
A sian Development Bank 
(ADB) Vice-President for 
Private Sector and Cofi nancing 
O p e r a t i o n s ,  L a k s h m i 

Venkatachalam, led the ADB delegation at 
the 42nd Pacifi c Islands Forum Leaders’ 
Meeting held in A uckland, New Zealand, 
on 6–9 September 2011. In a keynote 
address at the Private Sector Dialogue, 
the Vice-President affi rmed that “ADB 
continues to be ready and willing to provide 
long-term support for reforms to achieve 
sustainable private sector-led growth,” 
noting that “resolute action to reduce the 
excessive costs of doing business and to 
encourage dynamism are needed to drive 
the Pacifi c toward its potential.”

Vice-President Venkatachalam 
emphasized that a combination of 
inst itut ional reform, upgrading of 
infrastructure, and direct investment 
is more effective than any of these 
alone. ADB, particularly through its 
Pacif ic Private Sector Development 
Initiative, has an extensive program to 
help Pacifi c island countries improve their 
business environment. At the same time, 
ADB’s investment vehicles, through its 
Private Sector Operations Department, 
complement and take advantage of these 
reforms. 

ADB continues to support initiatives 
to improve access to f inance in the 
Pacifi c, where it has embarked on the 
most extensive program of secured 
transactions reform in the world. These 
reforms are already beginning to bear 
fruit: access to fi nance is improving and 
borrowing costs are falling. In addition, 
financial institutions are recognizing 
the effects of the reforms. In Solomon 
Islands, for example, a banker observed 
that the improved lending framework “has 

enabled us to double our 
lending book in less 
than a year,” remarking 
that “this is the best 
thing that I have come 
across in the 26 years 
I’ve worked in banking 
in the Pacifi c region.”

A DB  h a s  a l s o 
focused on the important 
area of fi nancial services 
provision. In Papua New 
Guinea, ADB assistance 
has helped serve the 
overwhelming demand 
for savings accounts 
in rural areas. This has 
enabled people to put 
aside reserves for such 
things as the payment 
of school fees, medical 
expenses, and unexpected needs, and 
accumulate funds for investment in their 
businesses. Mobile payment systems will 
improve access to fi nancial services even 
more.

The Vice-President also noted that 
competition has led to a dramatic increase 
in the availability, accompanied by 
a significant decrease in the cost, of 
mobile telecommunications services 
in the Pacific over the last 5 years. 
In Papua New Guinea, for example, 
after ADB supported initiatives to open 
up the telecommunications sector, a 
private mobile phone operator entered 
the market in competition with the 
state-owned telephone service provider. 
The competition resulted in increased 
penetration and employment, which 
has contributed almost two percentage 
points to the country’s gross domestic 
product. ADB’s Private Sector Operations 
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Department has since made investments 
in the private operator. 

ADB will continue to suppor t 
private sector development in the Pacifi c. 
More broadly, it will help strengthen 
governance, fiscal management, and 
economic policy formulation. Specifi cally, 
it will increasingly concentrate its efforts 
on small and medium-sized enterprise 
policy, institutional development, and 
strengthening property rights. ADB will 
also continue to support the development 
of legal and judicial inst itut ions, 
enhancement of fi nancial intermediation, 
privatization, state-owned enterprise 
reform, and microfi nance. Its investment 
strategy will concentrate on selected 
innovative approaches. Vice-President 
Venkatachalam said that ADB would 
ensure that individual projects would not 
simply focus on the symptoms, but help 
tackle the root of the problem. 

ADB Focuses on the Barriers 
to Private Sector Development 
in the Region

ADB Focuses on the Barriers 
to Private Sector Development 
in the Region

Prime Minister of Australia Julia Gillard (right) and ADB Vice-President 
for Private Sector and Cofinancing Operations Lakshmi Venkatachalam 
following the Vice-President’s speech on private sector development 
issues in the Pacific
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When borrowers can easily 
use movable assets, such 
as accounts receivable, 
inventory, equipment, 

future revenues, and crops as security for 
loans, access to fi nance improves and loan 
interest rates are lower. Countries that have 
modern systems of “secured transactions” 
(or personal property securities) have 
higher ratios of private sector credit to 
gross domestic product and experience 
faster growth than countries that have 
outdated frameworks for pledging assets. 
Modern systems also lower the costs 
of pledging assets by eliminating the 
need to consult lawyers on most lending 
transactions and by reducing or eliminating 
stamp duties and other taxes on loans. A 
well-functioning system clarifi es the rights 
and obligations of all parties involved 
in lending and, in the event of default, 
allows repossession of pledged assets to 
occur without delay and with a minimum 
recourse to the courts, thereby lowering 
the risks of lending. 

A well-functioning framework for 
secured transactions allows potential 
lenders to determine whether an asset 
has already been pledged to someone 
else. This system, centered on a database 
or registry, allows the creditor to fi le a     
notice that describes the collateral that   
has been pledged. 

Pacific island economies had 
cumbersome collateral systems based on 
English laws that, in some cases, dated 
back to the middle of the 19th century. 
The result was that fi nancial institutions 
were reluctant to lend without the security 
of real estate, which in itself presented 
a major problem in a region where the 
majority of property is held communally. 
This, in turn, has resulted in very limited 
access to fi nance throughout the region.

Following a thorough analysis of 
the problem, the Asian Development 
Bank (ADB) made secured transactions 
modernization one of the central 
components  of  i ts  private sector 
development strategy in the Pacific. 
It has, so far, supported new secured 

transactions laws and accompanying 
electronic registries in fi ve Pacifi c island 
countries.1 Most recently, Tonga launched 
its own modern secured transactions 
framework in April 2011. 

Further reform is under way, 
supported by the Pacifi c Private Sector 
Development Initiative (PSDI), which is 
cofi nanced by ADB and the Australian 
Agency for International Development. 
Palau, Papua New Guinea, and Samoa are 
receiving assistance in the development 
and implementation of new laws and the 
related registries. 

The new secured transactions laws 
change the registration process in both 
form and substance. Registration and 
public searches of registry records are now 
done online. With paperless registration, 
no registrar is needed to examine the 
information submitted by borrowers and 
lenders, and no certificates are issued 
as evidence of the existence or validity 
of a security interest. The registry can, 
therefore, be operated effi ciently and at 
low cost, while providing fast and accurate 
service.

Unlike the traditional registries, 
the new registries now operate on the 
principles of “notice fi ling.” This means 
that registration does not create a security 
interest or any other property right. 
Registration serves two purposes:  

 to provide notice to the public, 
prompting further inquiry before one buys 
or takes a security interest in property of 
the same nature described in the registry, 
and 

 to establish a date (i.e., the 
registration date) by which the priority of 
competing claims to the property may be 
assessed under a “fi rst to fi le” rule in the 
event of default. 

Taking place instantaneously, online 
registrations eliminate any uncertainty 
regarding the exact date and time of 
recording of security interests. As a result, 
ambiguities arising from confl icting claims 
are substantially reduced.

By l imi t ing  the  purposes  of 
registration, the process is substantially 

simplified. Rather than requiring the 
completion of lengthy forms, submission 
of copies of charge documents, and 
disclosure of financial information on 
the public record, notices are kept very 
simple. A notice must contain only the 
identifi cation of the borrower and lender 
and a description of the collateral. 

A secured transactions law supported 
by a functional registry makes it easier 
and less costly for creditors to assess 
and reduce the risks they face in terms 
of the repayment of loans supported by 
movable collateral. As pointed out by a 
legal practitioner from Tonga, the reforms 
“will provide more clarity on priority and 
enforcement,” which should “open up 
private lending options, allowing more 
than just banks to offer loans.” 

Lawyers in the Pacific report not 
only that the process is much simpler, 
but also that many people are doing their 
own searches, obviating the need for legal 
search fees. The number of searches and 
the increased use of the registries’ search 
facilities are especially encouraging. 
The latest data from the registries reveal 
a steady increase in their use and the 
emergence of alternative ways to use 
collateral as security for loans (e.g., the 
pledging of land lease payments as 
collateral in the Republic of the Marshall 
Islands). 

In addition to the registry reforms 
already mentioned, ADB is also supporting 
the upgrade of the secured transactions 
registries in the Republic of the Marshall 
Islands, the Federated States of Micronesia, 
Solomon Islands, and Vanuatu, which will 
include new features, such as e-mails to 
registrants regarding notice expiration, 
enhanced reporting, and searches using 
mobile text services. ADB, through PSDI, 
is also considering commencing secured 
transactions reform in Timor-Leste early 
next year. 

________________
1 The Republic of the Marshall Islands, 

the Federated States of Micronesia, 
Solomon Islands, Tonga, and Vanuatu.
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In  2 0 01,  t h e  I n s t i t u i ç ã o  d e 
Microf inanças de Timor-Leste 
(Institute of Microfi nance of Timor-
Leste [IMfTL]) was established as 

a public microfi nance institution under 
the Asian Development Bank (ADB)-
managed Microfinance Development 
Project. Development partners, including 
the Government of Timor-Leste and 
ADB, created the Foundation for Poverty 
Reduction as a trust to own IMfTL. By 
2008, IMfTL stopped focusing exclusively 
on microfinance, becoming a small 
commercial bank with a loan portfolio 
focused on payroll lending. IMfTL 
ownership was later transferred to the 
government so that it could obtain an 
unrestricted banking license, which 
it needed to grow into a full-fledged 
commercial bank.

On 11 July 2011, at a special 
inauguration ceremony at its Head Offi ce 
in Dili,   IMfTL officially became the 
Banco Nacional de Comércio de Timor-
Leste (National Commercial Bank of 
Timor-Leste [BNCTL]), the country’s fi rst 
locally owned commercial bank. ADB 
President Haruhiko Kuroda took part in 
the ceremony.

In his opening speech, President 
Kuroda said “the role of the fi nance sector 
is to channel savings into productive 
investment. Increasing access to fi nance 
spreads investment  and business 
opportunities beyond urban centers and 
helps make economic growth more 
balanced, inclusive, and sustainable. The 
National Commercial Bank of Timor-Leste 
has made an important contribution toward 
achieving these aims.” 

BNCTL now has 12 branches. It 
has more than 10,000 borrowers and 
45,000 depositors, with about $7.5 million 
in savings. The bank has also granted          
$9.4 million in loans, 40% of which are 
held by women. Microfi nance accounts 
for 30% of the bank’s portfolio. The 
substantial demand for deposit accounts 
mirrors experience in other countries in the 
region where ADB has assisted fi nancial 
institutions with setting up branches in 
remote areas where more traditional banks 
do not offer services. The demand for 
deposit services illustrates the importance 
of providing a full range of financial 
services.

Default rates on loans are low. 
According to Gleno Branch Manager  

Manuel Antonio da Luz, while his bank 
has had to face many challenges over 
the last 9 years, including the global 
economic crisis and periodic crop 
failures, less than 2% of borrowers have 
defaulted on their loans. This small 
percentage of defaulted loans refl ects 
the experience of all 10 of the bank’s 
branches. It appears that both rural and 
urban borrowers are equally likely to 
repay their loans. 

Ol iv io Borges Moniz ,  branch 
manager of BNCTL’s inaugural branch 
in Mandarin, Dili, credits ADB’s strong 
assistance with helping keep default rates 
low. “We had a good experience working 
with ADB as IMfTL transformed into a 
commercial bank. It supported us with 
a good business plan, reviewed all our 
procedures, and is still supporting our staff 
training,” says Moniz.

“ADB stands ready to build on the 
successful transition of IMfTL to the 
Commercial Bank of Timor-Leste with 
further support to the fi nancial sector. 
We will continue to help the sector fi nd 
innovative ways to ensure that all Timorese 
have access to f inance,” says Craig 
Sugden, ADB resident representative in 
Timor-Leste.  

BNCTL General Manager Sergio 
Spirito Santo confi rms that three more 
branches will soon be opening (in the 
distr icts of Liquisa, Manatutu, and 
Lospalos), and the bank also plans to 
extend its mobile banking “branchless” 
services to rural areas in 2012. This 
will enable people to access accounts 
to make withdrawal s or deposits, or 
pay bills without having to leave their 
villages. 

During a visit to the Dili branch of 
the bank, the President of Timor-Leste, 
Jose Ramos Horta, said he would like to 
see Timor-Leste’s fi rst bank expand its 
operations and improve the lives of the 
East Timorese people. “Now is the time 
to build on its strengths, manage it well, 
and expand rural outreach.” 
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Timor-Leste Minister for Economy and Development Joao Goncalves (left) and ADB President 
Haruhiko Kuroda at the inauguration of the Banco Nacional de Comércio de Timor-Leste
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Solomon Islands is one of the 12 
“economies that improved the 
most in the ease of doing business 

in 2010/2011,” according to the recently 
published Doing Business 2012: Doing 
Business in a More Transparent World. 
Its world ranking rose seven places to 74th 
out of 183 economies as a result of key 
reforms that improve the environment for 
doing business in the country. 

“Solomon Islands made starting 
a business easier by implementing an 

online registration process,” says the 
report. Whereas it used to take several 
months through the old system, the 
electronic company registry now allows 
a new company to be registered in 1–2 
days. The Company Haus electronic 
registry went online in December 2010, 
as part of a comprehensive company law 
reform initiative supported by the Asian 
Development Bank (ADB) through its 
Pacific Private Sector Development 
Initiative (PSDI), which is cofi nanced by 

the Government 
of Australia. The 
key features of 
the new law and 
online registry 

also allow for “increased shareholder 
access to corporate information,” which 
the report cited as a positive development 
in strengthening investor protections.

The  r epor t  a l so  h igh l igh ted 
improvements in resolving insolvency as 
a result of the passage of the Companies 
(Insolvency and Receiverships) Act 
2009, and registering property, due in 
part to the installation of the online 
secured transactions registry, launched 
in September 2009, which facilitates 
the pledging of movable property as 
collateral for l oans. The reform initiatives 
were similarly suppor ted by PSDI 
following a request for assistance from 
the Government of Solomon Islands.

ADB, through PSDI, has also provided 
technical assistance in the drafting of new 
company and insolvency bills and, upon 
the passage of the laws, will be funding 
the design and installation of an online 
company registry that should similarly 
improve the ease of doing business in 
Vanuatu. PSDI will also be supporting 
the development of an online company 
registry in Samoa in 2012. 
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