include areas 
such as the main islands of Fiji and Western Samoa, the highlands and urban areas of PNG, 
and the areas around the capitals in Solomon Islands, Vanuatu and Tonga.  Grameen 
replications are not likely to be cost effective in the more isolated areas, in the smaller island 
states, or on the outer islands in any of the PICs. 

It is sometimes argued that Grameen replications need to be modified to reflect the conditions 
of the Pacific.  However, it is not clear that this is the case, or if so how the model should be 
modified.  Liklik Dinau Abitore Trust has tended to follow the Grameen model more closely 
than WOSED, and has been somewhat more successful on most measures (eg. repayment 
rates, self-sufficiency), despite the more difficult operating environment in PNG.  Indeed, it 
could be argued that the disciplines of the Grameen model are even more important in the 
Pacific than elsewhere.  Where the Grameen model is used, it would seem appropriate to 
follow it as closely as possible unless there are strong reasons for modifying it.  Nevertheless, 
one desirable modification is to link lending with business and technical training for 
borrowers.  Intuitively, the lack of market sector activity in many areas of the Pacific makes 
the minimalist approach to the provision of microfinance suspect, if not inappropriate. 

Development banks 

The record of development banks in providing micro loans in the PICs is generally not good.  
Most development banks have offered microfinance programs in the past, but have found 
them to have high administrative costs and low repayment rates.  Their structure makes it 
difficult for them to reach the most disadvantaged borrowers in remote areas and to undertake 
intensive follow-up, while the use of traditional banking practices designed for much larger 
loans leads to high transaction costs. 

To some extent, the outer islands credit project of the Tonga Development Bank highlights 
these difficulties.  The Tonga Development Bank is generally regarded as one of the most 
successful and professional development banks in the region.  It has actively targeted 
borrowers in the more remote areas, and has used some innovative approaches to reach such 
borrowers and to increase repayment rates.  Nevertheless, the program is heavily subsidised 
by the other operations of the bank, and repayment rates are below those achieved by the 
Grameen replications.  It is difficult to see, within the framework of normal banking 
operations, how the cost-effectiveness of the program can be improved substantially.  Given 
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the overall strength of the Tonga Development Bank, it is unlikely that other development 
banks could operate such programs more effectively.   

The Tonga experience suggests that if development banks are to engage in microfinance, it is 
appropriate that they consider more innovative approaches to lending.  It may be possible to 
increase repayment rates and reduce transaction costs by lending through local communities, 
NGOs and self-help groups.  The Cook Islands Development Bank has recently established 
revolving funds for small loans on the outer islands.  The funds are managed by committees 
on each island, with the bank setting overall guidelines, providing training and managing the 
program from a distance.  It would be appropriate to monitor the program carefully as a 
possible model for other development banks in other PICs. 

Credit unions 

Credit unions have considerable potential as a channel for extending microfinance in the 
PICs.  In more isolated communities and on small islands, where intensive monitoring and 
supervision of borrowers is not feasible, credit unions and revolving funds may be the only 
feasible options.  Credit unions have a number of attractive features.  They provide both 
savings and loans facilities, and by emphasising savings before credit they encourage 
borrower  discipline.  As NGOs, they are more independent and less subject to political 
interference.  And where effective apex bodies exist, there is a framework for promotion, 
training, monitoring and supervision. 

To increase their outreach in rural areas, credit union movements will require considerably 
more technical and financial support than they have received to date.  A well-resourced and 
skilled apex body is necessary to actively promote the movement in the rural areas.  
Currently, only the Solomon Islands Credit Union League is significantly expanding its 
outreach in rural areas, and this is only possible because of extensive funding and technical 
assistance under the IFAD project.  With the exception of Fiji, the other apex bodies do not 
have the resources to supervise and monitor existing credit unions effectively, let alone 
undertake significant promotional work. 

The credit union movement as it currently operates in the PICs has two drawbacks as a 
channel for extending microfinance.  First, credit unions generally operate on the principles 
of universality and non-discrimination.  At present they do not target particular groups, or 
apply means tests to potential members.  Nevertheless, to the extent that they are able to 
expand their outreach in the more remote areas, it is likely that many of the beneficiaries 
would be relatively disadvantaged and/or vulnerable.  It would also be possible for credit 
unions to establish particular programs or targets for providing services to disadvantaged and 
vulnerable people, as has happened in some countries in other regions such as Sri Lanka. 

Second, where credit unions have provided services in rural areas, these have generally 
focused on savings rather than credit.  Generally, rural credit unions lend only small amounts 
to individual borrowers, and largely for provident purposes rather than for income generating 
activities.  While the provision of savings services in rural areas is extremely important, 
credit unions will need to allow members to borrow sufficient sums for income-generating 
activities if they are to become fully effective microfinance institutions.  As they develop 
more experience, it is likely that they will develop guidelines to facilitate this.  This may also 
require them to tap into alternative sources of funds, such as grants or soft loans for seed 
capital from donor agencies or governments, or lines of credit from commercial banks or 
development banks. 
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Revolving funds 

Revolving fund schemes have been used in a wide variety of settings in the Pacific.  While 
they have been used extensively in PNG and have been tried in all of the PICs, they have 
been particularly prevalent in the small and remote outer islands of Kiribati, the Cook Islands 
and Tuvalu.  Typically, such revolving funds are administered by a committee chosen by the 
local community, such as the Island Council or some similar body.  The majority of such 
funds have been unsuccessful, in that repayment rates have been low and the value of the 
funds has been quickly eroded.  As a general rule, revolving funds are likely to be less 
effective than credit unions.  They do not generally provide savings facilities, and by 
emphasising credit rather than savings they do not encourage borrower discipline.  Moreover, 
they are often government run, sometimes causing the funds to be seen as grants rather than 
loans, and providing scope for political interference at different levels. 

Nevertheless, the success of revolving funds and self-help groups in many other countries 
suggests that certain features or structural and procedural reforms may increase the chances 
of revolving funds operating successfully.  Three of these are particularly apposite and worth 
highlighting. 

 First, it would seem appropriate to have a savings requirement before people are eligible 
to borrow, in order to encourage greater discipline among borrowers.  This is a feature of 
the outer islands revolving funds recently established by the Cook Islands Development 
Bank. 

 Second, an effective apex body is necessary to provide training, and monitoring and 
supervision.  It is likely that this role will be performed most effectively by an institution 
with existing infrastructure and expertise in this area, such as a development bank.  
Alternatively, a small but well trained secretariat could be established specifically to 
perform this role. 

 Third, an explicit means test may be necessary if such schemes are to benefit genuinely 
disadvantaged and vulnerable people.  For instance, an assessment of outer islands 
revolving funds in Kiribati found that most loans went to people who were government 
employees or who were receiving remittances, with very few loans going to people who 
were not wage and salary earners. 

 

7 Summary and Conclusions 

Currently, most of the PICs are emphasising private sector development.  Moreover, despite 
the lack of official recognition, there is emerging evidence of significant poverty in the 
region.  Microfinance has a potentially important role to play, both in encouraging cash-
generating activities in the informal sector of the economy, and in poverty alleviation.  
However, there are a number of constraints to sustainable microfinance, including low and 
highly dispersed populations, the lack of transport and communications infrastructure in 
many areas, and the nature of the subsistence economy. 

There has been an increase in the number of microfinance programs in the PICs in recent 
years, with the most common programs being development bank schemes, revolving funds, 
credit unions, and most recently Grameen replications.  However, most of these schemes 
have been unsuccessful, or are still at a very early stage of development.  In the larger 



 25

countries in the region in particular, microfinance schemes have very limited outreach, and 
most disadvantaged people and people in rural areas have little access to financial services. 

There are a number of issues that need to be addressed if microfinance programs are going to 
increase their outreach to the disadvantaged on a sustainable basis. 

 

 

 

Outreach to the disadvantaged 

There is a need for a dramatic increase in the outreach of microfinance.  At the same time, it 
is important that existing programs be expanded gradually, at a pace consistent with 
improvements in institutional capacity. 

With the partial exception of Liklik Dinau Abitore Trust, the major microfinance programs in 
the Pacific do not focus strongly on targeting the most disadvantaged borrowers.  
Microfinance programs should establish effective means tests to ensure that they target the 
most disadvantaged people in the community, and refine their strategies for reaching such 
people. 

The so-called ‘minimalist’ model, which holds that it is not necessary to provide general 
technical and business training to borrowers, is inappropriate in the Pacific.  Programs should 
provide business and technical training for their clients, or coordinate their activities with 
other programs that provide such training. 

Experience in the Pacific and other regions suggests that savings facilities are at least as 
important as loan facilities.  All programs should require compulsory saving as a 
precondition for borrowing, and should provide voluntary savings facilities, with voluntary 
savings able to be withdrawn on call. 

Viability and sustainability 

There are a number of major and unavoidable impediments to microfinance programs 
achieving self-sufficiency in the Pacific.  These include high cost structures, shortages of 
qualified workers, low population density and remoteness, and difficulties in achieving high 
repayment rates.  The indicative ‘timetables’ for achieving self-sufficiency in the Guiding 
Principles agreed by donor agencies (three to seven years for operational self-sufficiency, 
five to ten years for financial self-sufficiency) are unrealistic in the Pacific. 

Notwithstanding these impediments, all programs are currently operating at low levels of 
self-sufficiency.  While this partly reflects the fact that they are relatively new, all programs 
should develop strategies to improve their operational and financial self-sufficiency. 

Apart from Liklik Dinau Abitore Trust with an effective interest rate of 29.4 per cent per 
year, programs have effective interest rates between 8 and 13 per cent.  These are far too low 
for sustainability, and should be increased substantially.  This need not require large 
increases in nominal interest rates. 

Programs tend to have small numbers of borrowers spread over large areas, significantly 
increasing unit costs.  Programs should establish themselves far more intensively with more 
borrowers in smaller areas.  Ideally, programs should restrict themselves to a small number of 
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districts.  Within districts, programs should be establish themselves intensively in a small 
number of contiguous villages. 

While repayment rates for most of the programs included in this study are relatively high by 
Pacific standards, they are low by any other standard.  Programs should continuously monitor 
their repayment rates, and should adhere to the key features of the Grameen Bank model, 
such as compulsory savings requirements, group guarantees, and intensive training and 
motivation of borrowers, as much as possible. 

Financial management and reporting requires considerable improvement.  All programs 
should regularly produce, as a minimum, the minimum reporting information set out in the 
Guiding Principles agreed by donor agencies. 

Program management is another critical issue.  It is important that managers have much 
greater exposure to core concepts of microfinance provision and international best practice if 
programs are to be developed systematically to maximise outreach on a sustainable basis.  
While most programs emphasise staff training, they should focus on training as an integral 
component of addressing issues such as lending policies and procedures, means testing, 
financial management, and information systems. 

Resource mobilisation 

Given the constraints facing microfinance programs in the Pacific, they may need access to 
funds from donor agencies and governments for a considerable period of time.  Donors and 
governments should be realistic about the time frames necessary for programs to reach 
sustainability, and should be prepared to make long term commitments to fund them.  
Funding will be necessary for administrative expenses, institutional strengthening and 
loanable funds.  Nevertheless, programs should work towards accessing commercial funds, 
from commercial banks or other sources, over the medium term. 

Policy and macro factors 

Those programs which have not already done so should move to establish independent 
governance structures as soon as possible.  This is likely to reduce the scope for political 
interference and increase flexibility. 

Governments and central banks should consider how they can best support the development 
of microfinance and rural financial services on a sustainable basis.  This is likely to include 
developing overall strategies for the provision of financial services to disadvantaged people, 
and establishing supportive arrangements for monitoring and supervising microfinance 
programs. 

Small grants schemes should only be available to community groups for genuine community 
projects.  Donor agencies and governments should not provide grants to individuals, or for 
income-generating projects.  Neither should they support small loan schemes unless they are 
established on a rigorous basis with mechanisms to ensure high repayment rates. 

Institutional strengthening and capacity building 

As noted above, microfinance programs require technical assistance in a variety of areas.  
These include training staff and clients, improving lending policies and procedures, 
developing effective means tests to target disadvantaged people, developing strategies for 
improving self-sufficiency, improving financial management, developing effective financial 
and management information systems, and establishing effective and independent 
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governance structures.  Governments and central banks may also require technical assistance 
for developing the overall policy framework for microfinance. 

Donor agencies and governments supporting microfinance programs should incorporate 
assistance for institutional strengthening in all microfinance projects.  In addition, donor 
agencies should consider flexible, cost effective ways of supporting capacity building, such 
as funding national workshops on microfinance, establishing a small unit for providing short 
term technical assistance, and establishing a regional training program. 

Models of microfinance 

It is unlikely that one model of microfinance would be appropriate throughout the Pacific, 
given differences in population density, infrastructure, existing institutional arrangements, 
and other factors.  Grameen replications have a number of advantages over other models, but 
are expensive.  They are most likely to be feasible in those areas with relatively large 
populations and population densities, and reasonable infrastructure.  Where the Grameen 
model is used, it would seem appropriate to follow it as closely as possible unless there are 
strong reasons for modifying it. 

The structure of development banks makes it difficult for them to reach the most 
disadvantaged borrowers, while the use of traditional banking practices designed for much 
larger loans leads to high transaction costs.  If development banks are to engage in 
microfinance, they should consider innovative approaches to lending, such as lending 
through local communities, NGOs and self-help groups. 

Credit unions are likely to be particularly appropriate in more isolated communities and on 
small islands, where intensive monitoring and supervision of borrowers is not feasible.  They 
have a number of attractive features as microfinance institutions.  To fully realise their 
potential, however, they will need to establish particular programs or targets for providing 
services to disadvantaged people, and allow members to borrow sufficient sums for income-
generating activities. 

As a general rule, revolving funds are likely to be less effective than credit unions.  However, 
they are most likely to operate successfully where they impose a savings requirement before 
people are eligible to borrow, where there is an effective apex body to provide training, and 
monitoring and supervision, and where there is a means test to ensure they benefit the 
genuinely disadvantaged. 
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Part II Review of the Programs 

1 Introduction 

Microfinance is a relatively new concept in the Pacific island countries (PICs).  In the past, 
disadvantaged and vulnerable people, especially those on the outer islands and in more 
remote locations, have had very little access to financial services in the formal economy.  
However, in recent years there has been an increasing emphasis on extending the provision of 
financial services to such people.  Nine PICs are covered in the study, namely Cook Islands, 
Fiji, Kiribati, Papua New Guinea (PNG), Solomon Islands, Tonga, Tuvalu, Vanuatu and 
Western Samoa.  Information was derived from interviews with government officials and 
microfinance practitioners, visits to regional and international organisations, and a wide 
range of reports and other documents.  It was not possible to visit Cook Islands, Kiribati, 
Tuvalu or Western Samoa in connection with the study, so information on those countries is 
derived from secondary sources.  Section 11 summarises the key themes. 

2 Cook Islands 

Commercial banks 

Westpac Banking Corporation and ANZ Banking Group each have a branch in the Cook 
Islands.  In addition, both operate a small number of agencies on the outer islands.  In recent 
years, their lending activity has been constrained by a severe lack of liquidity, and loans have 
generally been provided only to the most creditworthy borrowers.  Lending is strongly 
focused on tourism and private housing on Rarotonga, with very little lending to agriculture 
and fisheries, or to the outer islands.  It is very unlikely that disadvantaged borrowers would 
be able to access loans from the commercial banks. 

The Cook Islands Savings Bank provides banking services in Rarotonga and operates through 
post offices on the outer islands.  Many people on the outer islands take advantage of the 
bank’s savings facilities.  However, lending is minimal, with surplus funds invested in the 
commercial banks and the development bank.  Loans are limited to a maximum of NZ$1,000 
(US$684) and do not require security, but applicants must be employed.  It is unlikely that 
many disadvantaged borrowers are able to obtain loans. 

Development bank 

The Cook Islands Development Bank has recently established revolving funds on seven of 
the outer islands, under a program supported by the New Zealand Government.  The first 
fund was established in June 1995.  NZ$10,000 (US$6,840) has been advanced to each of the 
outer islands to establish the revolving fund, and for three of the islands this has been topped 
up with an additional NZ$5,000 (US$3,420). 

Each island is required to establish a committee to administer the fund, with representatives  
from the island council, the traditional leaders, the Religious Advisory Council, a women’s 
organisation, a youth organisation and the Bank’s agent.  The bank organises training for 
members of the committee and the community at large on matters such as banking, 
repayment schedules, loan assessment, and basic business procedures.  The Treasurer of the 
committee must undertake a basic business management course before any funds can be 
disbursed.  Committee members are not remunerated.  Advances from the bank to the 
revolving funds are made on an annual basis, and will only be renewed if the fund operates in 
a satisfactory manner. 
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Loans may only be provided for income generating activities, and no collateral is required.  
Loan applicants are required to form a group of family members or other people, who 
guarantee the loan.  In general other group members may not obtain a loan until the first 
member has repaid 75 per cent of his/her loan.  The bank provides savings facilities on the 
outer islands, and borrowers must have a savings account and a demonstrated savings record. 

There is no minimum loan amount, and the maximum is NZ$1,000 (US$684).  The maximum 
loan term is one year, and repayments must be at least monthly.  The interest rate is 10 per 
cent on the original principal, with a minimum interest requirement of NZ$20 (US$13.70) 
regardless of the size of the loan.  An administration fee of NZ$5 (US$3.40) is charged on 
each approved loan. 

The committee is required to submit a standard monthly report to the bank.  As at June 1996, 
165 loans had been approved at an average amount of NZ$740 (US$506) per loan, with most 
loans for agriculture.  118 loans were to men, compared with only 47 for women.  Data were 
available on repayments received, but not on the repayment rate.  The managing director 
commented that to date, the funds had been a cost effective and efficient method of 
distributing small loans for productive purposes to people in isolated communities. 

Credit unions 

It is understood that there are currently no credit unions operating in the Cook Islands, 
although there is some interest in establishing a credit union movement. 

Other microfinance programs 

The Nukuroa Revolving Fund has been operating on the island of Mitiaro since 1988, when 
the South Pacific Commission allocated seed capital of NZ$10,000 (US$6,840).  The fund is 
managed by an elected steering committee.  A review of the fund by the South Pacific 
Commission in 1993 showed that between 1988 and 1991, a total of 126 loans were 
disbursed, with an average loan size of around NZ$400 (US$274).  Most households on 
Mitiaro had received a loan under the scheme.  On-time repayment rates averaged 94 per cent 
over the period.  While the fund does not appear to have been evaluated since, it is 
understood that it is still operating successfully, making it one of the longest running schemes 
in the Pacific. 

3 Fiji 

Commercial banks 

There are six commercial banks operating in Fiji.  The bank with the most extensive network 
is the government-owned National Bank of Fiji.  The bank also operates an agency network 
through the Post Offices, for deposits and withdrawals.  The bank has recently experienced 
major losses, and is to be restructured as a result.  While the Government is committed to 
providing a subsidy to support branches that are currently not viable, it is likely that the 
restructuring will result in a reduction in the number of agencies. 

In addition, there are five foreign-owned commercial banks operating in Fiji.  The Westpac 
Banking Corporation and ANZ Banking Corporation have the most extensive branch 
networks, with around twelve branches each.  The Bank of Baroda has around six branches, 
the Bank of Hawaii has three, and Habib Bank has one branch. 

Fiji has a more extensive commercial banking network than other countries in the region.  
This, combined with the relatively good infrastructure and higher per capita incomes mean 
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that a greater proportion of the population have access to the commercial banking system 
than in other PICs.  Nevertheless, the commercial banks are concentrated in the main centres, 
and people on the outer islands, and in the interior of the main islands have little access to 
them.  Moreover, collateral requirements preclude large numbers of more disadvantaged and 
vulnerable groups from obtaining loans, even in areas where the commercial banks operate.  
Hence, there is still a large proportion of the population that is not served by the commercial 
banking system. 

Development bank 

The Development Bank has nine branches in addition to its head office.  All of its branches 
are based on the two main islands of Viti Levu and Vanua Levu.  Nevertheless, officers make 
frequent visits to the outer islands, and the bank has a large number of borrowers on the outer 
islands.  The minimum loan size is F$1,000 (US$709), although most loans are well above 
this amount.  Collateral is required for all loans, although in some cases limited collateral, 
such as a bill of sale over stock, is accepted. 

There are three specific schemes for small loans, and virtually all loans in the range F$1,000 
(US$709) to F$5,000 (US$3,546) are made under one of these  schemes.  Nevertheless, given 
the loan sizes and collateral requirements, it is unlikely that any of these schemes reach the 
most disadvantaged and vulnerable groups.  Moreover, the schemes have low repayment 
rates and generally operate at a loss. 

 The New Zealand loan scheme is intended to provide loans between F$1,000 (US$709) 
and F$10,000 (US$7,092) to poor women in rural areas, and to rural people.  Most loans 
are in the range F$3,000 (US$2,128) to F$5,000 (US$3,546).  Arrears have been very 
high, amounting to around 60 per cent of loans outstanding. 

 The special loans scheme provides loans to assist Fijians, Rotumans and other Pacific 
Islanders to participate in business and commerce.  The minimum loan size is F$1,000 
(US$709), but there is no maximum and the average is around F$20,000 (US$14,180).  
The Government provides a partial guarantee and interest subsidy.  Arrears are currently 
around 23 per cent of loans outstanding. 

 Third, the agricultural scheme provides loans from F$1,000 (US$709) to F$200,000 
(US$141,840) for farmers and fishermen, with the government paying an interest subsidy.  
Average loan size is around F$10,000 (US$7,092), with arrears of around 10 per cent to 
15 per cent of loans outstanding. 

The Government has recently established a Task Force on Employment Creation.  It is 
understood that this task force has been considering a proposal that the Development Bank 
administer a small loan scheme, with a minimum loan size of F$500 (US$355) to encourage 
disadvantaged groups to become self-employed.  Unlike existing schemes, it has been 
suggested that NGOs would assist in identifying clients and providing support, ie as non-
financial intermediaries. 

Credit unions 

The credit union movement in Fiji consists of an apex body, the Fiji Credit Union League, 
and 67 affiliated credit unions.  In addition, there are four large urban-based credit unions 
that are not affiliated with the League.  As of June 1995, total membership of the affiliated 
credit unions was 11,565.  However, the movement consists mainly on urban-based unions of 
employees.  There were 25 credit unions in rural areas, with a total membership of 1,719.  
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These are generally based around a village or a cluster of villages, although some include 
wage and salary earners.  There are six credit unions on islands other than Viti Levu; two on 
Vanua Levu, one on Taveuni and three on Ovalau, although two of the latter are employee-
based unions in Levuka.  Hence the movement provides only limited outreach in the more 
remote parts of the country. 

The Credit Union League has eleven staff, ten in Suva and one in the Western Division.  It 
concentrates mainly on training.  It is currently trying to consolidate the movement and 
strengthen existing credit unions, rather than establishing new ones. 

Cane-farmers cooperative savings and loans association 

The cane-farmers cooperative savings and loans association (CCSLA) is a savings and loans 
association specifically for cane-farmers.  The CCSLA serves as an apex body for thrift and 
credit societies established at the village level.  In addition, individual cane-farmers can join 
the CCSLA directly as individual members, without being a member of a thrift and credit 
society.  As at June 1995, there were 96 affiliated thrift and credit societies, with an estimated 
membership of around 2,600.  In addition, there were 1,639 individual members.  Members 
can borrow directly from the CCSLA, or from the individual thrift and credit societies. 

The CCSLA provides loans to many cane farmers who would not otherwise have access to 
loans from other sources.  Nevertheless, most cane-farmers in Fiji are reasonably well off 
compared to other farmers, and relatively few could be considered disadvantaged or 
vulnerable.  Moreover, the scheme relies heavily on the fact that the Fiji Sugar Corporation is 
a statutory monopoly which purchases all sugar cane produced in Fiji.  Farmers provide a 
crop lien as security, which enables loan repayments to be deducted automatically before the 
Commission pays the farmer for their harvest.  As no comparable situation applies in other 
rural industries, it would not appear that this scheme could readily be replicated for other 
small farmers. 

Women’s social and economic development programme 

The women’s social and economic development programme (WOSED) is a government-run 
microfinance program within the Department of Women and Culture, and has been operating 
since 1993.  It is based on Grameen principles.  Borrowers organise themselves into groups 
of around five, and members guarantee the loans of other members of the group.  Members 
must undergo training and motivation before they are eligible to receive loans, and there are 
weekly or fortnightly group meetings throughout the repayment period.  There is a 
compulsory savings requirement throughout the loan period, and the programme also enables 
borrowers to make voluntary savings. 

Loans are for eighteen months, with an interest rate of 8 per cent flat charged over the 
eighteen months.  In other words, the total amount of interest payable is calculated as 8 per 
cent of the original principal, and this is charged evenly over the eighteen months.  Groups 
may elect to repay their loans weekly or fortnightly, but most groups have opted for weekly 
repayments.  The first loan is for a maximum of F$500 (US$355), and the second loan is for a 
maximum of F$1,000 (US$709).  As of June 1996 there were 137 borrowers in the program, 
while a further 47 borrowers had been trained and were waiting to receive their loans. 

NGO schemes 

There are also a small number of small loan schemes operated by NGOs.  An example is the 
revolving fund operated since 1992 by Help Age Fiji.  Loan capital has been provided 
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through a loan from the Fiji Development Bank and grants from a private company.  Loans 
are provided to aged people for income generating projects.  The maximum loan is F$500 
(US$355) over three years, with monthly repayments and interest of 5 per cent to 10 per cent 
flat, depending on the ability to pay of the borrower.  Initially, loans were provided in cash 
and the repayment rate was very low, around 10 per cent.  Now, most loans are provided in 
the form of raw materials.  Moreover, output is marketed by the NGO, which then deducts 
the repayments before reimbursing the borrower.  This has led to higher repayment rates of 
around 70 per cent.  Nevertheless, this method of repayment places a considerable 
administrative burden on the NGO, and is only feasible for a limited range of businesses. 

Informal finance 

As in other countries, there are many moneylenders operating in Fiji, and for many people 
these are the only source of credit.  Moneylenders are subject to the Moneylenders Act, 
which sets a maximum interest rate of 12 per cent per annum.  Clearly, however, the vast 
majority of moneylenders operate outside the law and charge much higher rates of interest. 

Overall government policy 

In recent years, the Fiji Government has given considerable thought to issues relating to 
microfinance and the provision of financial services in rural areas.  In 1992, the Senate 
appointed a Select Committee to investigate and advise the Government on the desirability of 
setting up a rural bank to serve the rural areas of Fiji.  The Committee brought down its 
report in September 1994. 

The Committee noted that non sugar cane farmers, particularly indigenous Fijians in rural 
areas and in the islands, have few savings and loans facilities.  It recommended the 
establishment of a network of rural or village banks.  These would operate in a slightly 
similar manner to credit unions, with groups of people organising themselves into individual 
banks.  Members would be required to make regular savings contributions, and the 
government and possibly aid agencies would put in additional seed capital in proportion to 
members' own contributions.  A committee would be set up to manage the scheme and 
consider loan applications.  It was also proposed that a central rural bank would be 
established as the apex body for the individual rural banks. 

The Government has not yet responded to the report, and is simultaneously considering other 
microfinance options.  A representative from the Reserve Bank of Fiji attended the Third 
Asia-Pacific Regional Workshop on Banking with the Poor, held in Brisbane in November 
1994.  The workshop was organised by the Foundation for Development Cooperation, and 
supported by UNDP.  Following this workshop, the Reserve Bank undertook a survey of 
microfinance in Fiji, as recommended by the workshop. 

As a next step, the Reserve Bank is planning to hold a national conference on microfinance in 
February 1997.  The conference will consider issues relevant to microfinance in Fiji, 
including the policy and institutional environment, and make recommendations for further 
action.  It is expected that representatives from the Reserve Bank itself, government, NGOs, 
commercial banks, credit unions, cooperatives, regional and international organisations, and 
other interested parties, will attend. 

4 Kiribati 

Commercial banks 
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The only commercial bank operating in Kiribati is the Bank of Kiribati, a joint venture 
between Westpac Banking Corporation (51 per cent) and the Government of Kiribati (49 per 
cent).  The bank has branches on Tarawa and Kiritimati, and agencies on all the outer islands.  
However, it is understood that it does not lend to any significant extent on the outer islands. 

Development bank 

The Development Bank of Kiribati does not have any specific programs for lending to low 
income or disadvantaged groups.  It does not have any minimum loan size, and has made 
loans for as little as A$150 (US$116).  However, loans require security of at least 80 per cent 
of the value of the loan, and two guarantors in wage and salaried employment are required.  
This requirement is clearly likely to preclude low income and disadvantaged groups from 
obtaining loans. 

The Bank provides loans to various church-based and provincial organisations for income-
generating projects.  However, it has not provided loans to such groups for on-lending to 
individuals.  Moreover, it is understood that repayment rates have been relatively low. 

Credit unions 

The credit union movement in Kiribati has expanded considerably in recent years, with 
assistance from UNDP, the Hanns Seidel Foundation, and the Credit Union Foundation of 
Australia.  There are currently around 30 credit unions, around 20 of which are in South 
Tarawa.  The movement is made up predominantly of wage and salary earners.  While there 
has been some expansion in the outer islands, the future of the movement in the outer islands 
is uncertain because the government has promoted village banks, instead of credit unions, as 
the means of providing financial services to the outer islands. 

Island revolving funds 

The Outer Island Development Plan Implementation and Management Programme 
(OIDPIMP), funded by the Forum Secretariat with technical assistance from UNDP, included 
the establishment of an Island Development Fund as a revolving fund for income generating 
and social development projects on each island covered by the project.  Funds were 
administered by the Island Council and the Island Development Committee on each of the 
islands.  In June-July 1992, A$15,000 (US$11,603) was allocated as seed capital to each of 
the four islands where the project was piloted.  An assessment of the scheme in September 
1993 found that the repayment rate had been relatively low, with a collection rate of 54 per 
cent.  Moreover, most loans had gone to government employees of people who were 
receiving remittances, with very few loans going to people who were not wage and salary 
earners.  It is understand that the granting of new loans was suspended in 1993, and the 
program was never fully evaluated. 

Village banks 

In 1995, the Government announced that it would establish village banks as microfinance 
providers on the outer islands.  The remaining funds from the OIDPIMP project were 
transferred to the village banks.  The government has allocated an additional A$400,000 
(US$309,400) to the village banks for training, administration and seed capital.  23 village 
banks have been established, covering all villages in Kiribati.  Each has been provided with 
seed capital, based on a formula.  The maximum loan size is A$300 (US$232), although it is 
understood that larger loans have been provided for some income-generating projects.  Each 
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bank is administered by a village bank committee, which can set interest rates and other loan 
terms and conditions.  The scheme is managed by the Ministry of Home Affairs. 

The ‘banks’ do not provide savings facilities.  As such, it is essentially a revolving fund 
scheme similar to OIDPIMP, except that the individual village bank committees have more 
discretion.  It is too early to analyse the effectiveness of the scheme. 

5 Papua New Guinea 

Commercial banks 

There are currently six commercial banks operating in Papua New Guinea (PNG).  There has 
been a continuous decline in the number of banking outlets over the last decade, with the 
number of outlets, including branches, sub-branches and agencies declining from 485 in 
December 1986 to 165 in May 1996. 

The Government-owned PNG Banking Corporation has the most extensive branch network, 
with 19 branches, 17 sub-branches and 72 agencies as at May 1996.  Its network of branches 
has contracted significantly in recent years as it has sought to improve efficiency and 
profitability.  It has very limited operations in rural areas, and does not provide loans without 
collateral.  The Corporation is currently seeking to expand its operations in rural areas, and 
has recently signed a memorandum of understanding with Telikom to use post offices as 
agents for deposits and withdrawals.  However, they would not have any power to grant 
loans.  There are no plans to introduce micro loans without collateral. 

To date, the Corporation has not provided any loans or lines of credit to NGOs or other 
organisations for on-lending as microfinance.  However, it is expected to be a conduit for a 
line of credit for microfinance under the North Simbu rural development project, currently 
being developed by IFAD.  It has been proposed that the Central Bank of PNG would provide 
a line of credit of K200,000 (US$155,800) to the PNG Banking Corporation over eight years 
at an interest rate of 4 per cent, and that the PNG Banking Corporation would in turn pass it 
on at 4 per cent.  Originally, the credit component was to have been administered by the 
Liklik Dinau Abitore Trust, but this arrangements are currently under discussion. 

The other five commercial banks operate essentially in urban areas.  Of these, Westpac has 
the most extensive network, with 15 branches, 7 sub-branches and 15 agencies in May 1996.  
The other four commercial banks had 16 branches between them, and did not operate sub-
branches or agencies. 

Rural development bank 

The Rural Development Bank of PNG operates twelve branches and twelve agencies.  It has 
very limited operations outside the main provincial towns.  Moreover, most of its loans are 
above K5,000 (US$3,895). 

In 1994, however, the Government allocated K2 million (US$1.56 million) for the youth and 
women's mini loans scheme.  Of this, K1.3 million (US$1.01 million) was for revolving 
funds, K650,000 (US$506,000) each for youth and for women.  Loans are for amounts 
between K500 (US$389) and K2,000 (US$1,558), with a two year loan term, monthly 
repayments and an interest rate of 8 per cent.  For the women's scheme, loan applications are 
screened by the same District Loan Monitoring Committees which screen loans under the 
PNG women's credit project.  They are then screened by a provincial committee, which 
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includes a representative of the Rural Development Bank.  Similar, but less effective, 
screening mechanisms are used for the youth scheme. 

The women's scheme was suspended in August 1995 after all the funds had been allocated.  
533 loans were approved, with a total amount of K646,000 (US$503,000).  The youth 
scheme was suspended after approving 245 loans for a total amount of K370,000 
(US$288,000), because inadequate screening.  Both schemes have had poor repayment rates.  
As of December 1995, the women's scheme had a repayment rate of 46 per cent, while the 
youth scheme had a repayment rate of 22 per cent.  The Rural Development Bank is currently 
reviewing the schemes. 

Savings and loan societies 

Credit unions, known as savings and loan societies, are less significant in PNG that in some 
other Pacific island countries. At the end of 1995, there were 126 registered savings and loan 
societies, but 105 of these were dormant or had ceased operations.  The 21 operating societies 
had a total membership of 58,885.  Of these, 15 societies, with a total membership of 51,669, 
were employment-based societies headquartered in the National Capital District.  Hence 
outreach in the rural areas is very limited. 

Since 1988, the Bank of PNG has been conducting a program to re-vitalise and re-develop 
the savings and loan society movement.  It has established a department with responsibility 
for savings and loan societies.  One objective is to liquidate societies that are dormant or have 
ceased operations, and establish a new society in their place.  This program has resulted in 
the establishment of new province-based societies in East New Britain and New Ireland, with 
4,586 members and 309 members respectively at the end of 1995.  While most of these 
members would be wage and salary earners, some subsistence farmers are also members.  
The Bank is continuing to liaise with relevant officials in Milne Bay, West New Britain, 
Simbu, Oro and Eastern Highland provinces to restructure the movement in those provinces. 

Liklik dinau abitore trust 

The Liklik Dinau Abitore Trust is one of the two major microfinance programs in PNG, and 
arose out of a UNDP project.  The UNDP microcredit and savings project was established in 
September 1993, and the first loans were made in August 1994.  The program is managed by 
the Trust, which is an NGO specifically established for the purpose.  The program is targeted 
exclusively to disadvantaged women.  There is a means test to determine whether women are 
eligible for the program, based on a housing index, and income index and an assets index.  As 
at June 1996 there were 334 borrowers. 

The lending procedure follows strictly the Grameen Bank model.  Borrowers are organised 
into groups of five, and are required to undergo intensive training before they can qualify for 
a loan.  Loans are given to individuals, but with groups collectively responsible for the 
repayment of loans.  The initial loan is for a maximum of K300 (US$234), and loans are for 
twelve months with weekly repayments.  The interest rate is 15 per cent on the original 
principal, equating to an effective interest rate of around 29 per cent per annum.  As at June 
1996, the cumulative repayment rate was 91.4 per cent. 

Women’s credit project 

The PNG Women's Credit Project was officially launched in March 1996.  However, the pilot 
stage of the project commenced in 1988 in East Sepik and Simbu provinces, funded by the 
Asia-Pacific Development Centre and South Pacific Commission.  Some of the other district 
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Associations that make up the scheme have also been operating since the late 1980s or early 
1990s. 

In the past, the various District Women’s Credit Associations have operated largely as 
autonomous institutions, each with its own lending guidelines.  Some have not been 
particularly successful.  However, in 1995 the Department of Home Affairs established a 
framework of common guidelines, based on experience with the various pilot projects and 
district Associations.  Individual Associations remain free to set their own policies within this 
broad framework.  The maximum loan amount is K500 (US$389).  District Associations may 
set their own interest rates within the range of 10 per cent to 20 per cent, calculated on the 
original principal.  Loans are typically for nine to twelve months, with monthly or quarterly 
repayments. 

So far the project has been established in ten districts in PNG, spread over eight provinces, 
and has a total of around 500 borrowers.  Growth of the various Associations has been 
constrained by a lack of seed capital, and in some cases by low repayment rates which have 
led to revolving funds being run down.  In 1995 the New Zealand Government provided 
K20,000 (US$15,580) in seed capital, enabling four Associations to expand and facilitating 
the implementation of common guidelines.  The New Zealand Government subsequently 
decided not to provide further funding.  However, the PNG Government has recently 
committed substantial funds to the project.  Moreover, following the recent World Bank 
mission, at which it was agreed that the PNG Government would allocate a further K2 
million (US$1.56 million) to it.  If these allocations are forthcoming, they will enable the 
project to expand dramatically.  It is intended to expand the scheme to cover all 89 districts in 
PNG. 

Other microfinance programs 

There are also a number of other very small microfinance programs either in operation or in 
the pipeline.  One is a pilot scheme for disadvantaged women in Saraga settlement.  No 
details were available to the study. 

An NGO, the Business Enterprise Support Team (BEST), which runs small business and 
community development training for women, is currently trying to establish a revolving 
credit scheme in Madang, for women who complete small business training.  Another small 
scheme said to be operating is the Dango Credit Scheme in Simbu province.  It is understood 
that the Simbu Human Resources Development Foundation, a non-government organisation, 
donated K500 (US$389) to start this scheme.  Members are allowed to borrow a maximum of 
K200 (US$156), with a repayment period of three months and an interest rate of 30 per cent. 

A collaboration of PNG and international development agencies is working to establish a 
microfinance facility through the Putim Na Kisim project, with heavy involvement from the 
Lutheran Development Service.  The facility would incorporate elements of family savings 
cells, village-level savings groups, Grameen-type revolving credit schemes, and credit union 
cooperatives.  Six locations throughout PNG have been selected for pilot activities.  The 
structure of the project would be based on the structure of the Evangelical Lutheran Church. 

There has been discussion about setting up a microfinance scheme on Bougainville, with 
funding from the European Union.  The program would be supported by the Department of 
Home Affairs, and would operate through the Provincial Women's Council.  It is also 
understood that the Ministry of National Planning has provided seed funding for a 
microfinance program in Central Province. 
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6 Solomon Islands 

Commercial banks 

There are three commercial banks operating in Solomon Islands.  The National Bank of 
Solomon Islands is owned 51 per cent by the Bank of Hawaii, and 49 per cent by the National 
Provident Fund.  It has 11 branches, 36 agencies and one floating agency.  While it provides 
savings facilities in a small number of rural areas through its agencies, these are not able to 
approve loans.  Services to disadvantaged groups in rural communities are extremely limited.  
ANZ Bank and Westpac Bank each have three branches, although it is understood that 
Westpac is closing one.  These have almost no outreach in rural areas. 

The Government suggested some time ago that it was considering establishing a People's 
Bank.  The status of this suggestion is unclear at this stage.  No details are available on how 
such a bank would operate, and whether or not it would engage in microfinance. 

Development bank 

The Development Bank of Solomon Islands has eight branches.  In the late 1970s and early 
1980s, it focused strongly on micro loans.  Between 1978 and 1984, around 50 per cent of its 
loans were under SI$1,000 (US$280).  However, these loans were regarded by borrowers 
more as grants, and by 1985 around 95 per cent of micro loans were in arrears.  Consequently 
the scheme was suspended, and since 1985 the bank has not provided micro loans.  Currently 
its minimum loan size is SI$5,000 (US$1,400), and it requires full security. 

The bank also administers a credit scheme funded by the European Union to provide 
Solomon Islands youth with the resources to become self-reliant and stimulate 
entrepreneurial activity in rural areas.  Loans are provided to graduates of Rural Training 
Centres on the recommendation of the Principal of the Centre.  The scheme provides 
unsecured loans from SI$1,000 (US$280) to SI$10,000 (US$2,800), with no equity 
requirement, at an interest rate of 10 per cent. The first loans were approved in August 1994, 
and by June 1996 73 loans had been granted.  Arrears stood at 21 per cent of the balance of 
loans outstanding. 

Credit unions 

Solomon Islands has a strong credit union movement, which extends into many rural areas.  
As of December 1995 there were 133 registered credit unions, 36 urban and 97 rural.  Total 
membership was 15,115 people, consisting of 8,313 in urban unions and 6,802 in rural 
unions.  Urban credit unions are generally employment based, while rural credit unions are 
generally organised around a village, tribe or school.  The Solomon Islands Credit Union 
League (SICUL) operates as the apex body for the credit union movement.  The movement 
has benefited from a major IFAD rural financial services project, to operate from 1991 to 
1998. 

Criteria for lending are established by the credit committees of individual credit unions.  
Members are generally not eligible for loans until they have been a member for at least three 
months, and in some cases are required to maintain a minimum share balance for a specified 
period.  In the case of rural credit unions, the first loan is generally limited to SI$500 
(US$140).  The interest rate on loans is fixed at 1 per cent per month on the reducing balance.  
Loan tenure is determined by the individual credit union, but is generally around six months 
to a year.  Repayments are usually once a month. 
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The credit union movement is not specifically targeted to low income or disadvantaged 
groups.  However, the IFAD rural financial services project seeks to reach groups of people 
in the rural areas who are particularly vulnerable or disadvantaged in terms of access to 
financial services.  These include small farmers, younger farmers and rural women.  It notes 
that the vast majority of the population in the rural areas would fall within the IFAD target 
group, a group that is best approached through the strengthening of the credit union 
movement. 

Other microfinance programs 

Apart from the credit union movement, there have been very few microfinance activities in 
Solomon Islands.  The South Pacific Commission provided SI$6,500 (US$1,820) to the 
Women and Development Division of the Ministry of Health and Medical Services for a 
revolving fund in 1987, although no loans were made until 1990.  The fund was topped up 
with SI$7,463 (US$2,090) from the New Zealand High Commission.  The scheme was 
administered by a five-member committee.  Originally, loans were for a maximum of SI$300 
with monthly repayments, and were interest-free.  The first round of loans were provided in 
1990 to 39 women.  By December 1991, only 58 per cent of the value of the loans had been 
repaid, with only one borrower repaying on time.  A further seven loans of SI$500 (US$140) 
each were provided in 1993, but repayment performance remained poor and the scheme was 
suspended. 

It us understood that the Ministry of Provincial Government has also operated revolving 
funds for small loans in the outer islands.  No details of these funds were available to the 
study. 

The Community Based Rehabilitation scheme of the Save the Children Fund has in the past 
operated a small revolving fund to provide loans up to a maximum of SI$500 (US$140) to 
people with disabilities.  The fund has been suspended due to low repayment rates. 

7 Tonga 

Commercial banks 

There are three commercial banks operating in Tonga.  The one with the most extensive 
outreach is the Bank of Tonga, which is owned 40 per cent by the Government and 60 per 
cent by the Bank of Hawaii and Westpac.  It has four branches and three agencies, but two of 
these agencies are being handed over to the Development Bank.  The bank has a branch in 
each of the major island groups.  However, many people on more remote islands may live up 
to twelve hours by boat from their nearest branch.  Moreover, loan sizes and procedures, and 
collateral requirements, would preclude more disadvantaged or vulnerable persons from 
borrowing from the bank. 

In addition, ANZ has one branch and Malaysian Berhad Finance Group has two branches.  
These banks have very little outreach in terms of catering for more disadvantaged groups or 
people in the outer islands. 

Development bank 

The Tonga Development Bank has considerable outreach throughout the country, and is the 
main provider of loans on the outer islands.  It has six branches, covering all the island 
groups in Tonga.  Moreover, it operates boats in two of the island groups for collecting loan 
applications and repayments.  The bank operates two targeted programs specifically designed 
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to assist disadvantaged borrowers.  The major program is the outer island credit project, an 
IFAD-funded project for the provision of financial services to the outer islands.  The project 
became effective in October 1993, and will operate for five years. 

Loans under the IFAD line of credit are available to persons living on the outer islands who 
satisfy a means test.  Specifically, a borrower is not eligible to borrow under the IFAD line of 
credit if his or her household has any one of the following characteristics: 

 

 

 formal title (owned or rented) to more than one api (8.5 acres) of land; 

 a four wheel vehicle; 

 more than T$2,000 (US$1,640) cash income per year from salary (regular employment) 
for the husband and wife, plus T$500 (US$410) for each additional dependent living in the 
house; 

 more than three adult cattle; 

 both a fridge and a television/video; and 

 in the case of fishermen, ownership of an in-board powered boat. 

The maximum amount of loans is T$2,000 (US$1,640) for loans to smallholder farmers, rural 
women and small-scale fishermen.  For women's groups and small rural enterprises, the 
maximum is T$5,000 (US$4,100).  Most loans are for considerably less than the maximum.  
Loans are generally for 12 or 24 months, with monthly repayments.  Interest rates range from 
8 per cent to 10.5 per cent, depending on the previous record of the borrower and the nature 
of the project.  The project is intended to provide around 4,900 loans, with a total value of 
T$4.8 million (US$3.9 million), to individuals and groups during the five years of the project, 
from 1993 to 1998.  2,943 loans had been granted under the project by December 1995. 

The New Zealand Government has provided funding for a similar scheme.  The target groups 
and means test is the same as under the IFAD project, except that the New Zealand scheme is 
also available to rural people on Tongatapu.  The New Zealand scheme is much smaller than 
the IFAD program, with a total of 189 borrowers over the period May 1990 to February 
1995. 

Credit unions 

There are around 34 credit unions in Tonga, with a combined membership of around 2,000.  
Of these, maybe around 20 are active.  These are based predominantly in rural areas, 
organised at the village level.  Most are on the main island of Tongatapu, with four or five on 
the outer islands.  Credit unions provide savings and loans facilities to their members.  
Interest on loans is 1 per cent per month, with other loan terms and conditions determined by 
the individual credit unions. 

The Tonga Credit Union League is relatively inactive.  It has a board of directors and a part-
time voluntary managing director, but no office or full-time staff.  It is currently seeking 
funds to enable it to expand its operations.  The league has also been trying to increase the 
number of urban credit unions of employees, and there are around six such unions seeking 
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registration.  The league has also coordinated training activities conducted by the Hanns 
Seidel Foundation and the Credit Union Federation of Australia. 

Other microfinance schemes 

In 1991, the South Pacific Commission allocated US$5,000 for a revolving fund for small 
loans to women.  Originally, this fund was administered by the Women's Affairs Division of 
the Office of the Prime Minister, with loans approved by a committee consisting of three 
government representatives and two NGO representatives.  However, in 1995 it was 
transferred to the National Council of Women.  The scheme has a maximum loan size of 
T$500 (US$410).  Interest of 8 per cent flat is charged, payable up-front before the loan is 
released.  Loans are for one year, with fortnightly repayments made to the Women's Affairs 
Division in Nuku'alofa.  The scheme has only operated on the main island of Tongatapu, and 
loans have been made to groups of women, rather than to individuals. Loans have been made 
to around ten groups per year, and while repayments have sometimes been irregular, overall 
repayment performance has been good.  Remaining capital of around T$6,000 (US$4,914) 
was transferred to the National Council of Women in 1995. 

The Tonga National Youth Credit Scheme was implemented through the Ministry of 
Education and the Tonga National Youth Congress.  Seed funding of T$18,000 (US$14,760) 
was provided by the South Pacific Commission, and other agencies have also participated.  
Loans are provided to youth groups for income-generating projects.  The first loans were 
released in December 1993, and as at April 1996, 15 projects had been funded under the 
scheme, with 125 direct beneficiaries.  The maximum loan amount is T$1,000 (US$820), 
with an tenure of one year and interest rate of 10 per cent.  Repayment rates have been poor.  
A recent review by UNDP found that a number of factors had contributed to the poor 
repayment performance, including unprofitable operations, lack of business orientation, 
disintegration of the groups, lack of credit discipline and responsibility, and leniency in loan 
collection. 

Informal finance 

The National Reserve Bank of Tonga has recently prepared a paper on informal financial 
systems in Tonga.  It found that informal savings and loans clubs were widespread, and 
estimated that as many as 10 per cent of the population may have been involved in such 
activities, in both rural and urban areas.  Groups tend to be small, and consist of people who 
know each other well.  Frequently, members work together or are involved in the same 
church.  Generally, members make regular contributions to the group.  Funds are deposited 
with a commercial bank, and are lent out to members on terms and conditions determined by 
the group.  Interest rates vary widely fro zero to quite high rates of interest.  Usually, no 
security is required, and when it is required may be in the form of traditional items such as 
mats, tapa cloth or livestock.  The study found two such groups that had been operating for 
more than twenty years.  It found that such groups are a useful part of the financial system, 
especially in areas where people do not have access to the formal financial system. 

8 Tuvalu 

Commercial banks 

The only commercial bank in Tuvalu is the National Bank of Tuvalu, which is managed by 
Westpac Banking Corporation.  The bank has agencies on all the major atolls.  However, it is 
understood that its security and equity contribution requirements would preclude more 
disadvantaged borrowers from obtaining loans. 
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Development bank 

The Development Bank of Tuvalu does not engage in microfinance.  It operates a small 
business development fund, funded by New Zealand, for small business loans.  As of April 
1996 there were 33 current borrowers, consisting of 21 women, 11 men and one group.  
While the minimum loan size is A$500 (US$387), most loans are for much larger amounts.  
For instance, the value of loans approved to the 33 current borrowers was A$107,756 
(US$83,349), an average of A$3,265 (US$2,525) per loan. 

 

 

Credit unions 

There are no credit unions operating in Tuvalu at present.  However, it is understood that a 
study is being conducted on the feasibility of establishing a credit union for seamen. 

Island revolving funds 

The Tuvalu Government launched the Tuvalu Rural Development Management Programme - 
Island Development Revolving Fund in 1992.  The first phase of the project was 
implemented on four islands, and the project was extended to the other four islands during 
the second phase in late 1994/early 1995.  The project is administered through the 
Department of Rural Development.  The first phase was funded by the Forum Secretariat to 
the value of A$76,000 (US$58,790), while the second phase received A$88,900 (US$68,760) 
from the New Zealand Government.  Of these sums, A$80,000 (US$61,880) has been used to 
establish revolving funds of A$10,000 (US$7,735) on each of the eight islands.  Most of the 
remainder has been used for training and other expenses, with a balance of around A$26,000 
(US$20,110) remaining in March 1996. 

On each island, a management committee has been set up to screen loan applications for 
approval by the Island Council.  The Island Development Coordinator is responsible for day-
to-day monitoring of the project.  The maximum loanable amount is A$500 (US$387) for 
income generating projects, and A$300 (US$232) for provident loans.  The loan period is one 
year, with the interest rate ranging from 3 per cent to 5 per cent.  By September 1995, 619 
loans had been granted, 481 for provident purposes and 138 for income generating projects.  
A total of nearly A$180,000 (US$139,000) had been loaned out.  Given that there are only 
around 1,468 households in Tuvalu, the program has had high outreach throughout the 
country.  This is particularly true in those islands included in the first phase of the project, 
where the cumulative number of borrowers now exceeds the number of households. 

Administration of the scheme is essentially undertaken through the existing machinery of 
government.  Nevertheless, there are additional expenses for supplies and sitting allowances 
for some members of the management committees.  Interest earnings are not enough to cover 
these, and they are subsidised by the government.  A recent report (May 1996) on the second 
phase of the project suggested that interest rates be increased to 8 per cent to 10 per cent to 
enable the project to cover its costs.  The same report noted that while the present repayment 
rate is not bad, neither is it satisfactory.  However, it did not provide any data on the 
repayment rate. 

Other microfinance programs 
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It is understood that a women's revolving fund in the main island of Funafuti, supported by 
Canada and administered by the National Council of Women, has been operating for around 
three years.  It is understood that New Zealand is considering supporting the establishment of 
similar revolving funds for women on all the outer islands. 

9 Vanuatu 

Commercial banks 

There are currently four commercial banks and one finance company operating in Vanuatu.  
The government-owned National Bank of Vanuatu has the most extensive branch network, 
with four branches and 17 agencies.  It is currently expanding its number of agencies.  
Agencies may not approve loans, but can forward applications to the branches.  ANZ Bank, 
Westpac Bank and Bank of Hawaii have two branches each, located in the urban areas only.  
None of the commercial banks have extensive coverage in the rural areas.  Moreover, all 
banks require full collateral for their loans.  They do not engage in microfinance. 

Development bank 

In the past, the Development Bank of Vanuatu provided small loans in rural areas.  However, 
such loans were costly to administer, and repayment rates were poor.  Moreover, such loans 
had been guaranteed by the Government, but this scheme was abolished.  Consequently, the 
bank decided to discontinue small loans about five years ago.  Currently, the bank has a 
minimum loan size of VT100,000 (US$900), and most loans are for considerably larger 
amounts.  It has also reduced the number of branches considerably.  While the bank used to 
have a head office and seven branches, it now has a head office and two regional offices. 

The bank is interested in exploring linkage arrangements with the credit union movement or 
other NGOs to extend its outreach to low income and disadvantaged groups.  However, it has 
not as yet identified any suitable NGOs. 

Credit unions 

Vanuatu has around 35 credit unions, with approximately 5,000 members.  Of these 15, with 
2,899 members as at the end of 1995, are affiliated with the Vanuatu Credit Union League.  
The credit union movement in Vanuatu is not employment-based, and is predominantly rural.  
For instance, of the 15 affiliated credit unions, only one is based in Port Vila.  The other 14 
are located on ten different islands, and are based around villages or groups of villages.  
Members are predominantly subsistence farmers. 

The Credit Union League has four staff, including a Canadian volunteer.  Around 75 per cent 
of its funding has come from British aid, although it also obtains funds from members' dues 
and selling stationary.  Training activities are funded by the Hanns Seidel Foundation.  The 
League conducts one five day workshop per month, covering the role of credit unions, book-
keeping, the duties of board members, leadership training and microenterprise development.  
Affiliated credit unions are required to provide monthly reports to the League.  However, not 
all provide these data, and the League does not prepare consolidated reports for the 
movement as a whole. The Board of the League determines the interest rates that affiliated 
credit unions may charge, which is set at 12 per cent per year on the reducing balance.  It is 
currently setting limits on the amount that can be loaned to individual members, with 
different limits for different credit unions.  Loans are typically in the VT10,000 (US$90) to 
VT20,000 (US$180) range. 
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In addition to these credit unions, there are a number of savings clubs and other community 
credit schemes.  An example of the latter is the Matangi Mtariki Credit Trust Fund, based in 
the Matangi district of Port Vila, with a membership of 38.  These schemes effectively 
operate as informal credit unions, and are not subject to regulation. 

Vanuatu women's development scheme 

The Government is currently developing a Vanuatu Women's Development Scheme 
(VANWODS).  The UNDP has allocated US$30,000 for the scheme, to be divided between 
training and seed capital.  While the lending methodologies have not yet been developed in 
detail, it is proposed that the scheme will be largely based on the WOSED program in Fiji.  
Borrowers will be organised into groups of five, and loans will be subject to group 
guarantees.  It is proposed that loans will be for one year, with an interest rate of 10 per cent.  
Repayments will be made weekly, at weekly centre meetings.  There will also be a 
compulsory savings component.  The ceiling for individual loans has not been set yet, but is 
expected to be around VT50,000 (US$450).  It is also proposed that borrowers will be subject 
to a means test. 

Two areas in Port Vila have been identified to pilot the scheme.  Twenty women, ten in each 
area, have been selected to participate and have formed themselves into groups.  These 
women have also undergone some training.  The scheme will be managed by a committee 
with representatives from the Department of Women's Affairs, the National Council of 
Women, the Development Bank of Vanuatu, the Port Vila Town Council of Women and 
various government departments.  It is intended that eventually, the scheme will be handed 
over to an NGO to manage.  Some field staff have been recruited and have undergone 
training.  It is envisaged that these staff will work on a voluntary basis, but will receive 
transport costs and a small per diem.  It has not yet been possible to identify a suitable project 
manager. 

Vanuatu women's credit scheme 

The Vanuatu Women's Credit Scheme was set up in 1990 by the Women's Affairs Office.  A 
management committee was established, and the South Pacific Commission provided 
VT880,000 (US$7,920) as seed capital.  The pilot scheme was targeted at women in the Vila 
town area.  In 1990, seven loans were provided, six of VT10,000 (US$90) each and one of 
VT50,000 (US$450).  A review of the scheme by SPC in 1993 found that of the total loans of 
VT110,000 (US$990), only VT59,800 (US$538) had been repaid.  None of the seven 
borrowers had fully repaid their loans, and one had not made any repayments.  Moreover, 
financial reporting had been minimal.  The review considered that lack of follow-up and 
support to borrowers, and the poor viability of projects, had contributed to the low repayment 
rates. 

Nevertheless, there were considerable funds left in the scheme.  Most of the money had not 
been lent out, and interest had been earned on the inactive funds.  The scheme was taken over 
by the Port Vila Town Council of Women which made some further loans, but it is 
understood that the repayment performance remained poor. 

Private money lenders 

Private money lenders also operate in Vanuatu.  While little information is available, it is 
understood that they operate primarily in the urban areas.  They lend small amounts of money 
and charge high interest rates, in many cases around 10 per cent per month. 
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10 Western Samoa 

Commercial banks 

There are three commercial banks operating in Western Samoa.  The Bank of Western Samoa 
is owned by the ANZ Banking Group, and has a head office and ten agencies.  Pacific 
Commercial Bank is owned 42.7 per cent each by Westpac Banking Corporation and the 
Bank of Hawaii, and 14.6 per cent by private interest in Western Samoa, and has a head 
office and four agencies.  The National Bank of Samoa is a locally owned bank that only 
commenced operations in 1996, and has a head office and one agency.  The commercial 
banks do not have a minimum loan size, but generally require loans to be fully secured.  The 
Bank of Western Samoa makes some small loans that are unsecured, but these are generally 
personal loans for consumption rather than loans to disadvantaged borrowers for income 
generating projects. 

 

Development bank 

The Development Bank of Western Samoa has its head office on the main island of Upolo, 
and another branch and an agency on the island of Savai’i.  It does not have a minimum loan 
size, but in its general lending program it requires security and an equity contribution. 

The bank has recently received funding of T500,000 (US$205,000) from IFAD for a pilot 
project for lending to disadvantaged borrowers who are not able to satisfy normal banking 
requirements.  To qualify for a loan, the borrower and his/her spouse must not have regular 
income from employment.  Loans are for a maximum of T3,500 (US$1,437), and must be for 
an income generating activity.  The maximum loan term is two years, with monthly 
repayments and an interest rate of 13 per cent.  There is no security requirement, but 
borrowers need a guarantor.  They must also attend two training sessions, covering the 
objectives of the scheme and record-keeping, before they can obtain a loan.  The scheme 
commenced in 1996, with around 133 loans provided by mid-September 1996.  It is too early 
to measure its success. 

Credit unions 

The credit union movement in Western Samoa consists of around 19 credit unions with a 
total membership of 4,460 in July 1995.  The credit union league has been consolidating and 
upgrading its program, and has two staff members.  Nevertheless, it is understood that the 
majority of members are in urban based unions of wage and salary earners. 

Women’s economic and social advancement programme 

The women’s economic and social advancement programme (WESAP) is a microfinance 
scheme based on the WOSED model in Fiji.  The UNDP Equitable Sustainable Human 
Development Project has allocated US$30,000 for the program, to be used for training and 
seed capital.  A management team has been set up under the auspices of the Ministry of 
Women's Affairs, with representatives from the Government, NGOs, the credit union 
movement and the Small Business Enterprise Centre.  A three week training workshop was 
conducted in August-September 1995, focusing on the operation of the scheme and training 
the trainers.  The project was due to commence its pilot phase in August 1996.  It is being 
piloted in three villages, with two villages using the WOSED model and one using a credit 
union model. 
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The Ministry of Women’s Affairs has also received technical assistance from the Asian 
Development Bank to prepare a microcredit project for meeting the credit needs of women 
entrepreneurs.  The consultant is expected to report in late 1996. 

Other microfinance programs 

The Ministry of Women's Affairs Small Loans Scheme was started in 1992 using capital of 
T12,000 (US$4,928) provided by the South Pacific Commission.  The capital was divided 
into T6,000 (US$2,464) each for the islands of Upolo and Savaii.  25 loans were given out 
under the scheme, ranging from T50 (US$21) to T500 (US$205).  No collateral was required, 
but women needed two guarantors.  Repayment was over three to six months, with 
fortnightly or monthly repayments.  Women were required to attend an office on their island 
to make repayments, and it is understood that some Savaii women were unable to get to the 
office to make repayments.  The repayment performance was disappointing, and the scheme 
has now been superseded by WESAP. 

The Women in Business Foundation, an NGO staffed by volunteers, received a grant from 
UNDP of T7,000 (US$2,875) to start this scheme.  From January 1994 the loan size has been 
restricted to T500 (US$205), although prior to this date four larger loans were given out.  The 
interest rate is 10 per cent flat, and loans are usually for one year.  No collateral is required, 
but two guarantors are needed.  Major problems have been experienced with repayments, and 
loans have been to urban women already established in business, rather than to rural women 
or vulnerable urban women. 

Most rural Women's Committees include savings schemes as part of their activities.  
Members make regular 'set' deposits, such as T2 (US$0.82) per week, but can deposit larger 
amounts.  Savings are loaned to members at an interest rate set by a group.  It is not clear 
how many women are involved in such schemes, but the number is thought to be substantial. 

11 Summary and Conclusions 

This review has outlined the major microfinance programs operating in each of nine PICs.  
Notwithstanding the increase in the number and range of microfinance programs in recent 
years, most of these schemes have been unsuccessful and/or are at a very early stage of 
development, and the total outreach of microfinance programs remains low. 

Table 3:   Pacific Island Countries - Number of Borrowers in Microfinance Programs  

Country Develop-
ment banks 

Credit 
unions 

Grameen 
replications 

Revolving 
funds 

Total Rural 
population 

Fiji 0 1,719 150 0 1,869 474,000

PNG 0 1,000 334 500 1,834 3,359,000

Solomon Islands 0 6,802 0 0 6,802 320,000

Tonga 1,595 0 0 30 1,625 76,000

Vanuatu 0 2,000 0 10 2,010 135,000

Western Samoa 133 ? 20 10 163 129,000

Total 1,728 11,521 504 550 14,303 4,492,000
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Table 3 presents some broad data on the total number of disadvantaged borrowers in 
microfinance programs in the six larger countries included in the study, namely Fiji, PNG, 
Solomon Islands, Tonga, Vanuatu and Western Samoa.  In some cases the data are simply 
rough indications, and should be interpreted with considerable caution.  Nevertheless, they 
indicate that currently, only a very small proportion of disadvantaged people have access to 
microfinance programs in the formal financial system.  The total number of borrowers in the 
six countries combined is only around 14,300, compared with a total rural population of 
nearly 4.5 million. 

In PNG, Solomon Islands and Vanuatu in particular, the vast majority of people in the rural 
areas do not have access to any financial services in the formal sector of the economy.  In Fiji 
and Western Samoa access to savings facilities is more widespread, but credit schemes have 
so far reached only a very small proportion of disadvantaged and vulnerable people.  Hence 
in the larger countries in the region, microfinance schemes have very limited outreach at this 
stage.  In the smaller countries of Tonga, Kiribati, Cook Islands and Tuvalu (not included in 
the table), there have been moves to establish schemes with more or less national coverage, 
but these are relatively new and in some cases may not be sustainable.  The challenge is to 
find approaches which are capable of providing maximum outreach of financial services to 
disadvantaged and vulnerable people on a sustainable basis, and to establish the institutional 
framework to enable them to operate effectively. 

Commercial banks provide few services outside the main centres, and their outreach to 
disadvantaged households is negligible.  In each of the larger countries, there is a commercial 
bank that is wholly or partially owned by the government.  These banks tend to have more 
extensive branch networks than the other commercial banks.  Nevertheless, they have few 
branches outside the major centres.  The other commercial banks are branches or subsidiaries 
of foreign banks, predominantly the Westpac Banking Corporation and ANZ Banking Group, 
and have very limited branch networks. Moreover, commercial banks generally have 
minimum loan sizes, security and collateral requirements, and in some cases minimum 
deposit balances, that put them outside the reach of disadvantaged and vulnerable people.  
Few if any of their activities can be described as microfinance. 

All countries included in the study have government-owned development banks.  Most 
development banks do not engage in microfinance.  In the past, a number of them provided 
small loans to local entrepreneurs.  However, most have experienced financial difficulties, in 
part arising from low repayment rates and high administrative costs associated with small 
loans.  A number have increased their minimum loan sizes to improve their financial 
viability.  Moreover, they generally do not have extensive networks of branches and 
agencies.  As such, their outreach in more remote areas is limited, and even where they do 
service such areas they generally do not lend to disadvantaged or vulnerable borrowers. 

Nevertheless, three development banks are currently focusing actively on increasing their 
outreach to disadvantaged borrowers and in remote areas.  The Tonga Development Bank 
operates lines of credit from the International Fund for Agricultural Development (IFAD) and 
the New Zealand Government for targeted lending.  Loans under these programs are means 
tested, and are restricted to borrowers on the outer islands.  The Cook Islands Development 
Bank has recently established revolving funds for small loans on the outer islands, and the 
Development Bank of Western Samoa has recently established a pilot project for lending to 
disadvantaged people. 
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Grameen replications are relatively new in the PICs.  However, the Liklik Dinau Abitore 
Trust in PNG is a close Grameen replication which started lending in 1994.  Similarly, the 
Women's Social and Economic Development Programme (WOSED) in Fiji is also lending 
according to Grameen principles.  The Western Samoan Government has just introduced a 
pilot project based largely on the WOSED program, and a similar project is expected to be 
introduced in Vanuatu in the near future. 

Most of the PICs have credit union movements.  In most cases these movements are 
dominated by urban-based unions of wage and salary earners.  However, some countries have 
encouraged the development of rural credit unions in villages or clusters of villages.  In 
Solomon Islands in particular, the credit union movement has an effective apex body which is 
actively seeking to expand outreach in rural areas. 

In the past, there have been numerous schemes in the PICs that may loosely be described as 
revolving fund schemes.  These have typically involved the establishment of a small loans 
fund, managed by a local government body or an existing community group such as a 
women's association.  All countries have some experience of such schemes, but they have 
been most prevalent in PNG and on the outer islands of Kiribati, Cook Islands and Tuvalu.  
While some of these have been reasonably successful, most have suffered from low 
repayment rates and many have become dormant. 

Informal financial institutions are also widespread in the Pacific.  Money lenders are 
prevalent in a number of the PICs, including PNG, Solomon Islands and Vanuatu.  Money-
lenders typically provide short-term loans for provident or other purposes within their own 
communities.  They generally charge high interest rates, often 20 per cent over three months 
in PNG, or 10 per cent over one month in Vanuatu.  Few details about their operations are 
available.  There are also a range of other informal financial systems, such as savings clubs 
where members deposit a fixed sum each week and the proceeds are lent out to members 
according to rules decided by the group. 
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Appendix 1 

Liklik Dinau Abitore Trust, Papua New Guinea 

1 Introduction 

Brief history 

This program results largely from a UNDP initiative to promote microfinance in Papua New 
Guinea (PNG).  The UNDP microcredit and savings project was established in September 
1993, and the first loans were made in August 1994.  The program is managed by the Liklik 
Dinau Abitore Trust (LDAT), an NGO that was specifically established to implement the 
UNDP project. 

Objectives 

The UNDP project has two stated objectives: 

 To institutionalise the Liklik Dinau Abitore Trust as a specialised financial institution to 
cater for the credit needs of disadvantaged women in the informal sector, by following the 
Grameen Bank approach. 

 To assist the Liklik Dinau Abitore Trust in establishing and implementing a specialised 
micro credit and savings scheme specifically targeted to disadvantaged women, following 
the Grameen Bank approach. 

The Trust itself was established for the sole purpose of assisting very poor households to lift 
themselves out of poverty, primarily by means of loans to be used for income generating 
activities. 

Structure 

The Trust is governed by a seven member Board of Trustees, chaired by a representative 
from the PNG Banking Corporation, and with representatives from UNDP, the Department of 
the Prime Minister, the Department of Village Services and Provincial Affairs, the 
Department of Home Affairs, the Foundation for Law, Order and Justice, and the National 
Council of Women. 

The manager of the Trust is a United Nations Volunteer (UNV) technical advisor.  Currently, 
there is only one branch, in Goroka, with a total staff of 17.  It is intended to establish a 
second branch in October 1996, and some more branches in 1997.  The head office will 
remain in Goroka. 

Borrowers organise themselves into groups of five, which elect their own chairperson and 
secretary.  Several groups in the same area or village join together to form Centres, which 
elect a chief and deputy chief from among the group chairpersons. 

Methodology of lending 

The lending procedure follows strictly the Grameen Bank model.  Key features are as 
follows: 

 Borrowers organise themselves into groups of five, with members from different families 
and of almost equal social and economic status. 
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 From the time they commence training, members are required to make compulsory 
savings. 

 Loans are given to individuals, but with groups collectively responsible for the repayment 
of loans. 

 Loans are disbursed on a 2:2:1 basis.  The first two members to receive loans are the most 
disadvantaged members of the group.  After they have repaid weekly instalments for four 
weeks, the next two members receive their loans.  After these second two members have 
made their first four weekly instalments without failure, the group chairperson receives 
her loan. 

Loans are released in cash.  One week after loans are disbursed, the trust assistant checks that 
the loan has been used for the purpose for which it was granted.  If it has been misused, the 
amount must be returned.  This requirement is designed to prevent loan funds being used for 
consumption funding, although it should be noted that such a requirement is not common 
among microfinance schemes. 

The initial loan is for a maximum of K300 (US$234), with a maximum of K600 (US$467)for 
the second loan and K800 (US$623) for the third loan.  The actual amount is often for less 
than these amounts, and depends on the nature of the project, financial requirements and the 
borrower’s repayment capacity.  Loans are for twelve months, with weekly repayments.  The 
interest rate is 15 per cent on the original principal, equating to an effective interest rate of 
29.4 per cent per annum. 

 

2 Outreach to the Disadvantaged 

Number of members 

The Trust had 334 borrowers as at June 1996.  Originally, it had been planned to establish 
eight provincial branches by the end of 1995, and a further four in 1996, to cover twelve 
provinces in the country.  It was intended that the number of borrowers would expand to over 
5,000 by the end of the project. 

In the event, these plans proved unrealistic in light of the need to establish the program on a 
sound footing and consolidate progress.  Hence the expansion plans have been delayed.  It 
has also been decided to expand primarily within the Eastern Highlands province itself, on 
the basis that this province is currently more conducive to microfinance in terms of local 
support, accessibility and opportunities for cash generating activities. 

Four staff have been recruited for a branch at Kainantu in Eastern Highlands province, and 
are currently undergoing training.  It is expected that the branch will open in October 1996.  
Further branches in Eastern Highlands province are expected to be opened in 1997.  A branch 
at Kundiawa in Simbu province may also open in 1997, although there is considerable 
uncertainty surrounding this branch. 

The technical advisor also commented that if the program is to expand, there needs to be an 
assurance of funds.  In addition to seed capital, there needs to be sufficient resources for 
training new trust assistants and for capacity building.  In this context, it should be noted that 
the grant for AusAID is earmarked for seed capital, and cannot be used for capacity building. 
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Targeting and exclusivity 

The scheme is targeted exclusively to disadvantaged women.  There is a means test to 
determine whether women are eligible for the program, based on three criteria. 

 A housing index - borrowers must score less than 25 points, with priority to those with 
lower scores.  The index seeks to capture a number of indicators of housing quality, 
including size, method of construction, roofing, and flooring. 

 An income index - the woman's household must have a monthly per capita income of less 
than K15 (US$11.70). 

 An assets index - The household must have total personal assets worth K500 (US$389) or 
less. 

The study included an independent assessment of targeting based on the Bankpoor rural 
housing index, which covers size, structural condition and roofing.  The test was conducted 
for eighteen borrowers in the centre Asaroyufa II, an urban village just outside Goroka.  
Results are provided in Table 1(b).  16 of the 18 borrowers scored less than the cut-off point 
of 4.5 on the index, while two scored 4.5 or more.  This suggests effective targeting, 
especially as the particular village was selected for its accessibility and the relatively high 
density of borrowers, not because it was considered to be particularly disadvantaged.  
Program staff felt that given its proximity to Goroka, the standard of housing would be higher 
than in other villages in which the Trust operates.  On the other hand, it is not clear that the 
test is appropriate to PNG.  For instance, the operational procedures manual for the UNDP 
project notes that: 

“It should be borne in mind that in PNG, very often, even the rich people live in 
houses made out of bush material in the villages.” 

Outreach to women 

As noted above, the program is directed entirely to women.  Moreover, in the past trust 
assistants have been predominantly women.  However, the most recent intake of trust 
assistants for the forthcoming Kainantu branch consisted of seven men and three women.  As 
a result, the field staff now consists of nine men and seven women. 

Motivation work 

Trust assistants target particular villages to introduce the program.  They initially spend two 
to three days in the target village, discussing the program with village leaders.  If there is 
sufficient interest, they prepare a site selection report and hold a “projections” meeting, to 
which all members of the village are invited.  The women are encouraged to form themselves 
into groups.  Following this, means testing and compulsory group training may begin.  
Hence, the program involves trust assistants actively going into villages to promote the 
program. 

In March 1996, the program was also promoted through a radio broadcast.  However, this led 
to a greater number of enquiries than the program could handle. 

Training for clients 

Members undergo comprehensive training of one hour a day for seven days before they are 
able to take part in the program.  Training covers principles of the loan scheme, functioning 
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of groups and centres, procedures for loan applications, and loan utilisation and repayment.  
Group members must satisfy the Trust staff as to their integrity, commitment and 
understanding of the principles of the program. 

Following this training period, members are required to attend weekly centre meetings.  
Centre meetings provide a forum for reinforcing training and motivating borrowers, and for 
borrowers to raise issues of concern. 

In keeping with the Grameen approach, training focuses on the program itself rather than 
more general business training.  However, the Trust coordinates some technical training by 
the Department of Primary Industry on poultry raising, garden cultivation, etc. 

Savings facilities 

Members are required to make compulsory savings of one kina (US$0.78) per week towards 
the group fund.  5 per cent of the loan principal of loans granted is also paid into the group 
fund.  When the balance reaches K100 (US$78), the group may loan up to 50 per cent of the 
amount to one of its members. on whatever terms it sees fit.  Members also make compulsory 
contributions to the default fund and mutual aid fund. 

In addition, members may make voluntary savings with LDAT.  Members have a personal 
savings book, and may make deposits and withdrawals of any amount, at any time.  LDAT 
pays interest of 4 per cent on the minimum quarterly balance, the same as that paid by the 
PNG Banking Corporation.  This facility has proved very popular among members, and is 
very important given the lack of access to savings facilities in many areas of PNG. 

Impact evaluation 

Given the relatively short time that the project has been operating, there has been no impact 
evaluation as yet.  A UNDP mission visited the project in April-May 1996, and found that the 
data used for the means test, combined with data on savings, provided sufficient information 
for impact monitoring.  As borrowers take out further loans, time series data for individual 
borrowers will be built up. 

One concern that has been expressed is that there has not been sufficient diversity in the 
income-generating activities pursued by borrowers.  For instance, the recent UNDP mission 
found that 62 per cent of borrowers funded under the program were engaged in poultry 
raising, vegetable cultivation, and setting up trade stores.  Moreover, the isolation of many 
villages and small size of the market may create problems, with insufficient cash income in 
many villages to support a large number of microentrepreneurs, and little opportunity to sell 
goods outside the village. 

 

3 Viability and Sustainability 

Present operational and financial self-sufficiency 

The data indicate that the Trust is currently relying very heavily on subsidies, with 
operational self-sufficiency estimated at only 18.2 per cent in 1995, and financial self-
sufficiency at only 16.9 per cent.  The administrative costs of the Trust are met through grant 
funds from the Department of Village Services and Provincial Affairs, and the Foundation for 
Law, Order and Justice, while the UNDP has provided technical assistance and fellowships 
for training.  Loanable funds have been provided by grants from the Department of Local and 
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Provincial Government and AusAID of K100,000 (US$77,900) each.  This is not surprising 
given that the Trust has been operating for less than two years.  Moreover, the Trust is 
currently in expansion phase, and this has given rise to significant increases in operating 
costs. 

Based on the original plans for expansion, it had been expected that the Trust could become 
financially self supporting after five years, in 1999.  However, it is clear that this projection 
was extremely optimistic.  The Chairman suggested that the Trust could achieve operational 
self-sufficiency in around five years, but would still need donor support for loanable funds.  
Nevertheless, the data suggest that major improvements in productivity will be necessary if 
the Trust is to approach self-sufficiency in the next few years.  This is a critical challenge 
facing the Trust. 

Measures to increase revenues 

The main strategy for increasing revenues and reducing unit costs is to expand the program.  
Nevertheless, as noted above, the need to consolidate the program has forced initial plans for 
expansion to be scaled back. 

Another option for increasing revenues is to increase interest rates.  LDAT feels that the 
current interest rate of 15 per cent flat (29.4 per cent effective) is already quite high, and has 
not given serious consideration to this option.  Nevertheless, given the low levels of self-
sufficiency and the difficulty of reducing costs, there is a strong case for increasing interest 
rates.  The current effective interest rate of 29.4 per cent is lower than those charged by many 
other microfinance programs in countries that have much lower cost structures than PNG. 

Another way in which many programs increase revenues is through larger loans to repeat 
borrowers.  This enables higher interest earnings, and reduces costs associated with group 
formation and training.  Because LDAT is a relatively new program, there are few repeat 
borrowers at this stage.  Of the 50 or so borrowers who have completed their first loan, only 
28 have taken out a second loan so far.  Some were ineligible because of late repayments 
during their first loan, while others did not want to take out a second loan.  Increasing the 
retention rate of borrowers after completing their first loan would also improve the 
sustainability of the program. 

Measures to reduce costs 

Given the low level of self-sufficiency, it is important that the Trust focus strongly on 
reducing unit costs.  With salaries and benefits constituting around 45 per cent of total costs,  
this requires major improvements over time in staff productivity.  At the end of 1995 there 
were only 39 clients per trust assistant.  This ratio will need to be increased significantly if 
the program is to approach self-sufficiency. 

The UNDP mission of April-May 1996 recommended that LDAT should work intensively in 
a small area, rather than extensively over a larger area.  This is especially important given the 
low population density, limited infrastructure and high transport costs.  The Trust agrees with 
this recommendation, and is becoming more systematic in the choice of new project sites.  
The mission also recommended that responsibilities be rationalised following the clustering 
concept.  Combined with working more intensively in a smaller area, this would enable trust 
assistants to conduct two centre meetings per day, compared to an average of less than one 
per day at present (the current target is to work towards one centre meeting per day per trust 
assistant). 
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Hence there would appear to be a number of strategies that the Trust can adopt to increase the 
productivity of trust assistants.  It is important that these be pursued with vigour.  
Nevertheless, there are a number of constraints to improving viability.  Population density is 
relatively low.  Infrastructure is also relatively undeveloped, and some areas are relatively 
inaccessible.  The pace of life at Goroka is also relatively relaxed.  While there is scope for 
substantial improvement, these constraints will make it difficult, if not impossible, to achieve 
the ratios of clients to field staff that are common in Asia.  Moreover, the cost structure in 
PNG is much higher.  Wages for qualified staff tend to be high.  The inaccessibility of many 
villages means that increasing the ratio of clients to staff to sustainable levels is likely to 
require considerable investment in vehicles, which are costly to purchase and expensive to 
maintain.  Law and order problems have also affected the program, making it impossible to 
hold centre meetings in some areas. 

These problems may also make it difficult to replicate the program in other parts of PNG.  
Eastern Highlands province has higher population density and better infrastructure than most 
of PNG.  Other favourable conditions include the presence of active, cooperative women's 
groups, promising prospects for identifying cash generating activities in the informal sector, 
and a supportive provincial government.  These factors were instrumental in the selection of 
the province as the project site.  While these conditions are also present in varying degrees in 
Simbu, Western Highlands and Southern Highlands, it may be more difficult to replicate the 
program in other areas. 

Repayment rates 

The Trust has managed to maintain high repayment rates, especially by PNG standards.  The 
repayment rate, defined as repayments (of principal and interest) collected as a percentage of 
repayments due, stood at 100 per cent in 1994 and 92.4 per cent in 1995.  The repayment rate 
dropped slightly to 89.0 per cent in the first six months of 1996.  It is important that the 
repayment rate not be allowed to slip further. 

It is likely that high repayment rates primarily reflect the group guarantees and constant 
follow-up which are key features of the Grameen model.  The Trust has also sought to 
maintain high repayment rates by recourse to the legal system.  In April 1996 it took 32 
“wilful” defaulters (ie those who had ceased making repayments and had ceased attending 
Centre meetings) to the Village Court.  The trust won all 32 cases, and the defaulters were 
made to promise to pay back their loans during the next coffee season.  While court 
proceedings are costly, this action was considered important to maintain discipline among 
borrowers. 

Financial management 

The technical advisor prepares monthly reports on the progress of the program, covering data 
on the number of borrowers and groups, savings balances, number and amount of loans 
outstanding, repayment rates, and interest collected.  These reports provide a great deal of up-
to-date information that is useful for managing the program.  Profit and loss statements and 
balance sheets are prepared once every six months.  The accounts have not been audited as 
yet, but it is intended that they be audited in the future. 

The recent UNDP mission found that the financial manual for the Trust is a fairly 
comprehensive document, which discusses the financial policies of the organisation and the 
detailed operating procedures to implement these policies.  However, it found that actual 
practices differed significantly from those prescribed in the manual.  It noted that there was 
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no financial manager, and that none of the staff had formal training in accounts or 
bookkeeping.  Specific problems included holding excessive cash balances, the use of single-
entry rather than double-entry accounting, and inadequate financial control systems.  It 
considered that it was important to improve financial management capacity. 

Computerisation 

LDAT's records are currently maintained manually.  This takes up a considerable amount of 
the time of trust assistants, and computerisation would enable them to service a considerably 
larger number of clients.  To this end, the UNDP mission of April-May 1996 advised the 
Trust on the implementation of appropriate computer systems.  Nevertheless, it noted that the 
staff of the Trust had relatively low computer literacy, and that technical support in Goroka 
was extremely limited.  The cost of hardware and software is another problem.  The Trust is 
currently considering the mission report, but has not made any decisions at this stage. 

Staff training and supervision 

One concern about the project relates to the lack of counterpart staff.  The project manager 
was dismissed in December 1994 due to highly unsatisfactory performance and misconduct, 
and has not been replaced as yet.  The UNDP-funded technical advisor has been performing 
the role of project manager.  Clearly, this is not sustainable in the long run.  It has been 
suggested that one reason why a replacement has not been recruited is the proposed salary of 
K200 (US$156) per fortnight, which is not considered adequate to attract an applicant of 
suitable quality. 

The UNDP mission in April-May 1996 noted that the branch manager had line 
responsibilities and was unable to devote herself sufficiently to management and supervision.  
It recommended that the branch manager be freed from other responsibilities to enable her to 
concentrate on training, motivating and closely supervising the staff.  LDAT has now 
implemented this recommendation. 

Field staff generally have education up to grade 10 level (upper secondary school).  None of 
the local staff has tertiary qualifications.  Some concern has been expressed as to whether the 
field staff have the breadth and conceptual/analytical skills to be fully effective.  In large part, 
this reflects the relative lack of graduates in PNG - it would not be possible to employ 
graduates in field officer positions.  It has also been suggested that salaries for field officers 
are some 25 per cent below salaries for comparable employees in the commercial banks in 
Goroka.  This reflects a conscious decision by the Board of Trustees at the time the project 
was established, to restrain costs and compensate for the relatively high cost structure in 
PNG.  This is a difficult issue for the Trust.  Sustainability requires that costs be restrained as 
much as possible, but at the same time that program will not be sustainable nor meet outreach 
objectives if it cannot recruit and retain high quality staff. 

The first batch of trust assistants received six weeks training in Bangladesh and the 
Philippines, and on-the-job training from the technical advisor.  The new batch of trainees, 
recruited for the Kainantu branch to be opened later this year, are receiving more intensive 
training.  They receive on-the-job training every morning by going out into the field with the 
trust assistants, and classroom training from the technical advisor most afternoons.  It is 
expected that this training will continue for a total of six months. 

The recent UNDP mission considered there was a need for staff to be better trained and better 
motivated, and suggested this could lead to substantial efficiency gains.  It suggested that 
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staff tardiness was sometimes a problem, and that the slow pace of life in Goroka had 
affected the project.  It commented that: 

“With proper work load distribution, re-motivation and a serious program of skills upgrading, 
the present LDAT staff can absorb much more work.” 

As noted above, this is critical if the project is to achieve necessary improvements in self-
sufficiency. 

The remuneration package includes an element of performance pay, with a quarterly bonus 
based on various indicators of performance related to outreach, repayment rate, etc.  The 
maximum bonus is equal to 30 per cent of monthly pay.  The UNDP mission recommended 
that grades be defined for each position, to allow movements within the same position. 

 

4 Resource Mobilisation 

Grants and concessional loans 

LDAT has received grants of K100,000 (US$77,900) from the Department of Village 
Services and Provincial Government and K29,461 (US$22,950) from the Foundation for 
Law, Order and Justice.  These grants may be used for either seed capital or operational 
expenses.  It has also received technical assistance from UNDP (including the salary of the 
technical advisor), plus K18,200 (US$14,180) for the purchase of a vehicle.  More recently, 
AusAID has pledged K195,000 (US$151,900) for seed capital, and the first tranche of 
K100,000 (US$77,900) was received in May 1996.  The Eastern Highlands provincial 
government has provided office space. 

Commercial funds 

The program has not accessed any commercial funds.  This is unlikely to be a realistic option 
for some time, until the program is more mature and is able to operate on a more sustainable 
basis.  However, the PNG Banking Corporation has taken an active interest in the 
development of the Trust, and the current chairman of the Board is indeed a representative of 
the bank.  This provides scope for the Trust to access commercial funds in the future. 

 

5 Policy and Macro Factors 

Governance 

The Trust is managed by a seven member Board of Trustees.  The Chairman is from the PNG 
Banking Corporation, a government-owned commercial bank.  While the Board of Trustees 
has a predominance of government representatives, there is no suggestion that this has 
compromised its independence. 

It has been suggested that a some members are relatively inactive, leaving the major 
responsibility to a small number of people.  For instance, the tripartite review in March 1995 
found that some trustees were not attending meetings or accepting their responsibilities to 
play an active role in the development of the Trust.  Moreover, all members of the Board are 
based in Port Moresby, well away from the project site. 

Effect of government policies 
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The Trust is not regulated by the Central Bank, and is not subject to any restrictions with 
regard to loan terms and conditions.  However, it would need to be licensed under the 
Banking and Financial Institutions Act if it were to accept deposits from the general public.  
The Board recently considered accepting deposits from the public, but decided that the 
administrative costs would be too great.  Nevertheless, it has still sought licensing as a 
financial institution, proposing to take advantage of the provisions enabling minimum capital 
requirements to be waived. 

The Government has in the past supported subsidised credit programs through the Rural 
Development Bank, and still offers credit guarantee schemes through the Small Business 
Development Corporation.  It was suggested that such schemes contribute to a tendency to 
expect below market interest rates and treat loans as grants.  This has the potential to 
contribute to reduced repayment rates, although as noted above, a very creditable repayment 
performance has been achieved to date. 

 

6 Conclusions 

The Liklik Dinau Abitore Trust has achieved much in the two years that the program has 
been operating.  It has shown that with a professional and disciplined approach to lending, it 
is possible for microfinance programs to achieve high repayment rates in PNG.  The Trust 
has also established a sound management structure, with an independent Board, open, 
transparent operations, and management information systems that provide useful and timely 
data for managing the program.  Nevertheless, there are a number of challenges facing the 
program.  Foremost among these is the need to improve self-sufficiency, which is still at a 
low level.  This presents a major challenge given conditions in PNG, and will require a major 
focus on improving staff productivity.  There is also a need to localise the program by 
recruiting a suitably qualified local manager, and ensuring that there is a cadre of well-
trained, disciplined staff at all levels of the organisation. 
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Liklik Dinau Abitore Trust    

Summary Data    

    

Table 1(a):  Clients by Poverty Status, 1995  

 Borrowers Savers Clients 

Number 216 224 235

Note:  All clients are poor women   

    

    

Table 1(b): Village Housing Index, Asaroyufa II, August 1996 

Index value Number of borrowers 

9 1 

4.5 1 

3 2 

2.5 2 

2 1 

0.5 7 

0 4 

    

    

Table 2:  Loans Outstanding and Savings (US$, 1995)
 Loans Savings Total 

Total 15374 10380 25753

Average 71 46 110
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Table 3(a):  Costs (US$)    

  1994 1995 

Operating costs  34527 39175

Interest on deposits  1 147

Interest on outside funds   

- Actual  0 0

- Adjusted  600 1312

Loan loss provision  632 769

Total costs   

- Actual  35160 40091

- Adjusted  35760 41403

Average salary/GDP per head  145.1% 209.5%

 

Table 3(b):  Revenues and Effectiveness 

  

  1994 1995 

Average loan/GDP per capita  12.7% 6.6%

Effective interest rate  29.4% 29.4%

Repayment rate  100.0% 92.4%

Interest and fees from clients  

- Amount (US$)  247 2727

- % of financial services  2.9% 13.7%

Financial services/client (US$) 93 85
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Table 3(c):  Efficiency Measures and Ratios 

 

  1994 1995 

Staffing   

  Field staff  7 7

  Head office staff  1 1

  Field/head office staff  7 7

  Clients per branch  90 235

Ratios to field assistants   

  Clients  15 39

  Loans outstanding (US$)  2484 3396

  Savings (US$)  331 2293

  Financial services (US$)  2815 5689

Ratios to financial services   

  Operating costs  411.7% 196.6%

  Total costs  419.2% 201.2%

Ratios to average assets   

  Salaries and benefits  18.0% 21.6%

  Operating costs  62.4% 46.4%

  Financial costs  0.0% 0.2%

Return on average assets  9.2% 8.6%
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Table 4:  Ratios of Self-Sufficiency   

  1994 1995 

Average cost of outside funds 0.0% 0.0%

Inflation rate  2.7% 17.2%

Prime lending rate  7.4% 9.8%

Bankpoor ratios   

  Partial self-sufficiency  14.4% 18.2%

  Full self-sufficiency  14.2% 17.6%

CGAP ratios   

  Operational self-sufficiency 14.4% 18.2%

  Financial self-sufficiency  14.2% 16.9%
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Appendix 2 

Papua New Guinea Women’s Credit Project 

1 Introduction 

Brief history 

The Papua New Guinea (PNG) Women's Credit Project was officially launched in March 
1996.  However, the pilot stage of the project commenced in 1988 in East Sepik and Simbu 
provinces, funded by the Asia-Pacific Development Centre and South Pacific Commission.  
Some of the other district Associations that make up the scheme have also been operating 
since the late 1980s or early 1990s. 

In the past, the various District Women’s Credit Associations have operated largely as 
autonomous institutions, each with its own lending guidelines.  Some have not been 
particularly successful.  However, in 1995 the Department of Home Affairs established a 
framework of common guidelines, based on experience with the various pilot projects and 
district Associations.  Individual Associations remain free to set their own policies within this 
broad framework. 

Growth of the various Associations has been constrained by a lack of seed capital, and in 
some cases by low repayment rates which have led to revolving funds being run down.  In 
1995 the New Zealand Government provided K20,000 (US$15,580) in seed capital, enabling 
four Associations to expand and facilitating the implementation of common guidelines.  The 
New Zealand Government subsequently decided not to provide further funding.  The PNG 
Government has recently committed substantial funds to the project.  Moreover, following 
the recent World Bank mission, at which it was agreed that the PNG Government would 
allocate a further K2 million (US$1.56 million) to it.  If these allocations are forthcoming, 
they will enable the project to expand dramatically. 

Objectives 

The project has a number of objectives, including: 

 economic empowerment for women; 

 to strengthen Women's Associations as intermediaries for servicing the credit needs of 
group-based poor individual women borrowers without collateral; and 

 to increase self employment and enhance income earning opportunities, particularly in 
rural areas, among the low income earning sector in urban communities. 

Structure 

The project is supposed to be managed by a National Steering Committee, consisting of 
representatives of Government Departments, the National Council of Women, and banks.  
The committee is supposed to meet once every six months to screen loan applications by 
district Associations, and to discuss other operational and technical matters relating to the 
project. 

However, the committee has not yet been established.  In the interim, the scheme is managed 
by the Department of Home Affairs.  A secretariat has been established within the 
Department, comprising a national credit coordinator, administration officer, secretary/typist 
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and a driver.  In addition, a credit coordinator has been posted in each of the ten piloting 
Districts. 

In the future, it is proposed that an NGO, the PNG Meri Dinau Association, will be 
established to manage the project.  This will in effect be a peak body of the various district 
Associations.  Members of the Meri Dinau Association will elect an executive committee, 
which in turn will decide on the composition of a board of trustees.  This board of trustees 
will replace the national steering committee.  Moreover, the secretariat in the Department of 
Home Affairs will be phased out and replaced with a secretariat responsible to the Meri 
Dinau Association.  This structure is expected to take effect from mid to late 1997.  However, 
the details have not yet been developed. 

So far the project has been established in ten districts in PNG, spread over eight provinces.  
However, it is intended to expand the scheme to cover all 89 districts in PNG.  In each 
district, the project is administered by a District Women's Credit Association.  These district 
Associations are required to be registered with the Provincial Council of Women.  Each 
district Association has a District Loan Management Committee, consisting of the Executive 
of the district Association and certain other persons.  This committee is responsible for 
determining lending guidelines within the general parameters of the project, deciding on loan 
applications, and following up on repayments.  At the provincial level, a Provincial Loan 
Monitoring Committee is responsible for coordinating and monitoring the operations of the 
various district Associations. 

Below the district level are village women's groups, consisting of around five to ten 
individual members.  These groups are affiliated with the district Associations, and borrowers 
must be members of one of these groups.  In the National Capital District, groups are based 
on ethnicity rather than locality, as it is considered that this ensures a greater common bond 
and reduces the chances of default. 

Methodology of lending 

Village women's groups are required to open a group account with the PNG Banking 
Corporation.  When the group has saved K50 (US$39), it is able to nominate one member to 
apply for a loan.  This application is then submitted to the District Loan Management 
Committee. 

After the woman has shown she can make regular repayments (eg after she has made two 
quarterly repayments), the group is able to select another member to apply for a loan.  If the 
member defaults in her repayment schedule, the other members of the group are required to 
repay the outstanding amount, including interest.  Moreover, they are not able to take out a 
loan until she pays up. 

The maximum loan amount is K500 (US$389).  District Associations may set their own 
interest rates within the range of 10 per cent to 20 per cent.  Interest is calculated on the 
original principal, and is calculated irrespective of the loan term.  For instance, if the interest 
rate is 10 per cent, total interest payable on a K500 loan will be K50, regardless of whether 
the loan is for six, nine or twelve months.  District Associations may also set loan application 
fees, within the range K15 (US$12) to K25 (US$19).  These fees can be built into the loan if 
the applicant does not have the money up front.  District Associations may also set the loan 
period and frequency of repayments.  Loans are typically for nine to twelve months, with 
monthly or quarterly repayments. 
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Some of the Associations do not provide loans in cash.  For instance, the Gumine and Kui 
Associations provides cheques in the name of suppliers, and applicants must attach quotes 
when applying for a loan.  It is understood that the Milne Bay Association imposes a similar 
requirement.  The Chuave Association provides a cheque in the name of the village group, to 
encourage the group to monitor the loan.  On the other hand, the Gomis Association provides 
loans in cash. 

 

2 Outreach to the Disadvantaged 

Number of members 

The project secretariat does not maintain any data on the number of borrowers.  These data 
are only available from individual district Associations. 

As part of the study, discussions were held with credit coordinators and committee members 
from four of the ten pilot districts, Gumine and Chuave in Simbu province, and Kui and 
Gomis in Western Highlands province.  These are among the more established district 
Associations, and it is understood that they would cover a fairly high proportion of total 
borrowers.  Gumine, Chuave and Gomis had 150 current borrowers between them.  Kui was 
unable to provide data on the number of current borrowers, but considered it was around 150. 

The number of borrowers is projected to expand rapidly.  The project has now been extended 
to ten districts within PNG.  Following the recent World Bank mission, at which it was 
agreed that the PNG Government would allocate a further K2 million (US$1.56 million) to 
the scheme, it is intended that the program be extended to all 89 districts in PNG. 

It is understood that the pace of expansion has been a point of contention between the PNG 
and New Zealand Governments.  The New Zealand Government considered it would be 
appropriate to initially establish the project in three districts only and consolidate the project 
in those areas.  However, the PNG Government considered it should be established in ten 
districts.  It is understood that this is one of the reasons the New Zealand Government 
withdrew from the project. 

Targeting and exclusivity 

Loans are only available to members of village women's groups which are affiliated with the 
District Women's Councils.  It has been suggested that this may exclude the most 
disadvantaged women, who are often geographically isolated or do not have the resources or 
time to be members of village women's groups. 

Past reviews have suggested that some of the schemes have indeed benefited primarily better-
off women.  For instance, a UNDP mission in November 1993 found that the East Sepik 
scheme restricted credit to women living in and around Wewak, the provincial capital.  
Further, the majority of loans had been provided to the wives of employed men.  Visits by the 
mission to East Sepik province and Simbu province also suggested that many of the 
borrowers were relatively better off. 

In response to these criticisms, the secretariat has tried to improve the targeting of the scheme 
by encouraging district Associations to ensure that loans are only provided to disadvantaged 
women.  All four of the districts visited have also sought to target their schemes.  All of them 
restricted loans to women in the villages, and none provided loans to women who were wage 
and salary earners or wives of wage and salary earners.  In addition, Gomis gave priority to 
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deserted wives, widows, and women in isolated villages.  It is understood that some other 
Associations impose similar restrictions. 

Given the isolation of villages and the restriction that each village can have only one 
borrower at a time, it was not possible to conduct a survey of borrowers using the rural 
village housing index.  However, the study visited the village of Mainamo in the Chuave 
district of Simbu province, which has one borrower and fifteen other members of the village 
group.  The study suggested that the members of the village group were relatively 
disadvantaged, with virtually all houses in the village made entirely out of bush materials.  
The house of one member scored five index points, above the threshold of 4.5 points.  For the 
other fifteen members, scores ranged from zero to two.  The house of the borrower scored 
two on the index.  While this suggests effective targeting, it is not clear how representative 
the particular village is, nor how appropriate this kind of test is for PNG.  For instance, the 
UNDP has noted that in PNG, even the rich people often live in houses made out of bush 
material in the villages. 

Outreach to women 

The program is targeted exclusively to women.  In addition, the staff are predominantly 
women.  The national coordinator, administrative officer and provincial coordinator for 
Simbu province are all women.  Nine of the ten district coordinators are also women.  The 
district committees are made up of a mixture of women and men. 

Motivation work 

District coordinators and committees do not appear to take active steps to promote the project 
to new villages or borrowers.  On the other hand, the use of existing networks through the 
District Women's Councils means that there is a reasonably wide knowledge of the program 
at the village level. 

Training for clients 

Three of the Associations visited provide compulsory training of one week for borrowers 
before they can take out a loan.  Training is during normal office hours and is conducted at 
the district headquarters.  It focuses on the loan program itself, plus technical/business 
training from local government officials.  Gumine district does not provide any training 
because of a lack of funding. 

During the loan period, the credit coordinator tries to visit each borrower about once every 
three weeks.  However, the isolation of some borrowers and lack of transport makes this 
difficult in some cases.  For instance, lack of transport has precluded the Gumine coordinator 
from making any visits for the last six months. 

Savings facilities 

There are no compulsory savings under the project, but groups must save K50 (US$39) 
before a member is eligible to apply for a loan.  The project itself does not provide any 
savings facilities, and the group leader is responsible for establishing a bank account with 
PNG Banking Corporation to facilitate group saving.  Members of the group make deposits 
and withdrawals through the group leader.  Given the isolation of many villages in PNG, the 
group leader may need to hold balances of cash for considerable lengths of time.  Moreover, 
some branches of PNG Banking Corporation will not open accounts with small balances, 
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requiring the group leader.  These arrangements may therefore put the group leader in a 
difficult position. 

Impact evaluation 

There has been no impact evaluation of the project, or of any of the individual Associations. 

 

3 Viability and Sustainability 

Present operational and financial self-sufficiency 

The lack of accounting and reporting data makes it impossible to calculate operational or 
financial self-sufficiency, either for the project as a whole or for individual district 
Associations.  At the national level, the project secretariat does not have a separate budget, 
and staff were not able to separate costs relating to the secretariat from costs relating to the 
Department of Home Affairs as a whole.  Individual district Associations keep records of 
cash movements only, and do not maintain any data on income and expenses.  Hence it is not 
possible to determine if they are funding their operations from their interest earnings and 
affiliation fees, or by drawing down their revolving funds. 

Nevertheless, the general impression is that the project is heavily dependent on grant funds 
and is operating at a low level of self-sufficiency.  There is no timetable for moving towards 
self-sufficiency. 

Measures to increase revenues 

The project is not planning any particular measures to increase revenues, other than through 
expansion. 

Measures to reduce costs 

Similarly, the project is not planning any particular measures to reduce costs.  The dispersion 
of borrowers makes it very hard for the project to achieve viability while ensuring adequate 
service to and monitoring of borrowers.  To a large extent, this reflects the geography of PNG 
and poor infrastructure.  PNG has a land area of 462,840 square kilometres, with a population 
density of only nine people per square kilometre.  The interior is mountainous, and many 
villages are extremely remote and accessible only by foot.  This makes it extremely difficult 
to provide intensive service to borrowers in a cost-effective manner. 

Nevertheless, much could be done to significantly improve the cost effectiveness of the 
project.  At present, a relatively small number of borrowers, probably less than 500 in total, 
are spread over a huge geographical area spanning ten districts in eight provinces in PNG.  
This problem will escalate dramatically if the project is extended to cover all 89 districts in 
PNG. 

Even within districts, the dispersion of borrowers is enormous.  Many villages in PNG are 
extremely isolated.  Often there is no vehicular access, with access by foot only.  Even where 
there is vehicular access, many villages are not accessible by public transport.  Yet the 
methodology of the project effectively means that there can be no more than one borrower in 
any one village at any time.  This adds enormously to the cost of servicing borrowers.  Given 
the current approach, it is simply not feasible to provide satisfactory service to borrowers or 
ensure adequate monitoring and follow-up except at enormous cost.  Without adequate 
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follow-up, services will not meet the needs of borrowers, and repayment rates will tend to be 
low. 

To address these problems, it is important that the project be established far more intensively 
in a much smaller area.  Ideally, the project would be restricted to a small number of districts.  
If this is not possible (and even if it is), the project should be established intensively in a 
small number of contiguous villages in each participating district.  Clearly, it is far more cost 
effective to service twenty borrowers in one village than one borrower in each of twenty 
villages.  It is important that these issues be addressed as a matter of urgency if the project is 
to work towards achieving sustainability over the medium term. 

Repayment rates 

The UNDP mission of November 1993 found that the Western Highlands scheme had 
achieved a high repayment rate.  However, the repayment rate for the East Sepik scheme was 
only about 55 per cent.  The repayment rate for the Milne Bay scheme was also low, partly 
reflecting the geography of the province.  Five of the seven districts in the province could 
only be reached by boat, taking two to three days.  It also noted that most schemes did not 
have a mechanism for regular supervision of loans. 

The standardisation of the scheme and establishment of group guarantees across the board in 
1995 was intended to reduce the incidence of default.  There are no comprehensive data to 
analyse whether this has been successful.  Data provided by the Gumine Association suggests 
a cumulative repayment rate of around 83 per cent.  The other three Associations visited were 
not able to provide any data on their repayment rates. 

Nevertheless, anecdotal evidence suggests that some Associations have problems with 
defaults.  For instance, the report from the Bereina Association to the PNG Women's Credit 
Workshop held in March 1996 stated that “although women are doing well, they are behind 
with payments and they do not keep records”.  The Milne Bay Association also appears to 
have encountered problems in repayments, to the extent that the scheme was under 
suspension for an indefinite period as of the beginning of 1996, pending loan repayments. 

Financial management 

The operations manual states that each district Association is required to have an external 
audit of its financial statements.  The national steering committee, through the Department of 
Home Affairs, is required to submit an annual project implementation report, and audited 
financial statements for the project five months after the end of the financial year.  These 
statements and reports have not been prepared as yet. 

In addition, District Associations are required to submit quarterly loan release reports, 
quarterly loan repayment reports, quarterly project status reports and an annual financial 
report.  Some Associations provide these reports regularly, while others do not. 

The standard forms used by the Associations provide data on the amounts of loans taken out 
by individual borrowers, and the number and amounts of repayments made.  Associations are 
also required to maintain records of cash flows, but not profit and loss statements.  The forms 
do not make any distinction between principal and interest.  They do not provide any 
information on interest received from borrowers, or interest paid to the national steering 
committee.  Hence the reports do not provide ready data on whether associations are funding 
their operations through their interest income or by running down net assets.  Moreover, the 
secretariat has not collated these reports or produced any consolidated reports based on them. 
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Table 1 provides some limited data that were obtained from the four district Associations that 
were visited.  As can be seen, very few data are collected, and those that are, are of limited 
use for management purposes.  Most of the basic data for analysing the performance of 
microfinance institutions are not available and cannot readily be derived from the records of 
the Associations.  This lack of accounting and reporting data is a serious deficiency, and 
urgent steps should be taken to establish a comprehensive framework for data collection and 
analysis. 

Computerisation 

None of the records of the project are computerised at present.  It will be necessary to 
establish a centralised database at the secretariat in the future. 

Staff training and supervision 

The district credit coordinators and loan management committees have not received any 
formal training.  They have received some on-the-job training in credit management and 
book-keeping from the national credit coordinator when she has visited the various district 
Associations.  However, it is clear that there is a serious shortfall in skills at the district level.  
While coordinators and committee members have a general understanding of the parameters 
of the scheme, they seem to have relatively little understanding of the broader issues in 
administering a successful microfinance project in terms of outreach and sustainability.  
There is also very little understanding of accounting and reporting requirements, and the 
limited data that are collected are of little use for management purposes.  If the program is to 
operate in an efficient and effective manner, it is essential that coordinators and committees 
receive far more training in all aspects of their work than they do at present. 

There are plans for coordinators and committees to receive some training from the Small 
Business Development Corporation.  Nevertheless, it is not clear that the SBDC has 
sufficient expertise in microfinance to provide all of the necessary training. 

It is also critical that the project establish an appropriate balance between paid and voluntary 
staff.  At the moment, the project is serviced by a very small secretariat in the Department of 
Home Affairs.  The secretariat is far too small to perform the tasks necessary for effectively 
managing the scheme - eg. managing the flow of funds to the district Associations, intensive 
training of coordinators and committees, maintaining sound financial and management 
information systems, auditing the operations of district Associations, making policy 
regarding the overall parameters of the scheme, etc.  If the scheme is to be managed 
effectively, it is essential that an adequately skilled and resourced professional secretariat be 
established as soon as possible. 

 

4 Resource Mobilisation 

Grants and concessional loans 

The project commenced when the New Zealand Government provided seed capital of 
K20,000 (U$15,580) in June 1995, before it withdrew from the project.  Of this amount, 
K5,000 (US$3,895) was provided to each of the four Associations visited in the study, to start 
a revolving fund.  The other six Associations have not received any seed capital as yet, and 
have relied on funds from other sources. 
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The PNG Government has provided K500,000 (US$389,500) to the project, K300,000 
(US$233,700) for seed capital and the remaining K200,000 (US$155,800) for operations and 
training.  Individual district Associations may borrow up to K20,000 (US$15,580) of the seed 
capital at any one time, with an application fee of 2 per cent of the total loan and an interest 
rate of 8 per cent per annum.  The loan period is 18 to 24 months.  However, none of the 
district Associations have yet borrowed under this facility. 

During the supervision mission for the World Bank PNG Economic Recovery Program Loan 
in July 1996, it was agreed that the PNG Government would revise the 1996 development 
budget to increase the allocation to the Department of Home Affairs for women's credit 
schemes by K2 million (US$1.56 million).  This is to be offset by a reduction in other 
government expenditures.  It is understood that the Department is currently developing a 
budget for this allocation, to be divided between operational expenses, training and seed 
capital.  It is expected that this allocation will enable the program to be extended to all 89 
districts in PNG. 

Commercial funds 

The operations manual for the project states that once the project has established its 
creditability and track record with the banks, it will be possible to negotiate with the banks 
for soft loans for on-lending.  However, this avenue is unlikely to be open to the project until 
it is operating on a more sustainable basis. 

 

5 Policy and Macro Factors 

Governance 

As noted above, neither the National Steering Committee nor the Meri Dinau Association has 
yet been established.  Hence there is no independent management structure.  Management 
decisions are made by the Government, through the Department of Home Affairs.  This has 
resulted in some decisions reflecting political factors, rather than the best interests of the 
project in terms of efficiency.  For instance, the decision to start the project in ten districts 
was based on political considerations, and did not take account of the institutional capacity of 
the project secretariat.  Governance is a critical issue.  It is important that an independent and 
effective governance structure be established as a matter of urgency, to enable decisions 
about the project to be made on sound management grounds. 

At the district level, coordinators and committee members said there was no political 
interference in setting loan terms and conditions or in allocating loans. 

Effect of government policies 

The overall policy environment is supportive of the project.  However, the lack of success of 
some previous schemes where loans have been treated as grants, and the availability of grants 
under some other schemes, has made it more difficult to achieve high repayment rates.  This 
is especially the case as the project is administered through the Department of Home Affairs 
and is seen as a government scheme. 

 

6 Conclusions 
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The PNG Women’s Credit Project has a number of strengths.  It is a locally-based initiative 
that does not rely on external assistance.  It makes use of the extensive network of women’s 
associations at the district level, avoiding duplication and enabling the project to extend to 
remote villages.  Moreover, in establishing a common framework, it has drawn on experience 
from a number of pilot projects over a number of years.  Until now, the project has consisted 
of a small number of relatively small, decentralised schemes.  Nevertheless, the project is 
poised to expand dramatically in the light of an increased focus on microfinance by the PNG 
Government and the World Bank. 

These developments pose a major challenge for the project, and there are a number of 
institutional strengthening and capacity building issues that need to be addressed urgently if 
the project is to proceed in a sound manner.  Issues relating to governance need to be 
resolved to ensure an independent and effective management structure.  There is a critical 
need to establish an adequately resourced and professional secretariat to manage the project.  
It is also essential that a comprehensive framework for accounting and reporting be 
established at both the district and national levels, to provide the information necessary to 
monitor and manage the project.  District credit coordinators and loan management 
committees have had very little training, and this needs to be addressed urgently.  Moreover, 
it is important that the project be established much more intensively over a much smaller area 
is it is to operate on a cost-effective basis. 

 

Papua New Guinea Women’s Credit Project 

Summary Data 

Table 1: Accounting and Reporting Data, July 1996 

Gumine, Chuave, Kui and Gomis Associations 

 Gumine Chuave Kui Gomis 

Number of current borrowers 70 38 about 150 42 

Number of groups na 272 about 100 62 

Loans outstanding (US$) (1) 8,807 na na 1,838 

Average loan outstanding (US$) 126 na na 43.8 

Repayment rate (2) 83.2% na na na 

Overdue borrowers 20 4 na 14 

 

(1) Data on loans outstanding include both principal and interest. 

(2) Total repayments (principal and interest) collected as a percentage of total repayments 
 due, since the commencement of the program. 
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Appendix 3 

Women’s Social and Economic Development Programme, Fiji 

1 Introduction 

Brief history 

The Women’s Social and Economic Development (WOSED) program was established by the 
Department of Women and Culture.  Since the Department was established in 1987, it had 
received numerous requests from women in support of income-generating activities.  The 
current Director started in 1991, and was exposed to microfinance through discussions with 
organisations such as Women's World Banking and NZODA.  In 1992, the Department put 
together a proposal to establish a microfinance program, and in 1993 the South Pacific 
Commission provided funds to pilot the program.  The first loans were provided in April 
1993. 

Objectives 

WOSED has both economic and social objectives.  The economic objectives are to: 

 support women's income earning activities; 

 promote saving; 

 improve the participants' standard of living; 

 create self-employment or support for those wishing to be self-employed; and 

 prepare women for integration into the commercial banking system. 

In addition, WOSED has social development objectives, in terms of inculcating a sense of 
independence, dignity and confidence among women borrowers. 

Structure 

WOSED is a government-run program within the Department of Women and Culture.  It is 
overseen by the head of the Department, the Director for Women and Culture, who was 
directly responsible for establishing the program and takes a strong personal interest in it.  
The day-to-day project manager is the WOSED coordinator, who also serves as the WOSED 
supervisor for the Eastern division.  Below her are three supervisors, one each for the 
Western, Central and Northern divisions.  These supervisors have other responsibilities 
within the Department, and spend around 80 per cent of their time working on the WOSED 
program.  The WOSED supervisors are assisted by three small business advisers, who are US 
Peace Corps volunteers.  Each of the supervisors is responsible for a number of WOSED 
facilitators, who in turn are responsible for groups of borrowers.  The facilitators spend 
between 40 per cent and 80 per cent of their time working on the WOSED program.  The 
program is very decentralised, with each of the facilitators based in a separate town, and 
responsible for borrowers in that particular locality. 

Methodology of lending 

Lending is in accordance with the Grameen Bank model.  Borrowers organise themselves 
into groups of around five, and elect a leader (in practice, groups vary from three to seven).  
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After they have completed their training, they are eligible to receive a loan.  The program 
experimented with giving one loan at a time and not releasing the next loan until the previous 
borrower had established an adequate repayment record.  However, it found this led to 
borrower dissatisfaction, and now all five members receive their loan simultaneously.  There 
is no security requirement, but members guarantee the loans of other members of the group. 

Loans are for eighteen months, with an interest rate of 8 per cent flat charged over the 
eighteen months.  In other words, the total amount of interest payable is calculated as 8 per 
cent of the original principal, and this is charged evenly over the eighteen months.  This is 
equivalent to an effective interest rate of 10.3 per cent.  Groups may elect to repay their loans 
weekly or fortnightly, but most groups have opted for weekly repayments.  The first loan is 
for a maximum of F$500 (US$355), and the second loan is for a maximum of F$1,000 
(US$709). 

 

2 Outreach to the Disadvantaged 

Number of members 

As of June 1996, there were 137 borrowers in the program, while a further 47 borrowers had 
been trained and were waiting to receive their loans.  The program has expanded 
considerably since it started, and is hoping to continue to expand.  It does not have any pre-
determined targets for the rate of expansion. 

As noted above, 47 borrowers had been trained and were waiting to receive their loans.  
Moreover, some borrowers were waiting to receive their second loans. The loans had not 
been provided because the program was been waiting for funds allocated by NZODA (it is 
understood that the loans were finally provided in September 1996).  Nevertheless, at 30 June 
1996, the program had F$43,352 (US$30,746) in the bank, consisting largely of loan 
repayments.  This money had not been re-lent because the program was trying to build up 
funds in each of the divisions.  While this prudent attitude is to be commended, it is not clear 
why the money could not have been re-lent.  This would simply replace one asset (cash at 
bank) with another (loans outstanding), and help maintain the momentum of the project.  
Lags in providing loans reduce the momentum after training and are likely to reduce 
borrower satisfaction and commitment. 

Targeting and exclusivity 

The program is designed to reach disadvantaged women.  When prospective clients express 
an interest in the program, field staff visit them to determine if they are within the target 
group for the program.  However, this is done on a subjective basis.  There is no means test to 
ensure that targeting is effective, nor are there any clear criteria that are used in assessing 
borrowers.  The Director for Women and Culture expressed a concern that the program is 
currently not always reaching the most disadvantaged, and stated that the program was 
hoping to introduce a means test in the future.  It would be appropriate to address this issue as 
soon as possible.  The recent work on poverty in Fiji by UNDP could be used in deriving a 
means test that is appropriate to conditions in Fiji. 

The study included an assessment of targeting based on the rural housing index developed for 
APDC.  The houses of 17 borrowers around the Suva area were assessed, consisting of five 
borrowers from a squatter settlement in Vatuwaqa, eight borrowers from a housing estate in 
Narere, and four borrowers from a Polynesian community in Veisari.  The results are 
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presented in Table 1(b).  All but one of the 17 borrowers lived in houses scoring 4.5 or 
above.  Nevertheless, it is not clear that this indicates that the program is poorly targeted.  
The standard of housing is relatively high in Fiji, with very few people living in houses made 
from bush materials or very small houses.  It is likely that only a very small proportion of the 
population in Fiji would live in houses scoring less than 4.5.  As such, the test does not 
appear to be appropriate for Fiji. 

Outreach to women 

The program is currently targeted specifically to women, but has not ruled out the possibility 
of lending to poor men in the future.  All of the program staff are women. 

Motivation work 

When the program was first established, three target areas were identified, comprising a 
housing estate and squatter settlement in Suva, and a cluster of villages in a rural area.  
WOSED facilitators went out and interviewed women in those areas.  This method helped to 
ensure that the program was targeted at disadvantaged women.  However, since that time 
news of the program has spread considerably by word of mouth and through brochures and 
radio broadcasts.  Hence a large number of women have come forward to be considered for 
the program, and it has not been necessary for the facilitators to seek out new borrowers.  
This may have led to a deterioration in the targeting of the program. 

While data on the ethnic mix of borrowers are not available, it should be noted that almost all 
of the borrowers are ethnic Fijians or other Pacific Islanders.  Very few ethnic Indian women 
are borrowers under the program.  It is understood that there have been attempts to form 
groups of ethnic Indian women, but that such women have tended not to be as open to the 
program as their ethnic Fijian counterparts.  It would be appropriate for the program to 
review why outreach to disadvantaged ethnic Indian women has been so limited, and to 
devise strategies to motivate them to join the program. 

Training for clients 

Clients must undertake considerable training before being permitted to borrow.  The training 
period is four hours per day for around eight days, spread over two to three weeks.  The 
training covers group development (including lending policies), business training and social 
development.  During the last week, participants prepare their business plans.  Hence a 
considerable commitment of time is required to participate in the program.  If a member 
needs to miss a session, the group leader is responsible for passing the information on to the 
member, and the member must give a report at the next session. 

Training is conducted by the facilitator.  There is a manual for the facilitators to assist them 
in providing this training.  A manual for participants is currently being trialed.  The 
preparation of the business plan serves as a de facto test of the borrowers' understanding of 
the business training.  However, unlike the general practice of the Grameen approach, there is 
no group recognition test.  It may be appropriate to introduce such a test.  This would involve 
a supervisor visiting each group after their training and satisfying herself that the group 
members fully understood the nature of the program and their responsibilities as borrowers. 

After receiving their loans, group meetings are held weekly or fortnightly, depending on 
whether the group has elected to make weekly or fortnightly repayments.  Meetings focus on 
making repayments and collecting savings contributions, and discussing problems or issues 
that may arise. 
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Savings facilities 

Members are required to save one dollar (US$0.71) per week, starting from when they 
receive their loan.  They are not required to save during training or while waiting for loan 
approval.  Starting the period of compulsory saving earlier may help to instil discipline and 
commitment to the program. 

Members may also make voluntary savings.  However, they do not receive any interest on 
their savings, and they are not allowed to withdraw their savings, whether voluntary or 
compulsory, until they have repaid their loan.  These requirements are likely to discourage 
voluntary savings and it would be appropriate to reconsider them, especially the restriction 
on withdrawing voluntary savings. 

Impact evaluation 

The evaluation of the program by Matanatabu and King (May 1994) included interviews with 
13 of the then 27 borrowers.  Most of the women reported that the program had progressed 
their business activity and helped them in meeting their personal and family needs.  There 
were also benefits in terms of better money management skills, and greater confidence and 
self-esteem.  Nevertheless, these were simply one-off interviews, and there has not been any 
rigorous impact evaluation of the program. 

 

3 Viability and Sustainability 

Present operational and financial self-sufficiency 

A lack of comprehensive time-series data makes it difficult to calculate operational and 
financial self-sufficiency.  The costs of the program are subsumed within the overall costs of 
the Department of Women and Culture, and are not separately identified.  On the income 
side, interest income from clients is not separated from the principal component of loan 
repayments.  Hence the program does not have the data to prepare regular profit and loss 
statements, or to estimate self-sufficiency. 

Nevertheless, some rough estimates of self-sufficiency were made as part of this study. 

 Cost estimates were provided by the Department, based on the amount of time that staff 
were estimated to have worked on the project. 

 Interest income was calculated as (8/108) of total loan repayments.  While the most 
recent data are reliable, data on loan repayments prior to 1996 should be treated with some 
caution. 

 Interest on cash in the bank, calculated as 4 per cent of the average balance, was also 
imputed to the program. 

The resulting estimates provide broad indications only of self-sufficiency.  Nevertheless, the 
estimates suggest that the program currently has very low levels of self-sufficiency, with both 
operational and financial self-sufficiency estimated at only 1.3 per cent in 1996.  Hence the 
program is essentially operating as a social welfare program, with very little emphasis on cost 
recovery.  Income derived from the program is sufficient to cover only a tiny fraction of the 
administrative costs of operating it.  Clearly, achieving a reasonable degree of self-
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sufficiency would require a major effort to increase revenues and/or reduce costs.  It is 
important that the program develop a strategy for improving self-sufficiency as a matter of 
urgency. 

Measures to increase revenues 

As noted above, revenues under the program are currently very low.  One way of increasing 
revenues is to increase the number of borrowers.  The program has expanded considerably 
since it started, and is continuing to expand.  There is no definite timetable for achieving 
particular numbers of borrowers. 

Another way of increasing revenues would be to increase interest rates.  The Director for 
Women and Culture considered it would be appropriate in the future to increase the interest 
rate to improve the viability of the project.  However, she felt that it was best to get the 
program established at the existing interest rate to ensure continued community support for 
the project.  Nevertheless, it should be noted that the effective interest rate is currently only 
10.3 per cent, very low for a microfinance program and well below the rate that would be 
necessary for sustainability under even the most favourable conditions.  Many programs in 
Asia have effective interest rates in the 30 to 50 per cent range. 

The effective interest rate reflects both the low flat rate of 8 per cent, and the fact that interest 
is payable over 18 months.  It would be appropriate to consider increasing the flat rate of 
interest.  However, given the method of calculating interest, the effective interest rate could 
be increased substantially simply by reducing the loan term.  For instance, reducing the loan 
term to 12 months, with no change in the flat interest rate, would increase the effective 
interest rate to 15.3 per cent.  Reducing the loan term to six months would increase the 
effective interest rate to 30.1 per cent.  Hence the effective interest rate, and therefore interest 
revenue, could be increased substantially simply by reducing the length of loans.  It is 
unlikely that this would lead to an adverse community reaction. 

So far, around 37 borrowers have repaid their first loans, but only seven have received 
second loans.  It is understood that most such borrowers are interested in obtaining further 
loans, but there have been delays because of a lack of funds and concerns over some project 
proposals.  It is important that the program try to retain repeat borrowers as much as possible.  
This is an effective way of increasing revenue.  Repeat borrowers do not require so much 
training and tend to take out larger loans, increasing interest receipts. 

Measures to reduce costs 

At present, the project has very high unit costs.  This reflects the fact that the program is still 
at an early stage, the relatively high cost structure in Fiji, the dispersed nature of the project, 
and the associated low ratio of borrowers to field staff.  The Director for Women and Culture 
is aware of the need to reduce unit costs to improve the viability of the project.  However, 
few concrete measures have been identified at this stage.  One option that has been proposed 
is to employ borrowers on a contract basis - this is discussed below. 

The dispersion of the project is a major constraint to reducing costs and improving viability.  
The project was pilot-tested in 1993 with 27 borrowers in three dispersed districts.  It was 
expanded in 1994 to cover nine districts throughout Fiji, for a total of 110 borrowers.  In June 
1996 there were 137 borrowers spread over these nine districts.  Even within these districts, 
the dispersion of borrowers makes it difficult for each WOSED facilitator to cover a large 
number of groups.  Hence the ratio of borrowers to facilitators is only a fraction of what 
would be necessary for the program to operate sustainably. 
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Clearly, this is a major constraint to improving viability.  It is important that the project be 
established far more intensively in a much smaller area.  Ideally, the project should be 
restricted to a small number of districts.  It should be established intensively in a small 
number of contiguous villages in each participating district.  It is important that this issue be 
addressed as a matter of urgency if the project is to work towards achieving sustainability 
over the medium term. 

The dispersion also reduces the cost-effectiveness of the program in other ways.  Each of the 
WOSED supervisors has a vehicle.  While these vehicles are not used solely for the program, 
it is therefore necessary to maintain four vehicles.  The dispersion of the staff members also 
makes it very difficult to establish cost-effective training systems, or to effectively supervise 
staff.  The limited contact between staff also reduces the opportunity for mutual 
reinforcement, and increases the scope for inconsistencies and deviations between districts. 

Another factor preventing greater efficiency is the fact unlike other Grameen replications, 
groups of borrowers are not organised into centres.  Weekly meetings are held for groups of 
five borrowers, rather than for centres of up to 30 borrowers.  Clearly, this is a major 
constraint to increasing the ratio of borrowers to facilitators.  It would be appropriate to 
organise existing groups into centres wherever possible, and to concentrate in the future on 
establishing centres consisting of a number of groups, rather than individual groups.  This 
also has implications for which areas are targeted.  It would be appropriate to target villages 
where there is a sufficient number of potential borrowers to enable the establishment of a 
centre. 

If the project is to operate on a more sustainable basis, it is important that a major effort be 
made to increase substantially the number of borrowers serviced by each facilitator. Given 
the relatively high cost structure in Fiji, it is likely that a ratio of at least 200 to 300 
borrowers per facilitator would be necessary for the program to become sustainable.  This 
would require each facilitator to attend two centre meetings of up to 30 borrowers each per 
day.  While this is an ambitious target, it is one that has been adopted by many programs in 
Asia.  Given the relatively high population density and sound infrastructure on Viti Levu, it 
should be possible to achieve a higher ratio of borrowers to facilitators than in other parts of 
the Pacific, and 200 to 300 borrowers per facilitator may not be an unrealistic target over the 
medium term. 

Obviously, it will only be possible to build up the ratio of borrowers to facilitators gradually, 
and it is important to ensure that the quality of the program does not suffer.  Nevertheless, 
there would appear to be considerable scope to increase the ratio, and this is fundamental to 
improving the cost-effectiveness of the program. 

Repayment rates 

As of June 1996, the cumulative repayment rate under the program (measured as total loan 
repayments collected as a proportion of total loan repayments due) was 71.6 per cent.  While 
this is reasonable compared to many schemes in the Pacific, it is very low for a Grameen 
replication.  Unless the repayment rate can be increased substantially, it will hamper efforts 
to increase the sustainability of the program. 

In principle, members guarantee the loans of other members of the group.  However, group 
guarantees have not been enforced, in that other group members have not been required to 
make repayments for group members who are in arrears.  It has been found difficult to 
require other members to pay, especially as initially borrowers were organised into groups by 
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the facilitators, and especially in urban areas.  However, where not all members of the group 
have repaid their loans, no members have been allowed second loans.  Now that borrowers 
organise themselves into groups, it is planned to re-introduce group guarantees.  This may 
assist in increasing loan repayments. 

A number of other suggestions made in this study may also help to boost repayment rates, in 
addition to other benefits that they might have.  These include: 

 starting the period of compulsory saving during training; 

 introducing a group recognition test; 

 avoiding lags between training and loan disbursement; 

 reducing the length of loans; and 

 establishing the program as an NGO. 

It would be appropriate for the program to review why repayment rates have been 
relatively low, and to develop a range of policies to increase them. 

Financial management 

WOSED has recently instituted improvements in the accounting and reporting framework.  
Facilitators are required to provide a fortnightly monitoring report, providing qualitative and 
quantitative information on the groups that they look after.  Since May 1996 they are required 
to provide monthly statements covering a range of financial data, including the amount of 
loan repaid, the amount of arrears, total loan balance, group savings, and individual savings, 
for each borrower.  These are then collated at the central level, and a monthly loan status 
report is prepared.  These data have been collected and provided on a timely basis since this 
system has been in operation. 

However, the system has only recently been introduced.  Moreover, some computer files 
containing historical data on the program have been misplaced.  As a result, historical data 
cannot easily be extracted, and some of the data in the attached summary tables should be 
interpreted with caution.  

Despite the recent improvements, the data that are collected are still only of limited use in 
managing the program.  The statements are essentially cash flow statements, and do not 
analyse profits and losses. 

 On the income side, the statements do not directly provide information on interest 
received from borrowers, or other income accruing to the program (eg interest on funds in 
the bank). 

 Most expenses are not separately accounted for, but are part of the overall budget for the 
Department of Women and Culture.  Because these are not accounted for separately, it is 
not possible to ascertain the true cost of the program, and this is likely to reduce the focus 
on trying to increase the cost-effectiveness of the program. 

 Some expenses, such as loan losses and depreciation, are implicitly borne by the program.  
However, because the statements do not provide data on these items or on income 
generated by the program, it is not possible to analyse whether the program is funding 
these costs through its income, or by running down net assets. 
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It is important that the program work towards collecting the standard data required under the 
Guiding Principles recently agreed by the relevant international donor committees, to enable 
more monitoring by management.  In most cases, the adjustments to existing systems would 
be relatively minor; in some they may be more substantial.  It is understood that WOSED has 
already made some adjustments to its reporting systems to reflect these suggestions. 

Computerisation 

Individual loan records have been computerised since May 1995, and statistical reports have 
been computerised since January 1996.  Each of the supervisors has access to a computer, 
and the facilitators visit their supervisor's office once a week and enter their data into the 
computer.  Data are then sent to the departmental headquarters.  The staff appear to have 
sound computer skills.  One of the small business advisers has developed the software that is 
being used for the monthly loan status reports, and is hoping to develop software for 
instantaneously calling up individual borrower records. 

Staff training and supervision 

Staff involved in the program are employees of the Department of Women and Culture, and 
as such have as a minimum completed the Fiji School Leaving Certificate (ie university 
entrance level).  They have also received training while being inducted into the Department. 

Prior to working as facilitators, the original staff received two weeks training.  Topics 
included conducting surveys, group organising and business skills development.  In addition 
there is a one week training course each year, to update the skills of existing facilitators and 
induct new recruits.  Facilitators have also received on-the-job training from the small 
business advisers, and the coordinator has attended a training course in Bangladesh. 

Donor agencies have commented that one of the strengths of the WOSED program is the 
quality of the staff.  The senior managers have managed the project in a forward-looking 
manner, have been flexible in adapting the program as circumstances have changed, and have 
been realistic and open to new ideas.  Staff at all levels appear to have a sound understanding 
of the project, as well as good analytical skills.  In large part, this reflects the much greater 
availability of well-educated employees in Fiji compared with other countries in the region. 

Nevertheless, management and staff have had relatively little exposure to other microfinance 
programs and to international best practice in microfinance.  Greater exposure could provide 
useful insights to enhance the outreach and sustainability of the program.  In addition, the 
Director for Women and Culture commented that there was a need for improvement in staff 
training, and in ensuring a high degree of professionalism and commitment.  Staff were 
sometimes not sufficiently vigorous in collecting repayments.  Moreover, there have been 
some minor inconsistencies in the way the program has been implemented in different 
districts, because some staff misunderstood some features of the program. 

Staff training is especially important because of the dispersion of the project, which prevents 
day-to-day supervision of either the supervisors or the facilitators.  By the same token, this 
dispersion makes it harder to provide sufficient training in a cost-effective manner, especially 
field training.  Nevertheless, experience with other programs suggests it will be important to 
devise methods for training staff that are both comprehensive and cost-effective if the 
program is to meet its objectives. 

WOSED is proposing to recruit new part-time workers on a contract basis, from among the 
borrowers who are highly committed to the project and exhibit leadership potential.  This 
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would increase flexibility, especially in areas where there are insufficient borrowers to justify 
a full-time facilitator.  Such workers would also be remunerated on the basis of performance.  
This is an innovative method of employment that encourages the grass-roots nature of 
microfinance and seeks to address both the high cost structure of Fiji and the dispersion of 
the program.  Nevertheless, it will be necessary to ensure that such workers are fully trained 
in all aspects of the program.  It will also be necessary to closely monitor the effectiveness of 
the scheme. 

 

4 Resource Mobilisation 

Grants and concessional loans 

The program has received assistance from a number of sources.  In 1993 it received F$8,295 
(US$5,883) from the South Pacific Commission as seed capital to establish the lending 
program.  The New Zealand Government has provided around F$100,000 (US$70,922) over 
the last three years as seed capital, and has also provided funds for training, evaluation and 
equipment.  British ODA has also provided funds for computer equipment.  The US Peace 
Corps has provided four small business advisers who have assisted the development of the 
program.  Operational costs have been met by the Fiji Government through the budget of the 
Department of Women and Culture. 

Commercial funds 

The program has not accessed any commercial funds at this stage.  It intends to pursue this 
option when it is operating on a more self-sufficient basis.  One option may be linkages with 
the Fiji Development Bank. 

 

5 Policy and Macro Factors 

Governance 

The project is run entirely within the Department of Women and Culture, and has not been 
established on an independent basis.  Despite the lack of independence, there is no evidence 
of political interference into the program.  On the other hand, the fact that the program is run 
by a government department may constrain it in some ways.  For instance, the Director for 
Women and Culture commented that it would be very difficult for a government department 
to take defaulting borrowers to court, but that it may be easier for an NGO. 

It is intended to transform the program into an independent NGO by around 2000 to 2003.  
The NGO would be managed by a Board of Directors, including the Director for Women and 
Culture, a representative from the Reserve Bank, a borrower representative, and 
representatives from the commercial banks and/or business community.  The process for 
transforming the program into an NGO has not been developed in detail at this stage. 

While the current structure seems to have worked reasonably well, it would seem appropriate 
to move to an independent governance structure as soon as possible, if possible ahead of the 
current timetable.  This would widen the pool of expertise available to manage the program, 
and help to establish links with the banking sector.  It would reduce the scope for political 
interference in the future.  Importantly, it would enable greater flexibility in the use of staff 
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and in linking remuneration to performance.  Removing the project from the sphere of 
government may also encourage higher repayment rates. 

It is also intended to establish within the next year mechanisms for greater involvement by 
borrowers.  It is proposed to establish district WOSED committees, and possibly a national 
WOSED committee, to enable borrowers to input into the decision-making process.  
Eventually, it is proposed to have a borrowers' representative on the Board of Directors.  
These measures are designed to encourage ownership of the program and ensure that it meets 
the needs of borrowers.  These are positive steps, and should be encouraged. 

Effect of government policies 

The overall government policy has been supportive of the scheme.  However, some 
commentators felt that the presence of some other government loan schemes, such as the 
‘soft’ scheme operated by the Ministry of Fijian Affairs, may undermine borrower discipline 
and lead to lower repayment rates. 

 

6 Conclusions 

The WOSED program has a number of strengths.  It has achieved steady increases in client 
numbers, while at the same time maintaining training for borrowers and group discipline.  
The program has also benefited from sound management and well qualified staff, who have 
responded flexibly to changing circumstances and developed innovative solutions to 
problems and issues that have emerged. 

Nevertheless, there are a number of critical issues facing the program.  It relies almost 
entirely on funding from the government and from donor agencies, with income from the 
program covering only a tiny proportion of costs.  Improving the viability of the project will 
be a major challenge.  While this will require action on a number of fronts, the most 
important requirement is to increase significantly the ratio of clients to facilitators, by lending 
far more intensively in a smaller number of areas.  It would also be appropriate to increase 
interest rates. 

Refinements to the format for accounting and reporting data would assist management in 
planning and monitoring the shift to greater viability.  It would also be appropriate to 
improve the targeting of the program by introducing an explicit means test, and to take 
measures to improve repayment rates. 

Women’s Social and Economic Development Programme (WOSED)
Summary Data     

     

Table 1(a):  Clients by Poverty Status, 1996    

 Borrowers Savers Clients 

Number 137 137 137

Note:  All clients are women     
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Table 1(b): Village Housing Index, August 1996

Index value Number of borrowers 

9 3 

7 5 

5 6 

4.5 2 

3 1 

     

     

Table 2:  Loans Outstanding and Savings (US$, 1996)   

 Loans Savings Total 

Total 18142 6131 24273

Average 132 45 177

     

     

Table 3(a):  Costs (US$)     

 1993 1994 1995 1996 

Operating costs 63315 149894 155804 155304

Interest on deposits 0 0 0 0

Interest on outside funds  

- Actual 0 0 0 0

- Adjusted 40 900 1314 1573

Loan loss provision 111 754 657 907

Total costs  

- Actual 63426 150647 156461 156211

- Adjusted 63466 151547 157775 157785

Average salary/GDP per head 519.5% 524.7% 543.1% 541.4%

Note:  All data for 1996 are annualised  
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Table 3(b):  Revenues and Effectiveness
 1993 1994 1995 1996 

Average loan/GDP per capita 5.7% 9.1% 6.6% 8.2%

Effective interest rate 10.3% 10.3% 10.3% 10.3%

Repayment rate (cumulative) 71.6% 71.6% 71.6% 71.6%

Interest and fees from clients  

- Amount (US$) 60 238 1026 737

- % of financial services 3.1% 2.2% 5.5% 6.1%

Financial services/client (US$) 259 250 449 519

     

Table 3(c):  Efficiency Measures and Ratios    

 1993 1994 1995 1996 

Staffing     

  Field staff 3 12 15 15

  Head office staff 1 4 2 2

  Field/head office staff 3 3 7.5 7.5

  Clients per branch 27 110 121 137

Ratios to field assistants  

  Clients 9 12 11 12

  Loans outstanding (US$) 371 968 1309 1649

  Savings (US$) 272 241 382 557

  Financial services (US$) 643 1209 1691 2207

Ratios to financial services  

  Operating costs 3282.7% 1377.5% 837.7% 639.8%

  Total costs 3288.4% 1384.4% 841.2% 643.6%

Ratios to average assets  

  Salaries and benefits 854.8% 473.2% 275.3% 209.7%

  Operating costs 905.2% 544.6% 286.5% 218.3%

  Financial costs 0.0% 0.0% 0.0% 0.0%

Return on average assets 2.4% 2.7% 3.8% 2.8%
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Table 4:  Ratios of Self-Sufficiency     

 1993 1994 1995 1996 

Average cost of outside funds 0.0% 0.0% 0.0% 0.0%

Inflation rate 5.2% 0.6% 2.2% 

Prime lending rate 11.6% 11.3% 11.1% 

Bankpoor ratios  

  Partial self-sufficiency 0.3% 0.5% 1.3% 1.3%

  Full self-sufficiency 0.3% 0.5% 1.3% 1.3%

CGAP ratios  

  Operational self-sufficiency 0.3% 0.5% 1.3% 1.3%

  Financial self-sufficiency 0.3% 0.5% 1.3% 1.3%
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Appendix 4 

Rural Credit Unions in Solomon Islands 

1 Introduction 

Brief history 

The current credit union movement in Solomon Islands began in 1981.  The passage of the 
Credit Unions Act in 1986 established credit unions and the Solomon Islands Credit Union 
League (SICUL) on a formal basis.  Under the IFAD rural financial services project, to 
operate from 1991 to 1998, SICUL is actively seeking to increase the number and outreach of 
credit unions in the rural areas, and to establish the credit union movement as the major 
provider or financial services in these areas. 

Objectives 

The objectives of credit unions are spelled out in the Act.  In particular, the Act specifies that 
the objectives of a credit union shall be: 

 to promote thrift among its members; 

 to create a source of credit at a fair and reasonable rate of interest primarily for provident 
and productive purposes; 

 to receive the savings of its members either as payment for shares or deposits; and 

 to provide an opportunity for its members to use and control their own money in order to 
improve their economic and social well-being. 

The Act also sets out the duties of SICUL, as follows: 

 to organise credit unions and protect their interests for further growth; 

 to supervise credit unions in the proper conduct of their business; 

 to provide leadership training for credit unions; 

 to function as a supply depot for operating forms and other materials for credit unions; 
and 

 to exercise general supervision and provide guidance to credit unions. 

Structure 

The credit union movement consists of an apex body, the Solomon Islands Credit Union 
League (SICUL), registered credit unions, and savings clubs.  As of December 1995 there 
were 133 registered credit unions, 36 urban and 97 rural.  Another seven applications for 
registration have been filed, while a small number of registered credit unions are currently 
inactive.  Urban credit unions are generally employment based, while rural credit unions are 
generally organised around a village, tribe or school.  Savings clubs are not registered, but 
usually exist under a formal structure and constitution, and are regarded in many ways as a 
step in the process of graduation to formal credit union status. 

SICUL currently has 18 staff.  There are four departments under the general manager. 
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 The Provincial Department has seven staff, consisting of the deputy general manager and 
six field officers.  Three are based on outer islands - one each on Malaita, Isabel and 
Temotu.  One officer will soon be relocated to Western Province. 

 The Audit Department has four staff. 

 The Accounts Department has four staff. 

 The Training Department has two staff. 

Credit unions must have at least 15 members.  Each credit union is required to establish three 
committees: 

 a Board of Directors (not less than five members); 

 a credit committee (not less than three members); and 

 a supervisory committee (three members). 

SICUL also encourages the establishment of an education committee to promote the role of 
the credit union movement and to assist members in making effective use of available 
financial resources.  Five of the urban credit unions employ full-time staff, with around 23 
employees in all.  Other credit unions rely on their volunteer office-bearers, although is some 
cases small honoraria are paid. 

Methodology of lending 

Criteria for lending are established by the credit committees of individual credit unions.  
Members are generally not eligible for loans until they have been a member for at least three 
months, and in some cases are required to maintain a minimum share balance for a specified 
period.  In the case of rural credit unions, the first loan is generally limited to SI$500 
(US$140), but in practice loans tend to be much smaller.  When they have repaid this loan 
they may borrow increasing amounts, up to a maximum of SI$5,000 (US$1,400).  In some 
cases, loans are limited to twice the member's share balance. 

The interest rate on loans is fixed by the Board of Directors of SICUL at 1 per cent per month 
on the reducing balance, equating to an effective interest rate of 12.7 per cent per annum.  
Loan tenure is determined by the individual credit union, but is generally around six months 
to a year.  Repayments are usually once a month. 

The Board of Directors of each credit union is required to meet twice a month.  There are no 
specific requirements for meetings of other members.  However, many rural credit unions 
have a ‘credit union’ day on Thursdays, where members work on group projects for up to two 
to three hours.  The field officer from SICUL tries to visit each credit union regularly to 
follow up on operations. 

 

2 Outreach to the Disadvantaged 

Number of members 

The credit union movement has benefited from a major IFAD rural financial services project, 
to operate from 1991 to 1998.  IFAD projected that by the end of 1998, there would be a 
minimum of 300 registered credit unions with 45,000 members, equal to around 19 per cent 
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of the adult population.  It was projected that there would be 29,000 rural members, and 
16,000 urban members. 

The actual numbers fall well short of those projected by IFAD.  As at 31 December 1995, 
there were 6,802 rural members and 8,313 urban members, compared to projections of 
13,000 and 10,800 respectively by that stage.  While there has been a steady increase in the 
number and membership of active credit unions in rural areas, outreach differs between 
provinces.  The credit union movement is well established in Isabel, Temotu and Malaita 
provinces, but not so well established in other provinces. 

The General Manager of SICUL stressed that quality is more important than quantity.  
Clearly, it would be counter-productive to register new credit unions just for the sake of 
showing increasing numbers, if members are not properly trained and the new credit unions 
are not sustainable.  Given the need to further strengthen SICUL, it may not be possible to 
increase the number of members too rapidly.  Nevertheless, it is important that the number 
and membership of active credit unions in rural areas continue to increase steadily so as to 
provide financial services to an increasing proportion of disadvantaged people in rural areas. 

While all credit union members have some savings with their union, not all have loans.  Data 
are not available as to how many members have obtained a loan in any given period, or how 
many have a loan as at any particular point in time.  Nevertheless, as of 31 December 1995, 
total loans outstanding by all rural credit unions were SI$756,612 (US$217,000) an average 
of SI$111 (US$32) per member.  This suggests either that only a small proportion of 
members had loans, or that the average loan size was very small. 

Targeting and exclusivity 

The credit union movement is not specifically targeted to disadvantaged borrowers.  The 
movement is based on the principle of non-discrimination, and provides services to all 
sections of the community. 

A major distinction is drawn between the ‘urban’ or industrial credit unions based in Honiara, 
and the community-based or ‘rural’ credit unions.  This study focuses on the rural credit 
unions.  The IFAD appraisal report for the rural financial services project (September 1991) 
noted that: 

“The average per capita income in the rural areas was around SI$460 (US$230) in 
1988, which is less than two-thirds of the income per capita for the nation as a whole.  
In view of the generally low level of development in the rural areas, there are only a 
few communities who through timber concessions or bait fish rights, stand out from 
the rest in terms of income.  Given the social framework, differentiation of income 
within communities is generally not marked.  Thus, the vast majority of the 
population in the rural areas would fall within the IFAD target group, a group that is 
best approached...through the strengthening of the credit union movement.” 

The project seeks to reach groups of people in the rural areas who are particularly vulnerable 
or disadvantaged in terms of access to financial services.  These include small farmers, 
younger farmers and rural women.  Given the remoteness of the rural areas in general, and 
most disadvantaged areas in particular, from Honiara, it was not possible to conduct a village 
house indexing survey.  In any case, it is understood that the vast majority of houses in rural 
areas are constructed entirely out of bush materials.  Nevertheless, the absence of any kind of 
targeting or means testing makes it difficult to assess the extent to which the IFAD project is 
reaching the most disadvantaged and vulnerable groups. 
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Given the nature of the credit union movement and the almost complete absence of any other 
formal sector financial services in the rural areas, it is clearly appropriate that credit unions 
provide financial services to all sections of the rural community.  Nevertheless, evidence 
from other countries in the region (eg. PNG, Kiribati) suggests that even in remote villages, 
savings and loan schemes have often been used disproportionately by the relatively well off 
(eg those with some form of government income, leaders in the village community, etc), 
rather than the most disadvantaged and vulnerable.  It is not clear to what extent this is the 
case in Solomon Islands.  However, it would be appropriate to develop indicators to measure 
the extent to which services are reaching the most disadvantaged and vulnerable people, and 
if necessary, develop specific strategies and/or programs for reaching such people.  The work 
currently being undertaken by the UNDP, in developing Sustainable Human Development 
Reports for each of the PICs, would provide a useful basis for developing indicators of 
disadvantage and vulnerability. 

Outreach to women 

Women account for an estimated 44 per cent of members of rural credit unions.  However, 
only around 8 per cent of representatives on the various committees are women.  Women 
have also been under-represented in training courses undertaken by SICUL.  Hence the role 
of women, both in village life and in the rural credit union movement, remains overshadowed 
by men.  SICUL has employed a Women's Adviser to improve outreach to women, including 
women in rural areas.  The Women's Advisor has run courses for women members of rural 
credit unions. 

All of the field officers are men.  The general manager commented that the difficult physical 
conditions and inaccessibility of many villages made it difficult for women to work as field 
officers. 

Motivation work 

SICUL seeks to promote credit unions in rural areas through a number of mechanisms.  It 
produces a weekly radio program, called Money Matters, which aims to improve the general 
attitudes and beliefs towards sources and uses of money in Solomon Islands.  Some programs 
deal specifically with issues concerning credit unions, including how people in rural 
communities can establish credit unions. 

Credit unions are also promoted by field workers from the Solomon Islands Development 
Trust, and by SICUL field staff.  SICUL has recently established officers on three of the 
outer islands, facilitating such promotion work. 

Training for clients 

If a rural area shows an interest in establishing a credit union, a field officer will visit the area 
for 2-3 days to teach the group what a credit union is, particularly the principles and 
philosophies of the movement. 

Before the credit union is registered, the Treasurer and at least one other member should 
attend a five day Treasurers' Course organised by SICUL.  Between January 1995 and June 
1996, eight Treasurers' Courses were held, four in Honiara and four in the outer islands, with 
a total of 134 participants.  A number of other training workshops have also been conducted, 
with training workshops attracting more than 388 participants in 1995. 
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The report for 1995 by the project manager for the rural financial services project noted that 
training was suspended in the second half of 1995 because the number of rural credit unions 
becoming inactive increased, and SICUL staff had to concentrate more on visitation and 
promotional talks to help reactivate them.  However, there has been a significant increase in 
the number of training events in the first half of 1996. 

The IFAD mid-term review in 1994 made field visits to credit unions in Isabel and Malaita 
provinces.  It found that there was a need for SICUL's support and training activities to 
concentrate on basic skills development, particularly bookkeeping, for the immediate future.  
In 1994, SICUL produced two handbooks, in simple English with cartoons, for the use of 
credit unions.  These are the Handbook for Boards of Directors and Committees, and the 
Handbook for Treasurers. 

Savings facilities 

The credit union movement provides for savings in the form of shares in the credit union, 
with a dividend paid annually.  Indeed, the nature of the movement is to emphasise savings at 
least as much as credit.  As at 31 December 1995, rural credit unions had a total volume of 
savings of SI$1,274,856 (US$365,000), considerably in excess of loans outstanding. 

Impact evaluation 

There have been no studies of the impact of the credit union movement on the living 
standards of members.  Nevertheless, the IFAD mid-term review found that "...the project is 
indeed fulfilling the primary function of the provision of a rural financial infrastructure as 
there is no other source of savings and lending mechanism available to rural communities."  
Borrowing was mainly for provident purposes, but this was facilitating education of village 
children through loans for school fees, uniforms and transport to school.  There was also an 
encouraging trend towards small loans for income generating activities, such as development 
of vegetable gardens, with the excess production being sold for cash. 

 

3 Viability and Sustainability 

Present operational and financial self-sufficiency 

The study estimated separately the self-sufficiency of the rural credit unions themselves, and 
SICUL.  The rural credit unions appeared to be fully self-sufficient, with self-sufficiency 
ratios of over 100 per cent on most measures.  This is not surprising given that the individual 
credit unions did not receive any subsidies, and were therefore forced to cover their costs.  
One qualification, however, is that in the absence of any data, an arbitrary adjustment was 
made for loan losses, with annual loan losses set at 5 per cent of the change in loans 
outstanding.  Clearly, high loan losses can threaten the viability of individual credit unions 
and can ultimately lead to them becoming dormant.  There is no suggestion, however, that 
this is the case in Solomon Islands, and taken as a whole, the rural credit unions appear to 
have a healthy balance sheet position. 

The estimates of financial self-sufficiency under the CGAP ratio were less than 100 per cent.  
The CGAP measure of financial self-sufficiency is premised on institutions paying a market 
rate of interest for all of their loanable funds. However, this is misleading in the case of 
institutions such as credit unions which rely on members’ savings for the loanable funds.  
While the dividends paid by credit unions to their members represent a ‘below market’ return 
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compared to national interest rates, any ‘subsidy’ is borne by the members themselves, and is 
therefore internal to the credit union.  Moreover, the return paid by credit unions on savings 
is higher than most members could have obtained from alternative sources (indeed, they 
would not otherwise have had access to savings facilities), and must be considered in the 
light of the transactions costs of providing financial services to rural areas.  Failure to take 
account of access to deposits at below market interest rates is a flaw in the CGAP measure of 
financial self-sufficiency. 

While the rural credit unions themselves appeared to be self-sufficient, this is not the case for 
SICUL.  As noted elsewhere, SICUL has relied heavily on donor support, and its self-
sufficiency was estimated at around 10 per cent in 1995 (given that SICUL does not provide 
loans, the separate measures of operational and financial self-sufficiency are not relevant).  
The IFAD project document estimated that SICUL could achieve full financial self-
sufficiency by the year 2,000, based on a projected membership of 48,000.  As noted above, 
the movement has not expanded nearly as quickly as projected by IFAD, with a total 
membership of only 15,115 in December 1995.  As such, the timetable for achieving self-
sufficiency is clearly not likely to be achieved. 

The study also attempted to come up with some broad indicative estimates of the self-
sufficiency of the rural credit union ‘system’ as a whole, combining income and expenses for 
the rural credit unions and SICUL.  Because SICUL provides services to both rural and urban 
credit unions, it was necessary to make arbitrary allocations of its income and expenses, with 
both income and expenses allocated between rural and urban credit unions on the basis of 
membership.  Rural credit unions account for around 45 per cent of total credit union 
membership, and were therefore assumed to account for 45 per cent of the income and 
expenses of SICUL.  This is likely to overstate the income and understate the expenses 
attributable to the rural credit unions. 

 While some forms of income such as league dues are proportional to membership, others 
such as audit fees are likely to come predominantly from urban credit unions. 

 More importantly, expenses per member are likely to be much greater in the rural areas 
than in the urban areas, given the much higher costs of servicing credit unions in rural 
areas and the need for extensive promotional work. 

On this basis, the overall self-sufficiency of the rural credit union movement was estimated at 
between 30 and 35 per cent, depending on the measure used.  It is clear that significant 
increases in revenue and/or reductions in costs will be necessary over the medium term if the 
credit union movement as a whole, and SICUL in particular, is to become self-sufficient. 

Measures to increase revenues 

Clearly, an important way for SICUL to increase its revenues is to increase credit union 
membership.  This will lead to direct increases in revenue in the form of membership dues 
(credit unions are required to pay dues to SICUL of SI$2 (US$0.56) per member per year).  It 
will also lead to indirect increases in revenue from other sources, such as audit fees and 
revenues from the sale of stationery, etc. 

It would also be appropriate to review the membership dues paid by individual credit unions 
to SICUL.  SICUL provides a range of essential services to individual credit unions, such as 
training and institutional support, accounting and financial services, and overall management 
of the movement.  Experience in other countries in the region demonstrates that a strong and 
active apex body is critical to establishing and maintaining an effective credit union 
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movement, especially in the rural areas.  Given the nature of microfinance and the situation 
in Solomon Islands, such services are necessarily costly, and it is unlikely that the current 
dues are sufficient to enable SICUL to achieve sustainability, even with substantial increases 
in volume. 

Increasing membership dues would obviously reduce the profit of individual credit unions.  
To maintain their viability, they would need to increase their interest rates.  The current 
effective interest rate of 12.7 per cent is very low compared to rates typically charged by 
microfinance programs, and does not reflect the true cost of providing financial services in 
the rural areas (including those costs borne by SICUL).  If the operations of the credit union 
movement as a whole are to approach self-sufficiency, it is likely that interest rates will have 
to be increased. 

As noted above, SICUL receives some revenue from auditing individual credit unions.  It 
charges SI$100 (US$28) per rural credit union, and SI$45 (US$12.60) per hour for urban 
credit unions.  Audits of urban credit unions cross-subsidise audits of rural credit unions.  
The audit unit raised only $21,913 (US$6,136) in audit fees in 1995, well below budget 
estimates.  The report by the project manager for the rural financial services project noted 
that one problem was that the larger urban credit unions did not have confidence in the audit 
services provided by SICUL.  It recommended that SICUL recruit more qualified accountants 
or auditors with the relevant qualifications and experience to overcome this problem. 

SICUL is planning to establish a training facility, which could be hired out to other users.  It 
could also charge user fees to individual credit unions for training courses.  SICUL also 
receives income from a trust fund, set up mainly with a grant of SI$47,000 (US$13,160) from 
the New Zealand Government.  As at end 1995, the Trust Fund had a balance of SI$67,000 
(US$18,760) invested in government Treasury Bills.  The target for the trust fund for the end 
of the project is SI$200,000 (US$56,000). 

Measures to reduce costs 

SICUL is currently focussing on increasing the size of the credit union movement in order to 
reduce unit costs, rather than direct measures to reduce costs. 

One method of reducing unit costs may be to seek to focus the project in a smaller 
geographical area or areas.  At present, the rural credit unions seem to be spread over a very 
large area, and to be very dispersed.  Clearly, this increases the costs to SICUL of servicing 
the credit unions, with field officers often needing to travel large distances to visit a single 
credit union.  It may be possible to target particular regions in the short term, where there are 
field officers or where there are existing credit unions, and to try to establish a high degree of 
coverage by credit unions in those regions (ie. try to establish a credit union in each village or 
group of villages in the particular region).  This may enable membership to be built up 
without large increases in costs. 

It would also be appropriate to monitor administrative expenses carefully.  The report for 
1995 by the project manager for the rural financial services project noted that while the 
project is lagging behind in achieving its aims and objectives, SICUL continued in 1995 to 
increase its administration expenses, especially in salaries.  It commented that this would be 
justifiable if increases in expenses and salaries were due to inflation and cost of living 
adjustments.  It suggested, however, that the adjusted salary structure which came into effect 
on 1 January 1996 bordered on a raise in salary levels for all staff. 
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Repayment rates 

SICUL advises that data for 1996 suggest a repayment rate for the rural credit unions of 92 
per cent on loans issued to members.  However, it is not clear how this figure is derived.  
SICUL was not able to provide any more detailed information on repayment rates. 

Financial management 

The Act requires all registered credit unions to be audited once a year by an auditor 
authorised by the Registrar.  Credit unions are also required to provide monthly reports on 
their operations to SICUL.  SICUL also maintains its own accounts, which are externally 
audited. 

There have been significant improvements in the timeliness and availability of data in recent 
years.  However, the report for 1995 by the project manager for the rural financial services 
project noted that there is a need for more work before the position can be regarded as 
satisfactory.    As at 31 December 1995, only 23 of the 133 registered credit unions had 
provided financial statements to that year end.  10 had provided reports for November, 4 for 
October, 19 for periods ranging from July to September, and 24 for period from January to 
June 1995.  Hence 53 credit unions had not provided any reports for 1995. 

The general manager commented that is partly a problem of infrastructure.  Many rural credit 
unions operate in remote areas and do not have ready access to postal services.  Hence it is 
hard for them to submit reports on time.  Other problems relate to changes in Treasurers and 
Boards of Directors by credit unions.  With the opening of the Malaita and Temotu provincial 
offices in 1995 and the Isabel office in 1996, it is hoped that reporting will improve 
significantly.  The general manager commented that the main island of Guadalcanal and the 
provinces of Malaita and Isabel have had close to 100 per cent reporting in recent months. 

Computerisation 

The IFAD mid-term review noted that computerisation of the urban credit unions had been a 
failure.  Individual credit unions had invested considerable funds in inadequate software, 
which had led to a breakdown in accounts maintenance.  As a result, several major credit 
unions were operating on a cash balance basis without accrual accounting, and did not know 
their liquidity or creditworthiness.  The mission considered that urgent action was needed. 

The report for 1995 by the project manager for the IFAD project noted that despite 
workshops held on computerisation of credit unions and visits made to overseas credit unions 
whose operations are computerised, SICUL and individual credit unions were still undecided 
on what system or package to adopt.  However, it is understood that software has now been 
developed by a local provider, and is now being used by the larger urban credit unions.  
SICUL is planning to establish a computer bureau in 1997 to centralise the records for all 
rural credit unions, possibly for a small fee. 

Staff training and supervision 

The IFAD mid-term review mission in August 1994 noted that SICUL had developed from a 
moribund organisation to one with a committed and vigorous staff capable of undertaking 
effective training and audit functions in the service of rural and urban credit unions. 
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SICUL staff are generally graduates with certificates in finance or administration from the 
Solomon Islands College of Higher Education.  There is no formal training programme for 
new recruits.  However, new staff are generally exposed to all areas of SICUL's operations 
over the first six months.  Staff have also received some training from the Credit Union 
Federation of Australia.  Staff turnover has been low since SICUL was established, although 
there has been a considerable expansion in staff numbers. 

4 Resource Mobilisation 

Grants and concessional loans 

As noted above, the credit union movement has been strongly supported by the rural financial 
services project.  The project is being implemented under an IFAD loan to the Government of 
Solomon Islands of SDR1.15 million, with grants from AusAID and NZODA.  The IFAD 
loan is for financing activities related to incremental credit, training, civil works, vehicles and 
equipment, and incremental operating costs.  The AusAID grant is for technical assistance, 
and the New Zealand grant is for establishing a trust fund for SICUL.  The project has also 
benefited from support from the US Peace Corps, Hanns Siedel Foundation and the Credit 
Union Foundation of Australia.  The project commenced in 1991 and is expected to run until 
end 1998. 

Commercial funds 

At present, loanable funds come almost entirely from members' deposits.  Around 18 credit 
unions also operate small projects, such as purchasing cocoa dryers and hiring them out, to 
supplement their funds.  Clearly, the fact that credit unions rely on members’ savings for 
their loanable funds limits the amount that they can lend out.  Unless they can obtain finance 
from other sources, they will not be able to provide net credit to their membership as a whole.  
Therefore only a small proportion of members will be able to obtain loans at any one time, 
and/or loan amounts will tend to be very small.  This may make it difficult for credit unions 
to provide sufficient credit to finance income-generating activities for more than a small 
proportion of their membership. 

Hence it is important that once they have established their administrative capacity and 
creditworthiness, credit unions have access to external sources of funds.  The IFAD project 
recognises this, and allocates SI$603,000 (US$168,800) to a revolving fund for SICUL to on-
lend to individual credit unions.  SICUL is planning to activate this source, but it has not yet 
received final approval from the Board of Directors.  It is expected that the fund will be on-
lent to individual credit unions at an interest rate of 1 per cent. 

The Act provides that credit unions may borrow up to 50 per cent of the value of deposits.  
However, both SICUL and CBSI have discouraged credit unions from borrowing.  In any 
case, credit unions lend to their members at below bank interest rates.  Hence it would not be 
feasible for credit unions to borrow from commercial banks to increase lending without a 
significant increase in the interest rate that they charge borrowers.  Nevertheless, over the 
medium term, it is likely that credit unions will need to leverage their own funds and obtain 
additional funds from commercial sources if they are to meet their members’ demand for 
credit.  This is another reason for credit union movement to review its interest rate policies. 

5 Policy and Macro Factors 

Governance 
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SICUL is governed by an independent Board of Directors, which is responsible for the 
administration and management of the affairs of SICUL.  There are nine directors, two based 
in Honiara and seven in the provinces.  Directors are elected for two year terms.  The general 
manager commented that the board operates independently and effectively. 

Effect of government policies 

The credit union movement is regulated by the Central Bank under the Credit Unions Act 
1986.  The Act specifies the requirements on credit unions in some detail, in areas such as 
registration, rights and liabilities of members, audit and investigation, and organisation and 
management.  The Credit Unions Standard By-Laws 1987 provide further details.  The Act is 
administered by the Registrar of Credit Unions, who is also the Governor of the Central 
Bank.  The requirements are essentially prudential in nature, and do not appear to restrict the 
operations of the credit union movement.  Indeed, active monitoring and supervision by the 
Central Bank  has played a very positive role in supporting the movement and identifying 
areas where further attention is needed, such as in the accounting framework and 
computerisation. 

The Act entitles credit unions to accept deposits from members, either as savings or as 
contributions towards shares.  It may invest or deposit its funds with any licensed bank in 
Solomon Islands, with any other credit union, or in any other way as approved by the 
Registrar. 

The overall policy framework appears to be very supportive of the development of SICUL 
and the credit union movement.  However, some official felt that the presence of various 
grant schemes, including funds allocated by Members of Parliament, affects general 
community attitudes towards the repayment of loans.  While there is no strong evidence that 
this had adversely affected the credit union movement, it is possible that it may do so in the 
future. 

6 Conclusions 

While operating in difficult conditions, the credit union movement in Solomon Islands is 
making substantial progress in providing financial services in the rural areas.  The movement 
is serviced by an active and effective apex body, which is emphasising increased outreach 
while at the same time improving the viability of individual rural credit unions.  It has 
actively promoted the credit union movement in rural areas, conducted a vigorous training 
program, and sought to establish a system of regular financial reporting by individual credit 
unions.  The recent placement of a number of field officers on the outer islands should further 
advance these objectives.  Another positive feature is the effective arrangements for 
monitoring and supervising the credit union movement established within the Central Bank. 

The credit union movement operates on the principle of universality, and does not seek to 
differentiate between members.  Nevertheless, the absence of any kind of targeting makes it 
difficult to assess the extent to which the movement is reaching the most disadvantaged and 
vulnerable groups.  It would be appropriate to develop indicators to measure the extent to 
which services are reaching such groups, and if necessary, develop specific strategies and/or 
programs for reaching them. 

At present SICUL relies heavily on grant funding, and it will need to increase revenues and 
reduce unit costs substantially if it is to approach sustainability over the medium term.  To 
some extent, increased outreach will contribute to reduced unit costs.  However, additional 
measures will also be necessary.  Targeting particular regions for expanding the credit union 
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movement on a more intensive basis may be an effective way of reducing unit costs.  It 
would also be appropriate to consider increasing league dues, and by extension, the interest 
rates charged by credit unions. 
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Rural Credit Unions in Solomon Islands    

Summary Data    

    

Table 1:  Clients by Poverty Status, 1995   

RURAL CREDIT UNIONS   Clients 

Rural Women   2993

Rural Men   3809

Total   6802

Notes: (1) Credit unions do not target or people in poverty or impose a means test. 
           (2) Separate data on the number of borrowers and savers are not available. 
    

    

Table 2:  Loans Outstanding and Savings (US$, 1995)  

RURAL CREDIT UNIONS Loans Savings Total 

Total 216769 365237 582006

Average 32 54 86
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Table 3(a):  Costs (US$)    

 1993 1994 1995 

RURAL CREDIT UNIONS    

Operating costs 6904 10923 11961

Interest on deposits 3861 6113 6693

Interest on outside funds  

- Actual 0 0 0

- Adjusted 0 0 0

Loan loss provision 1164 1828 1528

Total costs  

- Actual 11,929 18,864 20,182

- Adjusted 11,929 18,864 20,182

SICUL  

Operating costs 126195 161175 191032

Total costs 126195 161175 191032

Average salary/GDP per head 657.5% 615.0% 642.4%

 
 
Table 3(b):  Revenues and Effectiveness    

RURAL CREDIT UNIONS 1993 1994 1995 

Average loan/GDP per capita 3.2% 3.0% 4.1%

Effective interest rate 12.7% 12.7% 12.7%

Repayment rate na na na

Interest and fees from clients  

- Amount (US$) 7800 8380 8983

- % of financial services 1.9% 1.7% 1.6%

Financial services/client (US$) 66 66 86
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Table 3(c):  Efficiency Measures and Ratios   

 1993 1994 1995 

SICUL    

Staffing    

  Field staff 0 2 5

  Head office staff 10 11 12

  Field/head office staff 0 0 0

RURAL CREDIT UNIONS  

Ratios to (SICUL) field assistants  

  Clients na 7879 1701

  Loans outstanding (US$) na 192410 54192

  Savings (US$) na 331396 91309

  Financial services (US$) na 523806 145502

Ratios to financial services  

  Operating costs 1.5% 2.1% 2.1%

  Total costs 2.5% 3.6% 3.5%

Ratios to average assets  

  Salaries and benefits 0.5% 0.6% 0.6%

  Operating costs 2.4% 3.1% 3.1%

  Financial costs 1.3% 1.7% 1.7%

Return on average assets 2.7% 2.3% 2.3%
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Table 4:  Ratios of Self-Sufficiency    

 1993 1994 1995 

Inflation rate 9.2% 13.0% 9.8%

Prime lending rate 13.5% 12.0% 12.8%

RURAL CREDIT UNIONS  

Average cost of outside funds 0.0% 0.0% 0.0%

Bankpoor ratios  

  Partial self-sufficiency 191.4% 130.0% 130.3%

  Full self-sufficiency 191.4% 130.0% 130.3%

CGAP ratios  

  Operational self-sufficiency 283.0% 192.4% 194.9%

  Financial self-sufficiency 81.0% 67.7% 66.4%

SICUL  

  Self-sufficiency 9.3% 7.1% 10.4%

COMBINED  

Bankpoor ratios  

  Partial self-sufficiency 40.9% 32.5% 33.2%

  Full self-sufficiency 40.9% 32.5% 33.2%

CGAP ratios  

  Operational self-sufficiency 43.3% 34.8% 35.4%

  Financial self-sufficiency 33.1% 27.3% 28.0%
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Appendix 5 

Tonga Development Bank - Outer Islands Credit Project 

1 Introduction 

Brief history 

The outer island credit project is an IFAD-funded project for the provision of financial 
services to the outer islands of Tonga, with a particular emphasis on disadvantaged and 
vulnerable groups.  The project became effective in October 1993, and will operate for five 
years. 

Objectives 

The ultimate goal of the project is to contribute to the economic development and improved 
living standards on the outer islands.  This is to be achieved through financial development 
covering the provision of small credit and savings mobilisation facilities to the population on 
remote outer islands, with a focused assistance on the poor. 

Structure 

The project is administered by the Tonga Development Bank through its normal branch 
structure.  The Bank has a head office in Nuku'alofa, and branch offices on the outer islands 
of Vava'u, Ha'apai, 'Eua, Niuatoputapu and Niuafo'ou, covering all the main island groups of 
Tonga.  These branches are responsible for implementing the project as part of their normal 
operations.  The Planning, Marketing and Research Division is responsible for managing the 
project in head office.  The Division has five staff, all of whom are involved in coordinating 
the project in addition to their other duties.  The project also benefits from the overall 
administrative and financial services provided by head office. 

Methodology of lending 

Loans under the IFAD line of credit are available to persons living on the outer islands who 
satisfy a means test (discussed below). 

Loans may be to either individuals or groups.  In theory, security is required, although loans 
are often provided with little security, or with security that could not readily be realised in the 
event of default.  All borrowers require a co-borrower, who in effect guarantees the loan.  
Bank staff commented that in general, borrowers will be able to qualify for the loan so long 
as they have a realistic project, not too much other debt and do not have a previous history of 
default.  A formal business plan is not necessary. 

In the case of group loans, each member is jointly and severally responsible for repaying the 
loan.  Group sizes range from three to five members, and loans are provided for group 
projects.  Often, group loans are provided for activities that are not directly income 
generating but increase the stock of personal assets, such as making tapa for household use.  
Even where they are for income generating projects, such group projects are generally 
undertaken on a part-time basis, with individual members spending most of their time on 
individual income-earning or subsistence activities.  Groups are required to chose a 
chairperson, secretary and treasurer.  If the loan is not repaid, no member of the group will be 
eligible for an individual or group loan in the future. 
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The maximum amount of loans is T$2,000 (US$1,640) for loans to smallholder farmers, rural 
women and small-scale fishermen.  For women's groups and small rural enterprises, the 
maximum is T$5,000 (US$4,100).  Most loans are for considerably less than the maximum.  
Loans are generally for 12 or 24 months, with monthly repayments.  Interest rates range from 
8 per cent to 10.5 per cent, depending on the previous record of the borrower and the nature 
of the project.  These interest rates are the same as those charged by the bank in its general 
lending. 

The majority of borrowers lodge their applications and make their repayments at the nearest 
branch office.  However, the branches in Vava'u and Ha'apai have boats, which visit outlying 
islands monthly to collect repayments.  Maybe 30 per cent to 40 per cent of borrowers under 
the project make their repayments in this way.  The boat is also able to receive loan 
applications. 

It should also be noted that the New Zealand Government has provided funding for a similar 
scheme.  Under the New Zealand scheme, the target groups and means test is the same as 
under the IFAD project, except that the New Zealand scheme is also available to rural people 
on Tongatapu.  The New Zealand scheme is much smaller than the IFAD program, with a 
total of 189 borrowers over the period May 1990 to February 1995 (separate data are not 
available for the period since February 1995).  While the data in this study relate only to the 
IFAD program, many of the observations apply equally to the New Zealand scheme. 

 

2 Outreach to the Disadvantaged 

Number of members 

The project is intended to provide around 4,900 loans, with a total value of T$4.8 million, to 
individuals and groups during the five years of the project, from 1993 to 1998, an average of 
around 1,000 per year. 

The data suggest that the project is on track to meet this target, with 2,943 loans granted to 
December 1995.  However, there was a sharp fall in the number of loans granted in 1995, 
with only 764 loans granted in that year compared to 609 in 1993 and 1,570 in 1994.  As at 
31 December 1995 there were 1,595 current borrowers. 

Targeting and exclusivity 

The project is designed to assist those who are relatively disadvantaged on the outer islands 
in terms of their socio-economic opportunities and resource endowments.  Loans are 
provided to five categories of borrowers: 

 smallholder farmers; 

 rural women; 

 small-scale fishermen; 

 women's groups; and 

 small rural enterprises. 

To a considerable extent, living on the outer islands is already considered as a means for 
identifying the poor.  However, the project incorporates a means test.  A borrower is not 
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eligible to borrow under the IFAD line of credit if his or her household has any one of the 
following characteristics: 

 formal title (owned or rented) to more than one api (8.5 acres) of land; 

 a four wheel vehicle; 

 more than T$2,000 (US$1,640) cash income per year from salary (regular employment) 
for the husband and wife, plus T$500 (US$410) for each additional dependent living in the 
house; 

 more than three adult cattle; 

 both a fridge and a television/video; and 

 in the case of fishermen, ownership of an in-board powered boat. 

In the case of group loans, all members of the group must satisfy the means test. 

It is not clear to what extent this test ensures that the most disadvantaged or vulnerable 
persons on the outer islands are targeted.  The IFAD mission of June-July 1994 commented 
that for villages close to Neiafu, the capital town in Vava'u, the test appeared to exclude 
around 40 per cent of households.  It considered that for villages located further from the 
main centres on the islands, a lower proportion of households would be excluded.  Hence it 
would appear that the means test would enable the majority of households in the outer islands 
to borrow under the IFAD line of credit.  The extent to which the project has provided 
services to the most disadvantaged or vulnerable on the outer islands is not clear. 

Given that the project operates only on the outer islands, it was not possible to visit 
borrowers’ homes to conduct a village house indexing survey.  The outer islands are located a 
considerable distance from Tongatapu, and can only be visited easily by aeroplane.  In any 
case, it is not clear that this test is applicable to Pacific island countries. 

Outreach to women 

As of 31 December 1995, the project had 1,595 borrowers.  Of these, 714 fell into the 
borrowing category of individual women, and 34 were women's groups, equal to 47 per cent 
of total borrowers.  Women may also borrow under the other categories, although it is 
understood that the vast majority of borrowers in these categories would be men.  Four of the 
24 loans officers on the outer islands were women.  Administering the IFAD line of credit is 
only a part of the workload of the loans officers. 

Motivation work 

The Bank works closely with the agricultural extension officers, who promote the program in 
the field.  In addition, the program is promoted through radio broadcasts. 

Training for clients 

There is no formal training program for clients, although many clients receive technical and 
business training from agricultural extension officers and other government programs.  Loans 
officers explain bank policies and borrowers' obligations at the time of loan approval.  In the 
case of group loans, there is also some informal training on group responsibilities.  There is 
no ongoing training or meetings after loans are disbursed.  However, there is considerable 
follow-up of borrowers in arrears, with counselling and arrears management workshops. 
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Savings facilities 

The IFAD project brief of August 1993 emphasised the importance of savings facilities to 
encourage savings mobilisation, provide savings facilities in areas where none exist, and 
encourage greater discipline among borrowers.  In November 1995, the Bank introduced 
savings facilities at its two smallest branches in Niuatoputapu and Niuafo'ou.  It is planning 
to introduce savings facilities on the other islands.  Such facilities would also be available 
through the bank's boats at Vava'u and Ha'apai.  It is envisaged that such facilities will be 
available to everyone, whether they are a bank borrower or not. 

Impact evaluation 

The IFAD project document provides for a case study approach for monitoring and 
evaluation.  This involves obtaining detailed information on a sample of borrowers, 
numbering 51 in 1995.  A wide range of data are collected once every four months, covering 
cash flow, financial profitability, and assets and liabilities for the selected borrowers.  For 
smallholder farmers, data are also collected on land utilisation and crops grown. 

The reports provide data on a range of impact indicators, including household consumption, 
personal expenses and assets.  Nevertheless, the reporting requirements are very time 
consuming for bank staff, and the data fluctuate considerably from period to period, making 
interpretation difficult.  It is also not clear how accurate the data are, given the largely 
subsistence nature of many of the activities supported.  The data do not appear to be used for 
management purposes. 

It is not clear that such detailed monitoring and evaluation is necessary.  It is also not clear 
that the data need to be collected once every four months.  Given the nature of microfinance, 
it is clearly unrealistic to expect significant changes in borrowers' socio-economic 
circumstances over such a short period.  Moreover, the actual data collected are very detailed, 
but not necessarily the most informative for analysing the impact of the program on 
borrowers. 

An alternative would be to develop an impact assessment system similar to that used by many 
microfinance programs.  The means test itself could provide considerable data on the 
circumstances of borrowers when they enter the program, and could be supplemented with 
additional information on housing quality and personal assets.  This information could be 
updated periodically, say every two or three years, or when borrowers apply for a further 
loan.  This would appear to provide sufficient impact information for management purposes, 
and would not be nearly as time consuming as the current approach. 

 

3 Viability and Sustainability 

Present operational and financial self-sufficiency 

Calculation of operational and financial self-sufficiency is complicated by the fact that the 
Bank does not separate out the costs related to the outer islands credit project from its overall 
costs.  This study attempted to separate out these costs for 1995, based on the following 
methodology: 

 For each of the five branches on the outer islands, salaries and benefits, and other 
administrative costs, were divided between the IFAD project and other activities on the 
basis of numbers of loans granted in 1995.  For instance in Ha'apai, 396 loans (30 per 
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cent) were granted under the IFAD project, out of a total of 1,304 loans granted.  Hence 30 
per cent of the costs of the branch were attributed to the targeted lending program under 
the outer islands credit project.  Discussions with branch staff suggested that the number 
of loans granted provided a better indication of workload that the value of loans disbursed. 

 In the case of head office, it was estimated that 70 per cent of costs related to overall bank 
management and administration, and the other 30 per cent to lending on Tongatapu.  
Again, the costs of overall bank management and administration were divided between the 
targeted program and other bank activities in proportion to the number of loans granted.  
764 loans were granted under the program, equal to 11 per cent of all loans granted.  
Hence 11 per cent of overall management and administration costs at head office were 
allocated to the outer islands credit project. 

Clearly, this is a crude method of estimating the costs of administering the program.  To the 
extent that administrative costs vary with loan size, it may over-estimate the cost.  On the 
other hand, given that in many cases monthly repayments under the program are collected by 
boats, it may even under-estimate the true cost.  Moreover, the analysis assumes a loan loss 
provision of 5 per cent of loans outstanding, which is almost certainly an understatement.  
The results should therefore be taken as very preliminary, although it is not clear whether 
they would understate or overstate the true costs. 

Bearing these caveats in mind, it was estimated that operational self-sufficiency was around 
22.3 per cent in 1995, and that financial self-sufficiency was around 17.5 per cent.  These 
figures suggest that the program is very heavily subsidised by the other operations of the 
bank and by the support received from IFAD for institutional strengthening.  This gives rise 
to a dilemma for the bank, especially as the IFAD support will cease after 1998.  It is clearly 
difficult for the bank to maintain and increase its competitiveness in its more commercial 
operations if these are required to cross-subsidise the outer islands credit project to such a 
significant extent. 

Measures to increase revenues 

The main ways in which the program could increase revenues would be to increase the 
number of borrowers, or to increase interest rates.  However, both of these options are 
problematic. 

First, it is not clear to what extent the program could be expanded.  There are only around 
40,000 people living on the outer islands, less than 10,000 households.  Many of these would 
not be suitable candidates for the program, because they fail the means test, are elderly or 
incapacitated, or simply do not want or need credit.  This is especially true given the 
tendency for many people of working age on the outer islands to migrate to Tongatapu or 
abroad, leaving a high proportion of elderly people and young children on the outer islands. 
Hence there are clear limits on the number of potential borrowers.  It is worth noting that the 
number of loans approved fell sharply from 1,570 in 1994 to 764 in 1995, partly because of 
the drought and recession, and partly because many potential borrowers had already received 
loans under the program. 

Second, while increasing interest rates is an option, it is not clear that significant increases 
are feasible.  The bank's interest rates are subject to controls imposed by the National 
Reserve Bank of Tonga.  Even without such controls, however, it would clearly be very 
difficult to gain community acceptance for a large interest rate differential between the 
targeted lending program and the bank's other lending activities (although a small differential 
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may be possible).  Hence if self-sufficiency is to be improved, it would appear that costs 
would need to be reduced significantly. 

Measures to reduce costs 

The outer islands credit project is still relatively new, and at this stage the bank has not 
focused in detail on how the cost of its targeted lending program could be reduced.  
Nevertheless, within the framework of its current operations, it is difficult to see how costs 
could be reduced significantly.  Lending to relatively disadvantaged borrowers in small and 
remote communities is inherently a costly exercise.  It is very difficult to provide financial 
services to such borrowers on a cost-effective basis using traditional banking techniques, 
which is essentially what the bank does.  This is why commercial banks, and most other 
development banks in the region, have tended to avoid lending to such borrowers. 

Nevertheless, there is currently no other institution in Tonga that is in a position to provide 
financial services to such borrowers.  Moreover, the bank has already invested heavily in 
establishing branch offices on the outer islands, and has developed an extensive network for 
providing services.  As such there are large sunk costs.  It is therefore critical that the bank 
continue to play a role in serving the outer islands in general, and that it also operate targeted 
programs for more disadvantaged and vulnerable borrowers on the outer islands. 

This suggests that it would be appropriate for the bank to explore innovative techniques to 
reduce the costs of its programs on the outer islands.  For instance, it would be appropriate to 
consider linkages with NGOs and self-help groups, as detailed in the Banking with the Poor 
project operated by the Foundation for Development Cooperation. 

One possibility would be to seek to extend lines of credit to NGOs and other groups on the 
outer islands, who in turn could provide loans to individual borrowers, initially on a pilot 
basis.  The NGOs themselves would be responsible for loan approval, monitoring and 
collecting repayments.  Of course, it would be important that the NGOs have skills in 
financial management and a commitment to administering small credit schemes on a 
commercial basis.  It is not clear that any such NGOs exist in Tonga at the moment.  There 
would also be an important role for the bank in training, and in carefully monitoring the 
performance of any such NGOs. 

Such NGOs would preferably use Grameen Bank techniques in their lending programs.  Key 
features would include individual borrowers organising themselves into groups of around 
five borrowers, with each member of the group guaranteeing the loans of the other members.  
The NGO would also need to provide an extensive input in group formation and motivation 
to ensure high repayment rates.  Experience with such linkages has been extensively 
documented by the Foundation for Development Cooperation and elsewhere. 

A possible alternative would be for the bank itself to lend directly to self-help groups, 
without using an NGO as the intermediary.  Borrowers would be required to form themselves 
into groups, and would guarantee each others' loans.  Some of the monitoring and repayment 
functions currently undertaken by the bank could then be delegated to the groups themselves. 

Clearly, such linkages would be a new concept in Tonga, and it would require a considerable 
commitment from the bank and NGOs to make them work.  Nevertheless, there are numerous 
examples of successful linkages in countries in Asia and Latin America.  Given the 
importance of finding cost-effective ways of providing financial services on the outer islands, 
it would appear worthwhile to explore them further. 
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Repayment rates 

The bank does not separately monitor repayment rates for loans under the program.  
However, data for 1995 were extracted for this study.  These data showed that the overall 
repayment rate for 1995 (measured as repayments collected as a proportion of repayments 
due) was 68 per cent.  Repayment rates varied considerably between the various sub-
categories of borrowers, ranging from 87 per cent for rural women to only 28 per cent for 
small farmers.  Small rural enterprises (80 per cent), small-scale fishermen (61 per cent) and 
women's groups (58 per cent) were in between.  It should be noted that 1995 was a drought 
year in Tonga, and that all major agricultural crops were badly affected.  This would partly 
explain the very low repayment rate for small farmers, and would also have affected the 
overall repayment rate. 

The bank has sought to maintain high repayment rates through extensive promotional work, 
highlighting the necessity of remaining up-to-date in loan repayments for accessing further 
loans.  The use of boats in Vava'u and Ha'apai to collect repayments is also partly designed to 
encourage repayment.  Nevertheless, the data suggest that repayment rates are lower than in 
successful microfinance programs in the region.  This very likely reflects the use of bank 
lending techniques rather than microfinance techniques - eg monthly rather than weekly 
repayments, the lack of a savings requirement prior to borrowing, the absence of groups and 
group guarantees for individual loans, and the absence of intensive motivation and follow-up 
for borrowers. 

In many cases, the structure of the bank's operations may make it difficult for it to adopt these 
techniques.  On the other hand, some of them could possibly be introduced within the 
framework of existing operations.  For instance, when the bank establishes savings facilities 
on all the islands, it would be possible to require borrowers to demonstrate a good savings 
record before they become eligible to receive a loan under the program.  Over the medium 
term, it may also be possible to establish linkages with NGOs and self-help groups; this is 
discussed in more detail below. 

Financial management 

The bank keeps detailed records of expenditures that are funded under the IFAD project, and 
these are audited annually.  However, as noted previously, these records do not measure the 
actual costs of providing loans to the target group under the project.  Some of the items 
funded under the project do not relate specifically to the target group, while many of the costs 
in providing services to such borrowers are not funded under the project. 

It would be useful for the bank to maintain data on the actual income and expenses relating to 
the provision of services to the targeted borrowers under the program.  While in some cases 
the allocation of expenses would be somewhat arbitrary, such data would enable the bank to 
assess the profitability of its targeted lending program, and the extent to which the program is 
subsidised by other activities.  This would be useful in discussions with donor agencies and 
government about the program and the overall operations of the bank.  Clearly, it will be 
difficult for the bank to be competitive vis a vis the commercial banks in its more commercial 
operations if it is required to provide extensive cross-subsidies to finance its targeted 
program.  Ideally, unavoidable losses incurred on the targeted program should be financed 
from donor funds or by a direct subsidy from the government. 
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More fundamentally, the bank does not separately monitor the repayment performance of the 
targeted program.  The program is quite different to the other operations of the bank, and the 
repayment performance is also likely to be different.  Monitoring such data may enable the 
bank to take more effective remedial action in terms of modifying loan procedures for the 
program.  It may also shed some light on the costs and benefits of lending to the different 
categories of target borrowers.  For instance, the data on repayment rates provided above 
suggest that loans to individual women have had significantly higher repayment rates than 
loans to the other target groups.  By contrast, loans to women's groups had a relatively low 
repayment rate.  While more detailed information would be appropriate, such as by island 
and over a longer time period, such information could well be useful to management in 
monitoring and making modifications to the program. 

Computerisation 

All bank records are computerised except for those in the two smallest and newest branches, 
Niuatoputapu and Niuafo'ou.  The bank has recently changed from one software package to 
another, and this has given rise to some problems in retrieving data.  It is understood that this 
made it more difficult to retrieve some of the data required for this study than it would 
otherwise have been. 

Staff training and supervision 

The bank's loans officers have a minimum of form seven education (university entrance), and 
some are university graduates.  Of the 24 loans officers on the outer islands, four are 
graduates.  Loans officers on the outer islands receive the standard bank training for new 
loans officers.  They receive two weeks intensive training in their branches on bank policies 
and procedures, including lending policies, business analysis, cash flow projections and 
computer systems.  Loans officers on the outer islands also receive training in applying the 
means test for the outer islands credit project.  Following this, they are sent to head office for 
a one week attachment.  On return to the outer islands, they receive on-the-job training by 
working with a senior loans officer for a further two weeks, before they start to work 
independently.  There is also an ongoing training program.  Some loans officers, including 
some from the outer islands, have also been sent on attachments to other development finance 
institutions in the region, such as the Fiji Development Bank.  They are supervised by the 
branch manager, who also makes field visits from time to time. 

The bank has a system of increments to reward staff performance, with increments dependent 
on receiving a satisfactory rating from the branch manager.  In practice, however, it is very 
rare for staff not to receive increments.  The bank is looking at making remuneration more 
performance-related.  Staff retention within the bank is good. 

 

4 Resource Mobilisation 

Grants and concessional loans 

The project is supported by a line of credit from IFAD of T$2.2 million, with an interest rate 
of 3 per cent.  This line of credit is drawn down as needed, with the bank disbursing loans to 
eligible borrowers and then seeking reimbursement from IFAD.  In addition, IFAD is 
providing T$1.2 million over five years for the Bank to build its infrastructure, and to train 
staff members and potential borrowers. 
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Commercial funds 

Loanable funds for the targeted lending program are derived entirely from the IFAD line of 
credit.  By December 1995, bank had drawn down T$713,000 of the T$2.2 million allocated 
for this purpose.  Assuming reasonable repayment rates, the program should be able to be 
funded from the IFAD line of credit and the revolving fund into which repayments of 
principal are paid (interest payments are used to finance some of the administrative costs 
associated with the program).  Nevertheless, it will be necessary at some stage to consider 
alternative sources of funding.  The commencement of savings facilities will provide the 
bank with an additional source of funds for its lending operations. 

 

5 Policy and Macro Factors 

Governance 

The Development Bank was established under the Tonga Development Bank Act 1977, and 
is owned 96 per cent by the government and 4 per cent by the Bank of Tonga.  Unlike most 
development banks in the region, the bank is subject to prudential supervision by the 
National Reserve Bank of Tonga.  It is governed by a board of directors, which includes 
government representatives, a representative of the Bank of Tonga, and private business 
people.  It is understood that the board of directors operates independently and effectively. 

Effect of government policies 

The bank is subject to interest rate ceilings applying to the banking system as a whole, and 
these would prevent it from substantially increasing its interest rates.  There are no 
restrictions on the bank accepting deposits. 

One official commented that the presence of other grant schemes and soft loan schemes on 
the outer islands may have reduced borrower discipline and adversely affected repayment 
performance.  It is also clear that the drought and recession in 1995 adversely affected 
repayment rates, especially in agriculture, in that year. 

 

6 Conclusions 

Unlike most other development banks in the region, the Tonga Development Bank has 
extensive outreach throughout the country.  Moreover, through the IFAD outer islands credit 
project, it is lending extensively to more disadvantaged borrowers on the outer islands.  The 
bank has sought actively to reach borrowers in more remote areas, and to provide financial 
services to clients who would otherwise not have access to such services.  Through careful 
supervision, the bank has also been able to achieve reasonable repayment rates. 

Nevertheless, the IFAD program is heavily subsidised by the other operations of the bank.  
While hard data are not available, estimates by this study suggest that revenue from the 
targeted lending program recovers only around 20 per cent of the cost of the program.  Given 
a traditional banking approach to lending, it is difficult to see how revenues from the program 
can be increased substantially, or how costs can be reduced substantially.  This suggests that 
it would be appropriate for the bank to consider more innovative ways of reducing costs, such 
as linkages with NGOs and self-help groups. 
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Tonga Development Bank - Outer Islands Credit Project
Summary Data    

    

Table 1:  Clients by Poverty Status, 1995  

Smallholder farmers   428

Rural women   714

Small-scale fishermen   81

Women's groups   34

Small rural enterprises   338

Total   1595

Note:  All borrowers are subject to a means test.  

    

    

Table 2:  Loans Outstanding (US$, 1995)   

  Total Average 

Smallholder farmers  269617 630

Rural women  380159 532

Small-scale fishermen  41388 511

Women's groups  28371 834

Small rural enterprises  192105 568

Total  911640 572
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Table 3(a):  Costs (US$)    

   1995 

Operating costs   185784

Interest on deposits   0

Interest on outside funds   

- Actual   32117

- Adjusted   75266

Loan loss provision   35841

Total costs   

- Actual   253742

- Adjusted   296891

Average salary/GDP per head   303.8%

    

   

 

Table 3(b):  Revenues and Effectiveness   

   1995 

Average loan/GDP per capita   27.9%

Effective interest rate   8%-10.5%

Repayment rate   

  Smallholder farmers   27.6%

  Rural women   87.2%

  Small-scale fishermen   60.6%

  Women's groups   58.2%

  Small rural enterprises   79.9%

  Total   68.3%

Interest and fees from clients  

- Amount (US$)   49503

- % of loans outstanding   6.9%
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Financial services/client (US$)  450

Table 3(c):  Efficiency Measures and Ratios 

   1995 

Staffing   

  Field staff   5

  Other staff   16

  Field/head office staff   31.3%

  Clients per branch   319

Ratios to field assistants   

  Clients   319

  Loans outstanding (US$)   143529

  Savings (US$)   0

  Financial services (US$)   143529

Ratios to financial services   

  Operating costs   25.9%

  Total costs   35.4%

Ratios to average assets   

  Salaries and benefits   9.3%

  Operating costs   16.8%

  Financial costs   23.0%

Return on average assets   4.5%

 

 

Table 4:  Ratios of Self-Sufficiency   

   1995 

Average cost of outside funds  3.0%

Inflation rate   1.4%

Prime lending rate   8.5%

Bankpoor ratios   

  Partial self-sufficiency   19.5%
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  Full self-sufficiency   16.7%

CGAP ratios    

  Operational self-sufficiency  22.3% 

  Financial self-sufficiency   17.5% 

 


