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Hon. Don Polye, Minister for Treasury and Member for Kandep (centre right) launched the “National
Strategy for Financial Inclusion and Financial Literacy 2014 — 2015” and Mr. Loi M. Bakani, Governor of
Bank of Papua New Guinea (centre left) launched a National Youth Savings Campaign where 13 financial
institutions made commitment to participate.
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Financial inclusion is emerging as a priority for policymakers and regulators in financial sector
development, with an increasing number of countries introducing comprehensive measures to
improve access to and usage of tailored financial services, informed by a fast-growing body of
experience and knowledge on its role in promoting inclusive growth. The growing priority placed
on financial inclusion is illustrated by the commitments made by financial regulators from 35
developing countries to financial inclusion and to financial education under the Maya
Declaration.

Papua New Guinea, through the Bank of Papua New Guinea, also joined the league by making
our commitments under the Maya Declaration at the Alliance for Financial Inclusion’s annual
Global Policy Forum in 2013. The basis for this commitment is the National Financial Inclusion
and Financial Literacy Strategy 2014-2015, developed in consultation with a diverse range of
stakeholders, including representatives from various government departments, to support the
achievement of the financial inclusion aspirations articulated in the National Informal Economy
Policy 2011-2015.

Research supports the notion that improved financial tools will give people greater ability to
capture opportunities and move out of poverty at faster rates, while slowing the rate at which
they are knocked back into poverty due to adverse shocks. Impacts will occur at three levels: i)
reducing transaction costs; ii) managing health, lifecycle and agricultural shocks; and iii)
economy-wide efficiencies. But just 15 percent of Papua New Guineans have access to any
type of formal financial services and if you go out to the rural areas, and if you go out to women
and the youth of our country, the numbers drop even quite a bit below that.

One of the most promising ways to deliver these financial services to the poor — profitably and at
scale — is by using digital payment platforms. As people adapt to new technologies, as they are
lifting themselves out, one of the things that hold them back is the lack of financial services.
Their only choice option is cash and cash is a bit of a trap; it can be stolen, you can’t submit
yourself to discipline policies, you don’t get interest on it, you don’t have insurance or credit and
so in a lot of ways, it is the most limiting way to hold assets. Today, we have five electronic
money providers, who are increasing the pace at which people are offered financial services
through innovative use of local trade stores to increase outreach. The launch of the automated
National Payments System, supported by the passage of the National Payments Act 2013, will
support interoperability and accelerate transactions.

| believe that the combined effect of the interventions articulated in the Action Plan of the
National Financial Inclusion and Financial Literacy Strategy 2014-2015 will create new
opportunities to develop innovative partnerships to enable access for Papua New Guineas to
partake in growing an inclusive and sustainable Papua New Guinea.
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A. Introduction

The National Financial Inclusion and Financial Literacy Strategy 2014-2015 is the outcome of a
series of consultations led by the Working Group on Financial Inclusion and Financial Literacy®
and the national stakeholders workshops held in August 2013. The Bank of Papua New Guinea
(BPNG) hosted the workshops with technical and financial assistance from the UN Capital
Development Fund (UNCDF) implemented Pacific Financial Inclusion Programme? (PFIP)
supported by United Nations Development Programme (UNDP), the Australian Aid Agency and
the European Union (EU), and the Center for Excellence in Financial Inclusion (CEFI).
Stakeholders convened to build on the priorities for financial inclusion in the National Informal
Economy Policy 2011-2015°, and established targets for 2014 and 2015 in the country’s first
ever national strategy on financial inclusion and financial literacy.

The 2-day national stakeholders workshop was attended by senior representatives from the
private sector, financial service providers, development partners, rural producers and micro
entrepreneurs and government agencies including Department of Community Development,
Religion and Youth; Department of Trade, Commerce and Industry; Department of Education;
and Department of National Planning and Monitoring. Preceding the national workshop, a
workshop to address the financial exclusion of women was also held.

N\

VISION ) All Papua New Guineans are financially competent and have access to a diverse range of

financial services

Create a conducive enabling regulatory environment that promotes and nurtures
technological innovations in product and service delivery channels while also facilitating
financial education

TIMEFRAME January 2014 — December 2015

./

KEY GUIDING Thg National Informal Economy Policy 2011-2015

PoLICcY ) ' \SISIOT e S Plan 2010-2030

‘ evelopment Strategic Plan -

FRAMEWORKS/ "~ Medium Term Development Plan 2011-2015
I

Target ) One million new clients banked

A

./

* The Working Group membership consists of BPNG, CIMC Sub-committee on Financial Inclusion, CEFI, PFIP, IFC, ADB, and the Microfinance Expansion Project, Australian
Aid and the Department of Community Development. The Working Group is led by the BPNG.

2 The Pacific Financial Inclusion Programme (PFIP) is a joint programme of the UN Capital Development Fund (UNCDF) and United Nations Development Programme (UNDP)
with additional funding support from Australian Aid and the European Union/Africa, Caribbean and Pacific Microfinance Framework Programme (EU/ACP).

® The National Informal Economy Policy 2011-2015 recognizes financial inclusion as a priority action area as well as the intrinsic role of BPNG, the formal financial sector and
the telecommunications sector.
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To reach one million more unbanked low-income people in PNG and micro and
small enterprises, with a diverse range of financial services. Fifty percent of
people reached will be women;
To lead efforts to create a financially competent generation of Papua New
Guineans through financial education and youth-focused financial products and
financial literacy;
To actively support innovative use of technology for scaling-up access to
financial services and financial literacy;
To strengthen consumer protection by issuing prudential guidelines and creating
Objective Areas a platform for various national regulators and industry networks to monitor
consumer protection;
To begin the process of integrating financial inclusion in local and national
government;
To promote regular collection and use of financial access data to inform policy
making and help identify key dimensions of financial inclusion in PNG; and
To optimize these results through knowledge sharing and effective coordination
of stakeholders, including development partners, by the newly established CEFI
chaired by the BPNG.

Key Strategic

Responsibilities for the implementation of the National Financial Inclusion and Financial Literacy
Strategy are delineated in Section E. Action Plan 2014-2015. Implementation will be
coordinated and monitored by CEFI which was endorsed by the National Executive Council
(NEC) in 2013 as the coordinating entity for all initiatives relating to financial inclusion. CEFI will
work closely with the Sub-committee on Financial Inclusion of the multi-stakeholder Consultative
Implementation and Monitoring Council (CIMC) responsible for overseeing the implementation
of the National Informal Economy Policy.
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B. Current Status of Financial Inclusion in PNG

Financial inclusion in Papua New Guinea (PNG)
has received active support from the national
government, resulting in a diverse range of
service providers, financial products and delivery
channels.  Together, the five mobile money
providers claim over 300,000 registered users
since the opening of the mobile money market in
2011. Growing at an annual rate of 202 percent
since 2008, the number of financial services
agents now surpasses bank branches in the
country.

In PNG several significant barriers restrict the
number of low-income households that
participate in the formal financial sector. The high
costs of serving poor customers relative to the
revenues generated by small transactions and

Financial Service Providers at a Glance,
July 2013

< 4 commercial banks with 111
branches

More than 390 ATMs and over 13,000
EFTPOS

4 microbanks with 27 branches

771 commercial bank, microbank and
Post PNG agents

21 savings and loan associations (few
actively operating)

6-8 NGO-MFIs

4 superannuation funds

2 Investment Managers; and 3 Fund
Administrators

4 life insurers and 18 general insurers
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balances, the high costs of building a distribution system to acquire and serve low-income
customers, and a lack of products and services tailored to the needs of low-income customers
deprive individuals, families and communities of the socio-economic benefits associated with

financial inclusion.

Table 1 below shows usage and access in PNG using the G20 Financial Inclusion Indicators for

which data is available.

Table 1 — PNG Financial Inclusion Indicators

: Indicator

% of adults® with an account

at a formal financial
institution
(June 2013

Formally banked
adults

Number of deposit accounts

per 1,000 adults
(June 2013)

% of adults with at least one

loan outstanding from a

Adults with credit at regulated financial institution

regulated (December 2012)
institutions Number of borrowers per
1,000 adults

(December 2012)

National 14.63%
Southern 21.05%
Highlands 8.33%
Momase 17.82%
Islands 20.75%
) Usage
National 439
Southern 632
Highlands 250
Momase 535
Islands 623
National 6.98%
Usage
National 70
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National 3
Number of branches per ~ Southern 6
100,000 adults Highlands 2
(June 2013) Momase 4
Point of Service & Islands 5
E_money accounts Number of ATMs per Access
100,000 adults National 10
(June 2013)
Number of POS terminals
per 100,000 inhabitants National 330
(June 2013)
Number of e-money
E-money accounts accounts for mobile National 386,000 Access
payments
(July 2013)

The unbanked segment currently stands at 85.62 percent of the total population with the
Highland Region having the highest percentage at 91.92 percent, followed by the Momase
Region at 82.30 percent. Notably, both regions also have correspondingly low levels of human
development indicators, including the lowest literacy rates at 39.2 percent and 53.9 percent
respectively.®

Figure 1 — Total Banked and Unbanked Adults by Region

100% -
80% A
60% A
40% A

20% A

0% T T T T T
Southern Highlands Momase Islands Total

Unbanked ™ Banked

Financial access points - defined here as bank branches and agents - are also disproportionally
distributed. In the Southern and Island Regions, one branch/agent services 3,004 and 3,350
adults on average respectively. In the Highlands region, where 42 percent of the country’s
population resides, there is only one branch/agent serving 8,427 adults.

* Calculated by using raw data collected for the PNG Financial Services Sector Assessment 2013 (Report being finalized)
° Adults defined as age 15 and above as per international criteria

® HIES 2009-2010

" PFIP and BPNG, 2013, Papua New Guinea Financial Competency Survey Report
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Table 2 — Ratio of Branches/Agents and Economically Active Population

Total No. of
Branches and | Adult Population

Adult Population Served
Per Branch/Agent

Agents
Southern Region 252 756,977 3,004
Highlands Region 218 1,836,978 8,427
Momase Region 198 1,007,261 5,087
Islands Region 158 529,254 3,350
National 826 4,142,514 5,015

Financial Competency of Low-income Population

According to the 2013 survey results measuring financial competency of low-income
households in PNG’, the overall level of adult financial competence is low and low-moderate
(see Table 3 below).

Table 3 — Levels of Financial Competence by Competency Area

Competency Score Competency Area
High None of the Competency Areas were scored as High
Moderate — High Competence with managing regular and one-off expenditures

Competence with managing essential expenditures
Competence with setting household goals and plans
Competence with managing household income

Competence with identifying and recording household expenditures
Competence with managing requests for financial assistance
Competence with managing savings

Competence with managing borrowing

Competence with managing long term savings

Competence with keeping household records

Competence with household budgeting

Competence with non-cash transactions

Competence with managing cost of money

Low-Moderate

Low

Other key findings of the survey include:
= Rural households appear to face constraints to financial competence due to lack of access
to financial services (in particular, transaction services),

= Men in urban communities are more likely to identify themselves as financially competent.
This may be due to higher English language ability and easier access to financial services
(in particular through employment). Women appear to be less involved in the management
of the household’s finances,

’ PFIP and BPNG, 2013, Papua New Guinea Financial Competency Survey Report
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= Men in urban communities are more likely to identify themselves as financially competent.
This may be due to higher English language ability and easier access to financial services
(in particular through employment). Women appear to be less involved in the management
of the household’s finances,

= Cash continues to be the dominant mode of payment across both urban and rural
households,

= Households identified as most competent at managing immediate activities and less
competent at managing more sophisticated activities, in particular planned activities and
non-cash transactions,

= Low competence in managing cost of money make low-income people especially vulnerable
to predator lending and other scams

Women’s Financial Inclusion

Women constitute approximately 50 percent of the country’s seven million population but make
up less than 30 percent of the total financial services accounts in the country. They represent
an untapped population of economically active, low-income micro entrepreneurs and rural
producers. The financial disempowerment of women in low-income households in PNG is
pervasive. Irrespective of where they live, women in low-income households are:

= less likely to be able to communicate in English

= |ess likely to own and be able to use a mobile phone

= less likely to own financial products

= less likely to be involved in household financial management

= [ikely to work, but in occupations that have a lower requirement for a bank account

= more likely to not know how they will support themselves when they are no longer able
to earn

Recent research by Women’s World Banking (WWB)? revealed that domestic conflicts that
result in violence are often struggles over control of money. In such struggles women’s personal
money is highly vulnerable.

8 WWB, 2013, Deepening Financial Inclusion for Women in the Pacific Islands: An assessment of the gender issues surrounding women’s ability to
access and control financial resources in Papua New Guinea and Samoa

10
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C. Key Principles

The following principles, adopted from the G20 Principles for Innovative Financial Inclusion, aim
to help create an enabling policy and regulatory environment for innovative financial inclusion.
The enabling environment can critically increase the speed at which the financial services
access gap will close for the unbanked population. These principles for innovative financial
inclusion derive from the experiences and lessons learned by policymakers worldwide,
especially those from developing countries. In the planning, implementation and results
measurement of the National Strategy, BPNG and key stakeholders will take into consideration
the G20 Principles for Innovative Financial Inclusion. These are:

1.

Leadership: Cultivate a broad-based government commitment to financial inclusion to help
alleviate poverty and drive inclusive economic growth,

Diversity: Implement policy approaches that promote competition and provide market-
based incentives for delivery of sustainable financial access and usage of a broad range of
affordable services (savings, credit, payments and transfers, insurance) as well as a
diversity of service providers,

Innovation: Promote technological and institutional innovation as a means to expand
financial system access and usage, including by addressing infrastructure weaknesses,

Protection: Encourage a comprehensive approach to consumer protection that recognizes
the roles of government, providers and consumers,

Empowerment: Develop financial literacy and financial capability,

Cooperation: Create an institutional environment with clear lines of accountability and co-
ordination within government; and also encourage partnerships and direct consultation
across government, business and other stakeholders,

Knowledge: Utilize improved data to make evidence based policy, measure progress, and
consider an incremental “test and learn” approach acceptable to both regulator and service
provider,

Proportionality: Build a policy and regulatory framework that is proportionate with the risks
and benefits involved in such innovative products and services and is based on an
understanding of the gaps and barriers in existing regulation;, and,

Framework: Consider the following in the regulatory framework, international standards,
national circumstances and support for a competitive landscape: an appropriate, flexible,
risk-based Anti-Money Laundering and Combating the Financing of Terrorism (AML/CFT)
regime; conditions for the use of agents as a customer interface; a clear regulatory regime
reflecting for electronically stored value; and market-based incentives to achieve the long-
term goal of broad interoperability and interconnection.

These principles are a reflection of the conditions conducive to spurring innovation for financial
inclusion while protecting financial stability and consumers.

11
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D. Implementation Management

Department of Treasury

Department of Community Development, Religion and Youth

NEC
Endorsement

National Informal Economy Policy 2011-2015:

Financial Inclusion as 1 of the 2 Paolicy Priorities

-

Coordinating
entity for FI & FL
Strategy

CEFI

Knowledge
& Advocacy

Member

Will participate as
member of each

Working Group, and
lead the coordination, v

monitoring and
reporting

CIMC Informal Est.a.bllshed 1o assist,
Ty Cemmii faullta!te, promote and
establish dialogue

CIMC Subcommi
Financial

Inclusion

Coordina-
tion

CEFI will coordinate
through the Working

Groups established as
sub-groups of the CIMC |

Sub-committee on FI

Knowledge & Advocacy |
activities will be driven

by the priorities
identified in the

Strategy’s Action Plan

» Working Groups

Consumer
Protection

FinEd & FinlLit

Electronic Banking

Data &
Measurement

Inclusive Insurance

Government
Coordination

€ on

between relevant
stakeholders as per the

National Informal GoPNG

Economy Policy 2011- BPNG

2015 Donors
Funding &

Members

The Lead Organization /s
in each Working Group,
in collaboration with
CEFI1, will assistin
reporting on the
strategic objective areas
of the Action Plan 2014-
2015

s J12p|oyaye1s ANs npu| jo Sunsisuod diys 1aquuapy

V" Technical Support

Implemen-

Financial Service
Providers

Government
Departments

Industry Bodies, i.e.
ICCC

Bank of Papua New
Guinea

Financial Literacy
Providers

Others identified in
Action Plan

The Financial Inclusion Policy contained in National Informal Economy Policy 2011-2015
provides the national development policy framework for the Financial Inclusion and Financial
Literacy Strategy 2014-2015. CEFI, endorsed by the NEC to coordinate all financial inclusion
initiatives in PNG, will have the primary role of coordinating and monitoring the implementation
of the strategy. CEFI will work closely with the CIMC Financial Inclusion Sub-Committee,
currently chaired by the Governor of BPNG, to coordinate, monitor and report on the

implementation of the targets set out in the strategy’s action plan.

12
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CEFI aims to build an inclusive partnership mechanism and will build on the competency areas
of key stakeholders in order to maximize impact from a wide range of financial inclusion efforts.

Figure 2 — CEFI’s Approach

Waorking Groups through CIMC IEC Sub Committee on Financial

Inclusion

= Consumer Protection; Financial Education & Literacy; Electronic
Banking; Data & Measurement; Inclusive Insurance; Government

Coordination

Data-driven knowledge products

Advocacy & Quarterly Industry Trends Analysis

Knowledge Dissemination of best practices and industry standards
Advocacy for Fl with provincial governments

Coordination

CEFI will, as appropriate, set up a number of working groups to help address key priorities
identified in the strategy. The membership of the working groups will be drawn from the CIMC
Informal Economy Committee’s (IEC) Sub-committee on Financial Inclusion. CEFI will also
leverage the existing consultative mechanism within CIMC. The working groups will include key
stakeholders working in the respective areas and will meet quarterly to measure progress
against the key areas of the strategy that fall within their ambit. The proposed working groups
will include:

=  Working Group on Consumer Protection
This working group will serve as the coordinating body for consumer protection and market
conduct initiatives. It will work with industry standard bodies such as the ICCC and other
regulators to appropriately protect vulnerable users of financial services. In addition, the
working group will promote globally accepted best practices in empowering clients and
protecting their interests.

=  Working Group on Financial Education and Financial Literacy
This working group will oversee the implementation of the financial literacy activities in the
strategy and will harness the capacities of its member organizations to support timely
implementation. It will have a specific focus on facilitating actions to introduce financial
education into the school curricula. This working group will also actively promote standards
for the delivery of financial literacy training in PNG.

= Working Group on Electronic Banking
This working group will focus on innovative ways to expand access and encourage markets
using ICT. It will facilitate the development of payment systems that serve the low-income
population sustainably in order to reduce the time and money that low income-earning
people spend to conduct financial transactions. This working group will also identify

-
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pertinent research that will enable service providers to better serve low-income and remote
communities.

= Working Group on Data and Measurement
This working group will encourage and promote the importance of collecting and sharing
relevant data to measure progress in financial inclusion. It will work closely with the National
Statistics Office, CEFI and BPNG to help institutionalize a standard set of indicators that will
be collected on a regular basis. The working group is expected to also actively promote the
sharing of data and to highlight gaps in outreach and services through digital mapping and
other effective mediums of data presentation.

=  Working Group on Inclusive Insurance
This working group will actively promote the development of a conducive policy and
regulatory environment for the growth of the inclusive insurance market. It will facilitate
partnership between government and private sector for offering relevant products to the
poor; including the use of alternate channels for distribution.

=  Working Group on Government Coordination on Financial Inclusion
This working group will ensure that the various government departments’ activities related to
financial inclusion are coordinated and complimentary, with the overall goal of decentralizing
delivery of financial services, financial education, and financial awareness for low-income
consumers and MSMEs.

Gender will be mainstreamed across all working groups, with focused attention on women’s
access to financial services, greater gender balance in inclusive financial sector intermediaries
(i.e. governance, management and staffing), and creating an enabling policy, regulatory and
legislative environment that promotes and enhances the development of women-centric
financial services.

Advocacy & Knowledge

CEFI will also undertake advocacy and knowledge-sharing/dissemination as part of its core
function. CEFI’s advocacy will focus on the importance of financial inclusion to economic growth
with provincial governments. CEFI will create a platform for provincial governments to commit
to the goals of financial inclusion and financial literacy and help create tangible interventions
through provincial allocation of (District Service Improvement Program (DSIP) and Provincial
Service Improvement Program (PSIP) funds to financial education. Most importantly, CEFI’s
advocacy is critical to ensuring that the government-funded credit schemes conform to best-
practices and do not distort the ultimate goal of creating an inclusive financial sector in PNG.

CEFI will also generate knowledge products to harness the inherent value of its data collection
efforts, such as quarterly trends analyses of financial inclusion in PNG. CEFI will also enable its
website to feature and disseminate all knowledge and research products emerging out of
partners’ work in the sector.

For its important role in gender balance and equity, CEFI will have a gender desk. This desk
will support the significance and importance gender has in achieving the vision, mission and
objectives of financial inclusion.

14
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E. Action Plan 2014-2015

The National Financial Inclusion and Financial Literacy Strategy has identified financial inclusion
(for individuals as well as micro and small enterprises) as a key driver of economic growth,
reduced economic vulnerability for individual household, poverty alleviation, promotion of
gender equity and balance, and improved quality of life for people around the country. Guided
by the G20’s Innovative financial inclusion® principles, Papua New Guinea will create an
enabling policy and regulatory environment that will accelerate financial inclusion.

The goal of a financial inclusion strategy and action plan is to bring together initiatives from the
public sector, financial and non-financial institutions, and other stakeholders to expand and
improve financial inclusion while maintaining sufficient focus on financial stability, integrity,
market conduct, and consumer protection.

PNG’s Commitments for 2014-2015 to the Maya Declaration on Financial Inclusion made at the
September 2013 Alliance for Financial Inclusion Global Policy Forum will form the framework of
the action plan. These commitments are:

i. To reach one million more unbanked low-income people in PNG and micro and small
enterprises, with a diverse range of financial services. Fifty percent of people reached will
be women;

ii. To lead efforts to create a financially competent generation of Papua New Guineans
through financial education and youth-focused financial products and financial literacy;

iii. To actively support innovative use of technology for scaling-up access to financial
services and financial literacy;

iv. To strengthen consumer protection by issuing prudential guidelines and creating a
platform for various national regulators and industry networks to monitor consumer

protection;
V. To begin the process of integrating financial inclusion in local and national government;
Vi. To promote regular collection and use of financial access data to inform policy making

and help identify key dimensions of financial inclusion in PNG; and

vii.  To optimize these results through knowledge sharing and effective coordination of
stakeholders, including development partners, by the newly established CEFI chaired by
the Bank of PNG.

? Innovative Financial Inclusion means improving access to financial services for poor people through the safe and sound spread of new approaches.

15
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