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EXECUTIVE SUMMARY

Recent economic developments and the revised program

Following discussions on the 2001 Article I'V consultation and the first review
under the third annual Poverty Reduction and Growth Facility (PRGF)
arrangement, the authorities are seeking waivers for the nonobservance of a number
of quantitative performance criteria. A second drawing in the amount of

SDR 3.4 million (11 percent of quota) is subject to completion of the review,

The local elections have been delayed and in turn donors have postponed the
roundtable meeting originally scheduled for mid-2001 until after the elections.

Performance under the program was mixed through March 2001. Despite GDP
growth of 5.6 percent in 2000 and low infiation, there were slippages in the fiscal
area through the first quarter of 2001. The overall fiscal deficit (excluding grants) was
reduced to 3.6 percent of GDP in 2000 from 4.8 percent in 2000 as a shortfall in
customs revenue and excess recurrent expenditure were offset by lower development
expenditure. Broad money grew by 35 percent in 2000, while the external current
account deficit widened to 12 percent of GDP. During the first quarter of 2001,
accelerated payments to Alimenta (a Swiss private company whose property was
seized by the government in early 1999), a payment to commercial banks for overdue
crop financing loans, and continued weak customs receipts contributed to
nonobservance of four end-March 2001 quantitative performance criteria.

Outstanding governance issues include Alimenta’s withdrawal of the property
dispute with the government from international arbitraticn. A final payment due at
end-July 2001 will trigger the privatization of Alimenta’s former assets and related
groundnut marketing reforms. The UN consulted the Fund in preparing an Integrated
Preventive Strategy to assist The Gambia in dealing with a sizable refugee problem
and to help strengthen the weakened democratic and economic institutions.

In 2001, real GDP growth is projected at 5.7 percent, while inflation is expected to
increase to 3% percent. The fiscal deficit (excluding grants) is projected at about 4
percent of GDP and takes into account corrective measures to increase domestic
petroleumn product prices and to strengthen the customs department. The revised
budget also reflects higher domestic interest payments, the cost for planned local and
national elections, and lower development expenditure. Broad money growth will be
reduced to 8 percent, while the external current account deficit is projected to
narrow to 11% percent of GDP with the expected recovery of exports and reexports.

There were delays in implementing some structural reforms, However, progress
was made in introducing an accounting framework to track poverty-reducing
expenditare, including expenditure funded from HIPC resources, as a delayed
fulfillment of the structural performance criterion for end-December 2000. With
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technical assistance from the Fund and donors, momentum has been regained with
respect to other structural measures and reforms, including the closing of the
government accounts for 1992-97. A full PRSP is expected by end-2001.

Issues highlighied in the staff appraisal

The appraisal notes the mixed performance in 2000 through the first quarter of 2001
and the anthorities’ response with corrective measures, including improved
implementation of structural reforms.

The staff urges the autherities to continue to strengthen budgetary implementation in
order to reduce the overall deficit and stock of government domestic debt to
sustainable levels. It also uwrges the authorities to pursue a prudent monetary policy
while consolidating and deepening reforms in the financial sector.

The authorities are further encouraged to consolidate and broaden other structural
reforms in order to promote an environment conducive to private sector activity and a
sustainable reduction in poverty. Noting progress made in the PRSP process and in
data compilation, the staff urges the authorities to adhere to the end-2001 target to
complete the full PRSP, and continue to improve the timeliness and quality of data.

On the basis of broadly encouraging economic and financial developments and the
strength of the revised program for the balance of 2001, the staff recommends that the
Executive Board approve the authorities’ request for waivers for the nonobservance
of four quantitative performance criteria and one siructural performance criterion, and
the completion of the first review under the third annual PRGF arrangement.
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I, INTRODUCTION

1. Discussions for the 2001 Article IV consultation and the first review of the economic
program supported by the third annual arrangement under the PRGF were held in Banjul
during the period May 2-16, 2001.' The Gambia’s request for a three-year arrangement under
the PRGF, in an amount equivalent to SDR 20.6 million (66.3 percent of the new quota},
together with the first annual arrangement thereunder, in an amount equivalent to SDR 6.87
million (22.1 percent of quota) were approved by the Executive Board on June 29, 1998
(EBS/98/102, sup. 1; 6/30/98). However, the first review under the first annual PRGEF
arrangement could not be completed because of slippages in implementing the budget and
stroctural reforms. Moreover, there were governance problems arising from the government’s
setzure of the property of the Gambia Groundnut Corporation (GGC)—a private marketing
moenopoly owned by Alimenta. Performance under the second annual PRGF
arrangement—approved by the Executive Board on November 19, 1999—was satisfactory:
the Board granted waivers for the nonobservance of three end-March 2000 guantitative
performance criteria, while the authorities met all of the end-September 2000 quantitative
performance criteria. The Executive Board approved the third annual arrangement on
December 11, 2000 for the period October 1, 2000-September 30, 2001, in the amount of
SDR 10.3 million (33.1 percent of quota).? SDR 3.4 million was disbursed upon Board
approval of the arrangement, and the second disbursement (SDR 3 4 million) will become
available subject to the observance of the end-March 2001 quantitative performance criteria
and the structural performance criterion for end-December 2000, and the completion of the
first review, If the full amount under the third annual PRGF arrangement is disbursed, and
taking into account scheduled repayments, The Gambia’s use of Fund resources would rise
frem 44.8 percent of quota at end-2000 to about 66.3 percent at end-2001 (Tables I and 2).

2. In the attached letter to the Managing Director dated June 29, 2001 (Appendix 1), the
government of The Gambia outlines economic and financial policies for the balance of 2001
and requests waivers for the nonobservance of the end-March 2001 quantitative performance
criteria with respect to (a) net bank credit to the central povernment; (b) net domestic assets
of the central bank; (c) the basic primary balance of the central government; and (d) the floor

! The Gambian representatives included the Hon, F. Jatta, Secretary of State for Finance and
Economic Affairs (DOSFEA), Mr. M. C. Bajo, Governor of the Central Bank of The Gambia
(CBG@), other secretaries of state, and senior public officials. President Yahya Jammeh and
Vice President Isatou Njie-Saidy received the mission. Discussions were also held with
representatives of the donor community, the private sector, and the Independent Electoral
Commission (IEC). The mission comprised Mr. Kibuka (Head), Mr. Tjirongo, Mr. Xiao, and
Ms. Brogan (Assistant) (all AFR), and Mr. Schneider (PDR). Parallel Fund technical
assistance and World Bank missions were also in the field.

? This includes SDR 1.718 million that was rephased from the drawings under the second
annual arrangement, since the latter had expired before the completien of the second review.
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on the net official international reserves. A waiver is also being requested for the
nonohservance of the end-December 2000 structural performance criterion to establish a
comprehensive accounting framework to monitor poverty-reducing expenditure, including
expenditure funded from debt relief under the enhanced HIPC Initiative.

3. In conchuding the 2000 Article I'V consultation discussicns on July 19, 2000,
Executive Directors ncted the broadly encouraging results on the macroeconomic front,
notwithstanding the request for waivers for the nonobservance of some of the end-March
2000 performance criteria. They urged the authonities to continue strengthening fiscal
performance, improving governance, and implementing further structural reforms.

4, In November 2000, the Executive Boards of the World Bank and the Fund discussed
the enhanced HIPC Initiative preliminary document for The Gambia (EBS/00/208; 10/25/00)
and agreed that the country qualified for assistance under the Imtiative. The Fund Executive
Board discussed the enhanced HIPC Initiative decision point document (EBS/00/242;
11/28/00), the interim poverty reduction strategy paper (I-PRSP) (EBD/00/99, 11/28/00), and
the joint staff assessment (JSA) of the I-PRSP (EBD/00/100; 11/28/00), concurrently with
the request for the third annual PRGF arrangement.

5. In 1993, The Gambia accepted the obligations under Article VIII, Sections 2 (a), 3,
and 4 of the Fund’s Articles of Agreement, and maintains an exchange system that is free of
restrictions on payments and transfers for current transactions. Summaries of The Gambia’s
telations with the Fund and the World Bank Group ar¢ contained in Appendices I and IV,
respectively. Outstanding statistical issues are discussed in Appendix V.

II. RECENT ECONOMIC DEVELOPMENTS AND PERFORMANCE UNDER THE PROGRAM®

6. During 2000, economic performance was mixed, with strong GDP growth and
moderation of inflation; however, there were some slippages in the fiscal area.
Preliminary data indicate that real GDP grew at 5% percent in 2000, as good rains boosted
the production of groundnuts and other crops. The good harvest in 2000 contributed to a
further moderation in inflation te abeut I percent (based on the low-income consumer
price index—CPI) for the year (Figure 1 and Table 3).

7. The overall fiscal deficit (excluding grants) was reduced fo about 3.6 percent of
GDP in 2000 from 4% percent in 1999. A shertfall in customs receipts, and a slight overrun
in expenditure {mostly wages and other recurrent expenditures) were largely offset by
shortfalls in capital expenditure because of lower external project financing. The resulting
larger-than-programmed deficit (in dalasi terms), in addition to the overpayment of the first

? Details of developments during 2000 through the first quarter of 2001 can be found in
EBS5/00/241 (11/28/00), which was discussed by the Executive Board on December 11, 2000,
and in the letter of intent.
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installment to Alimenta (see Box 1), contributed to an increase in net government domestic
bank borrowing in excess of the program level. Government domestic debt increased to about
31 percent of GDP at end-2000, up from 27 percent at end-1999.

3. During the first quarter of 2001, there were slippages in the implementation of
the budget. In February, the government paid D 64.5 million (1.1 percent of GDP) to three
commereial banks for nonperforming loans that had financed the 2000 groundnut crop.” In
addition, the authorities also made an unscheduled payment to Alimenta in February 2001,
which facilitated the company’s withdrawal of the dispute from arbitration.

9. During 2000, broad money grew by 35 percent, considerably above the program
target, reflecting intervention by the CBG in the foreign exchange market {(see para. 10
below). Reserve money, mainly currency outside banks, also exceeded the program target.
The treasury bill rate declined from 12.5 percent in Decermnber 1999 to 12 percent by
December 2000. Reflecting mainly the fiscal slippages, the gqunantitative performance
criteria for end-March 2001 with respect to (a) net bank credit to the central government;
{b) net domestic assets of the central bank; and (c) the basic primary balance of the central
government were not observed (Appendix Table 1).

10.  1In the external sector, preliminary data indicate that the current account deficit
(excluding official transfers) increased to 12 percent of GDP in 2000 from 11%: percent in
1999, as impotrts recovered from the adverse impact of the preshipment inspection scheme
{rescinded in July 2000) while reexports were slowed by cross-border difficulties. However,
gross international reserves increased above the target for end-2000 because of central bank’s
efforts to build up reserves ahead of the end-December payment to Alimenta, given the then
uncertain receipt of the EU grant. This action contributed to a depreciation of the dalasi by
4.8 percent in real effective terms in 2000 (Figure 2); following a similar depreciation of

2 percent on average during 1998-99 in the last quarter of 1999, thus, continuing the recent
trend toward enhanced extemal competitiveness of The Gamhia. However, the end-March
2001 quantitative performance criterion with respect to the floor on the net official
international reserves was not observed, as the CBG aceelerated payments to Alimenta and

* The European Union (EU) and the government originally intended to use a € 5 million
grant to reduce government domestic debt. Instead, the entire grant was paid to Alimenta in
order to encourage the company to withdraw the case from arbitration by the International
Center for Settlement of Investment Disputes (ICSID}, as well as to reduce the interest and
other charges on outstanding debt balances; under the setttement agreement, interest is
payable on any outstanding balances as from January 1, 2001. Moreover, such balances
require a bank guarantce.

> A one-off amortization of loans guaranteed by the CBG, following the Alimenta incident in
1699 that had discouraged the entry of new exporters. For details, see letter of intent.
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Figure 1. The Gambia: Selected Economic Indicators, 1994/95 - 2003 1/ 2/

H] 2
Oueput and Prices
{Percent change)
5 I
4k
.Ll
2 [~ 1\‘ l.l ,’l ‘l
.“‘ Lﬁ-'
Conpsum
4
Real GDP
2k
94/35 95/96 SE/ST 1997 1998 1899 2000 2001 2002 2003
0
Balance of Payments
(In percent of GDF)
5 b
Overall batance
¥

' ¢ Currant account bai

" ’ (wwluding official tran

eLLUE
|"
45 bk Cumrent accourt b
(excluding official tr]

~20
725 A — 'l 4 L 1L

BO5S 95/30 CH/9T 1997 1008 1999 2000 2001 2002 2003

40

35

£l

25

20

15

40

30

20

10

Fiscal Developments
{In percent of GDP)

-Total reverme
and grams

Basic primary balance

Overall balance

{including grants),__

94/95 95/96 96/0T 1997 1998 1959 2000 2001 2002 2003

Monetary Developments
{Percent change}

- Broad money

L S v

Met foreign
- assets 37

Qa/95 GHI96 Q68T 1907 1998 1999 2000 2001 2002 2003

Sourzes: The Gambian authorities; and Fund staff estimates and projections.
1/ Untiil 1996/97, fiscal years (July-June); from 1997, calendar years,

2/ Shaded areas represent projections.

3/ In percent of broad money at the beginning of the peried.

©International Monetary Fund. Not for Redistribution



Box 1. Setilement of the Gambia Groundnut Corporation’s Dispute

In January 1999, the government seized the property of the Gambia Groundnut Corporation (GGC)—a private
company that had a menopely in processing and exporting groundnuts—without compensation. Alimenta—the
GGC’s parent company—submitted the case to ICSID in July 1999, seeking compensation of US$32 million.
However, at the government’s initiative, the two parties reached an out-of-court settlement in October 2000,
under which The Gambia would pay a total of US$11.4 million to Alimenta by end-July 2001, as set out in the
table below. The Europezn Union (EL), the key donor supporting the groundnut sector, agreed with the
government 1o vse a grant of €5 million {originally expected in May 2000 but received in late December) to
pay Alimenta instead of reducing domestic debt. Following the govermment’s payment to it of USS6.5 million
through February 2001 and an arrangement for a bank guarantee for the balance, Alimenta withdrew the case
from ICSID arbitration in March 2001,

The final payment to Alimenta 13 due by end-July 2001, and the government expeets to receive another grant of
about €4.5 million from the EU toward this payment. When Alimenta has been paid in full, its properties,
comprising two groundaut-processing plants and a number of barges, will revert to the government, The

government, in turn, plans to privatize these asscts to diffcrent marketing firms in order to increase compelition
and benefit farmers as part of broader reforms to improve the groundnut sector.

Government Paymenis to Alimenta, 2000-01
{In millions of U.5. dollars)

Schedule Actual/Expected 1/

December 2000 2/ 3.428 4.653
February 2001 0.000 1.849
June 30, 2001 5.025 0.000
July 31, 2001 2968 4.998
Total 11421 11.500
Memorandum itern:

Payments through February 2001 3.428 6.502

Sources: The Gambiar authorities; and staff estimates.
1/ Partly based on conversions from euro into U.S. dollars at the prevailing
exchange rates. Total includes interest charges and other costs.

2/ The ¢xcess payments in December 2000 and March 2001 antounted to
[ 18 million and I3 49 mitlicn at the prevailing cxchange rate, respectively.

sold a substantial amount of foreign exchange to address the buildup in demand. As of end-
2000, the outstanding public external debt was SDR 321 million (100 percent of GDP).

1. The implementation of structural reforms was slower than expected, notably on
account of a delay in completing the structural performance criterion for end-
December 2000 to establish and begin to implement an accounting framework to track
poverty reduction expenditure. However, the performance criterion was fulfilled by end-May
2001 and as expected, additional measures are being taken to improve the implementation of
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Figure Z. The Gambia: Exchange Rate Developments, January 1985 - March 2001
(Indices, 1990=100)
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the framework. Meanwhile there have been delays in the provision of technical assistance by
the United Nations Development Programme (UNDP), which slowed the impiementation of
structural benchmarks on measures to improve the compilation of the national accounts and
the CPI. Fund technical assistance in April-May facilitated the planned implementation of
structural benchmarks in the financial sector. The mission noted good progress in
implementing the PRSP process (see below).

12.  Governance and political issues, including the delay in local elections, the dismissal
of some key officials, and proposals to amend the constitution, have caused concemn among
donors, who have postponed the roundtable meeting (originally scheduled for mid-2001 as
part of the PRSP process) until after the elections which are slated for Octeber 2001 and
garly 2002, In response to letters from the authorities in April on governance issues,
including Alimenta, the Managing Director commended the authorities on progress in
addressing the Alimenta dispute and urged thern to redouble their efforts in addressing the
outstanding 1ssues. The UN sent a mission to Banjul and has prepared an Integrated
Preventive Strategy to assist in strengthening governance in The Gambia (see Box 2).

I1I. PoLICY DISCUSSIONS AND PROGRAM FOR THE BALANCE OF 2001°

13.  The discussions took place against the background of (a) the tension in policies
between efforts to complete payments to Alimenta and containing the large domestic debt. In
particular, the authorities were concerned by the implications of the donors’ postponement of
a roundtable meeting to close an estimated financing gap (SDR 5.9 million) in 2001; (b) an
urgent need for the authorities to strengthen instituticnal capacity in support of the PRSP and
HIPC Initiative process; and (¢) a need to address governance issues, particularly the pending
groundnut marketing reforms—including the proposed privatization of the Alimenta assets—
and timely preparation for local and national elections by early 2002, Thus, the discussions,
which focused on assessing recent economic and financial developments, took these issues
into account 1n framing macroecenomic and structural policies for the remainder of 2001
broadly consistent with the objectives set out in the memorandum on economic and financial
policies for 2000-01 (EBS/00/241, App. 1; 11/28/00) and the I-PRSP.

14, For 2001, real GDP growth is projected at 5% percent, owing to expected continued
improvement in agriculturai production, particularly groundnuts, through the expected
marketing reforms. Reexport trade and tourism are also expected to continue recavering from
adverse developments in 2000. Measured inflation is projected to increase to 3% percent by
end-2001, reflecting the continued depreciation of the dalasi and the increase in domestic
petrolenm product prices (see below).

¢ For details of the measures for the balance of 2001, see Appendix 1.
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A. Fiscal Policy

15. The fiscal program for 2001 was revised to take account of recent developments,
resulting in a higher overall deficit (excluding grants) of 3.9 percent of GDP (3" percent
in the original program). However, the deficit (including grants) is virtually unchanged at
about 1 percent of GDP. With the incorporation of expenditure expected to be funded from
HIPC Initiative debt relief, the deficit (excluding grants) will reach 5 percent of GDP (see
below). To finance the deficit, the government will make further recourse to domestic bank
and nonbank financing, although domestic debt will decline to 27.8 percent of GDP by end-
2001, compared with the 24.6 percent envisaged earlier. The authoritics explained that they
had no choice but to address the unfortunate developments related to the seizure of the
Alimenta property and crop financing that had delayed their strategy to substantially reduce
domestic debt. They expressed confidence that they would be moving forward with reforms
to prevent a recurrence of direct government involvement in the groundnut sector. The staff
stressed that it was critical that the proposed reforms be implemented fully and expeditiously.

16.  Inm March 2001, revenue measures implemented to address the weaker-than-
envisaged customs receipts, comprised higher gasoline (an increase of 9 percent) and diesel
and kerosene prices (15 percent each), the curtailment of custorns duty exemptions, and the
collection of tax arrears. Other revenue will increase as a result of better performance by
income tax receipts, and the recovery of funds (from the EU compensation and exporters)
related to 1999/2000 crop financing operations, and the budget would henefit from increased
grants, Measures were also taken to implement the delayed automated system of customs
data (ASYCUDA). Further strengthening of the revenue departments, including the
implementation of ASYCUDA II (which will provide computer links among the port, the
airport, and regional posts in order to improve tax administration and data compilation), will
be supported by the proposed World Bank Capacity-Building and Economic Management
Project.

17.  On the expenditure side, the 2001 budget was modified to include (a) higher
domestic interest payments of about I §0 million (1 percent of GDP); (b) funding of

D 8.4 million, for the local and presidential elections likely in October 2001 and for the
parliamentary elections likely in January 2002; (c) government payments to the three
commercial banks; and (d) the 2001 contingency budget funded from the US$4.4 million
(D 68 million) provided by the Fund, the World Bank, and the African Development
Fund/Bank as interim debt relief under the enhanced HIPC Initiative, which was
submitted to parliament on June 14, 2001 as a program prior action (see Table 5b).
Parliament approved the budget—as a supplementary appropriation—on June 25. Moreover,
the budget, as before, reflects the final payment to Alimenta. Overall, recurrent expenditure
in 2001 will increase by 3.3 percent of GDP, compared with the original program, but this
will be partly offset by lower development expenditure now estimated at about 5 percent of
GDP compared with about 4% percent recorded in 2000 (Table 5).
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Box 2. Governance Issues in The Gamhia

The deteriorating state of governance in The Gambia has comtinued to draw the attention of the international
donor commmunity duing 20G0-01. Inn early 2001, several donars made tepresentations to the authorities on 2
namber of governance issues. Moreover, in November 2000, the UN sent a mission to Banjul to evaluats the
governance issues and regional instability.

The UN mission noted with concemn the current risk level in The Gambia, which had the potential for a sudden
and sharp deterioration in the political situation, and highlighted the following: (a) The Gambia, being relatively
stable in a subregion with ever-widening armed conflict had taken a disproportionate share of immigrants
(15,000 registered refugees and about 5G0,000 nonregistered migranis); (b) instability among the youth (below
age 25), who account for over 60 percent of the total population—against the background of despening poverty,
declining foreign assistance, and limited opportanities for higher studies—was contributing to high youth
unemployment as some of the youth had turned to a disruptive life of criminal behavior, including serving as
mercenaries in regional conflicts, as drug and arms traffickers, and many were susceptible to HIV/AIDS; (c)
intolerance was growing as scgments of socicty blamed the country’s cconmomic misfortanes on forcigners,
including refugees; and (d) regional instability added to internal pressures, not only from the high number of
mugrants and refugees that The Gambia harbored, but also from the increased risk of a spillover of violence and
the uncontrolled circulation of small arms and {llicit drugs.

Against this background, the UN has proposed to implement an Integrated Preventive Sirategy to enable The
Gambia to respond betier to the multiple and interrelated nature of the chalienges the country faces. The
mltisecioral sirategy, 10 be implemented in close partnetship with The Gambia and interested members of the
intemmational community, seeks to address a number of areas: poverty alleviation, sustainable development and
the role of women, governance——including through electoral support; the combating of cormiption; refugee and
human rights issues; youth employment; environmental and health issues; and capacity building,

In response to the UN's request for inputs into the Integrated Preventive Strategy, the Fund recommended that
economic support under the strategy should be integrated into the PRSP process. It also proposed a series of
denor roundtable meetings that could include a special session on technical assistance to help build the
institutional capacity in The Gambia. The Fund conunitted itself to continning to play a significant role through
the PRGF-supparted program in helping The Gamhia consolidate the achievements it had made so far, in fiscal,
financial, and exchange and trade rate policies, as well as in structura reforms, all within the context of the
PRSP process,

Governance issues have been on the authorities’ priotity agenda since the government adopted the
Governance Policy in 1999, which with the assistance of UNDP—initiated a number of reforms aimed at
establishing an overal] policy framework for governance. Il provides a comprehensive national program for
establishing and strengthening democratic and administrative institutions and processes in The Gambia, and for
cnhancing public participation. The good governance and public administrative reform program (which is one
of the program piilars i the interim FRSP) includes (a) reforming parliamentary structures and processes; (b)
reviewing of conslitutionat and electoral processes to improve supervision of government activities; {c)
promoting civic education to strengthen the capacity of local civi¢ organizations; (d) reforming legal and
judicial processes to introdnce flexible mechanisms for ensuring access 1o justice; (&) decentralizing the local
government system 10 promot¢ community participation and improve the delivery of development services to
communities; gnd (f) reforming public management and administration,

The UN Integraied Preventive Steategy, which calls for electoral support and institutional capacity building,
among ather objectives, would enhance the government’s efforts in implementing the governance program,
which has hitherto moved slowly. Accordingly, resource mobilization through a well-promoted series of
strategically placed donor roundtable meetings—devated also to technical assistance issues and the PRSP
process—could help to address the muftiple problems faced by The Gambia and help reduce the high risk
levels.
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18. The Gambia has been identified as one of the HIPC Initiative countries in need
of a substantial upgrading of the system for tracking poverty-reducing expenditure.
Accordingly, the discussions on fiscal reforms focused on the broader issues of budget
formulation and implementation. The authorities expressed their appreciation for Fund
technical assistance in supporting budget reforms. They hope to continue relying on the
resident Fund budget advisor to improve accounting practices and move toward a
comprehensive reporting and control of government expenditure, especially on the below-
the-line (BTL) accounts.” The advisor has also assisted in closing the government accounts
for 1992-97 and as a follow-up, the Accountant and Auditor General’s Offices are
collaborating to complete the delayed audit of those accounts and expedite the auditing of
future public accounts. The capacity-bwilding project will also assist with (a) the
computerization of the Accountant General's Office; (b) strengthening of the macroeconomic
unit in DOSEEA; and (c), in conjunction with DFID, preparation of the public expenditure
reviews (PERs) in three of the key sectors targeted in the I-PRSP {agriculture, education, and
health), which also serve as a first stzp toward a medium-term expenditure framework
(MTEF). As detailed in the letter of intent, the fiscal program for 2001 also incorperates the
full repayment of civil service salary advances and the elimination of cross arrears between
the government and the public enterprises by end-2001. The mission noted the ambitious
scope of these reforms and urged perseverance and close coordination with the providers of
technical assistance in implementing the entire package.

B. Monetary Policy and Financial Sector Reforms

19.  Monetary policy during 2001 will seek to keep period-average inflation below

4 percent and maintain external reserves equivalent to about 5.3 months of imports. This witl
be underpinned by the prudent fiscal policies described above, which will permit a tight
overall monetary policy while providing adequate credit to the private sector. Following
slippages through early 2001 partly associated with accelerated payments to Alimenta and
crop financing, the authorities have taken measures to tighten monetary policies in the
remainder of 2001, contributing to an increase in velocity to 2.8, Broad money growth has
already been reduced to 14 percent for the 12-month pertod ended March 2001, through
central bank sales of foreign exchange and stepped up sales of securities toward the end of
the quarter; the latter contributed to an increase in the treasury bill rate to 12.5 percent. The
central bank will seck to moderate the growth of broad money from an estimated 35 percent
during 2000 to 8 percent by end-2G01 with the planned sales of securities. Consistent with
the strategy outlined in the I-PRSP to give a substantial role to the private sector, credit for
the latter is programmed to increase by about 23 percent for 2001, This expansion will
support increased private sector activity in the planned privatization of a number of public

7 A fund technical assistance mission visited Banjul in June 2001, to review the work of the
budget advisor and assess the public expenditure management system and the capacity for
HIPC monitoring and prepare a draft action plan for improvements.
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enterprises, crop financing during the 2001/02 season, and an improved investor climate
following the resolution of the Alimenta dispute.

20.  Withregard to the foreign exchange market, the central bank encouraged
commercial banks to deal directly with the foreipn exchange burcaus {the parallel market that
transacts mainly in cash) and in the process helped to integrate the two markets. Moreover,
during the first quarter of 2001, the CBG attempted to meet the pent-up demand for foreign
exchange in the interbank market using competitive bids.® As a result, the spread between the
interbank and parallel rates declined from 14 percent in September 2000 to an average of

(.4 percent during the first quarter of 2001 (Figure 3). Complementary reforms to broaden
the market and reduce foreign exchange transactions costs through the introduction of foreign
currency deposits are discussed in Box 3.

21.  Financial sector reforms are being pursued at the regional, national, and micro
level in order to promote an efficient and competitive financial sector and a reduction in The
(ambia’s deep-seated poverty by supporting income-generating activities for the poor. The
(Gambia is participating in the Accra Declaration to establish a West African Monetary Zone
(WAMZ) by 2003 though it i3 too carly, at this stage, to assess its implications for economic
policy for the country. Reforms at the national and micro levels are summanized in Boxes 3
and 4, respectively.

C. Other Structural Reforms

22, As dertailed in the attached letter of intent, the authorities are pursuing other
structural reforms focused on (a) modernization of business-related legislation and
regulation; (b) development of a competition policy; and {c) public enterprise divestiture.
The latter reform will be aided by the recently approved Privatization Act. In 2001, up to
D 20 million will be transferred from the divestiture account to reduce the government
domestic debt.

23, The authorities indicated that agricultural reforms would focus on upgrading
groundnut marketing, among other things, to prevent a recurrence of direct government
intervention in crop financing. They commended the Fund and the EU for the support
they had provided to expedite the resolution of the dispute with Alimenta, which could
have dragged on and resulted in substantially larger costs. They expected to continue to work
closely with the EU and the Agri-Business Service Plan Association (ASPA) and press on
with the privatization of Alimenta’s assets to competing experienced operators, in order to
promote private crop financing and higher producer prices. While welcoming the steps taken
to date toward privatizing the Alimenta assets, the mission stressed the importance of full
transparency in the privatization process. It also urged the authorities to follow up closely on

¥ Previously the CBG had sold foreign exchange at prevailing interbank rates.
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the recovery (from exporters) of the remaining balances from the 1999/2000 groundnut
marketing loans.

D. External Policies and Balance of Payments Outlook

24, The authorities felt that the recent significant further reduction and rationalization of
the external tariff (from a maximum of 20 percent to 18 percent (the import-weighted
average external tariff was reduced from 12 percent to 11.8 percent), ah}ng; with the reduction
of the number of tariff bands from ten to three, all effective August 2000} should benefit the
economy. In the medium term, the external sector is also expected to gain momentum from
increased production and quality of groundnuts and improved marketing arrangements. On
the basis of these developments and the economic policies detailed above, the external
current account deficit (excluding official transfers) is projected to narrow to about

11%4 percent of GDP in 2001. As detailed in the letter of intent, the key assumptions include
export volume growth of 8 percent, import volume growth of 5 percent, and an improvement
in the terms of trade of 6 percent, reflecting lower oil prices and higher groundnut prices.
Additional external resources {o close the financing gap for 2001 include HIPC Initiative
interim debt relief of US$4.4 million' and an additional EU grant of US$1.6 million.
Moreover, the revised program incorporates a slightly lower gross official reserve target of
SDR 80.9 million in 2001 equivalent to a level of about 5.3 moenths of import cover.

23. The medium-term outlook balance of payments through 2006 is projected to improve
on the basis of the prepesed prudent policies and structural reforms (Table 3). In particular,
the fiscal outlook assumes that the averall deficit (excluding grants) would decline to

3.1 percent of GDP in 2002 and to 2.7 percent in 2003 taking into account the nonrecurring
payments to Alimenta and the commercial banks in 2001 and the impact (especially starting
from 2002) of the measures to strengthen customs receipts and the reforms to improve
expenditure control. In the outer years the overall fiscal deficit is projected to level off to
about 2.2 percent of GDP. This cutcome will permit government domestic debt to decling
gradually to about 20 percent of GDP by 2006. The improved fiscal outlook should help to
contain the domestic interest payments and improve resource allocation to public investment
from 4.9 percent of GDP projected in 2001 to about 7 percent by 2006. Gross investment is
expected to increase from 174 percent of GDP in 2000 to 204 percent by 2004, supporting
a projected increase in GDP growth in excess of 6 percent in the outer years.

¥ In 1998, the maxirmum tariff rate was 90 percent and there were up to 30 tariff bands. There
are no other duties and charges on exports and imports.

1% This amount was not incorporated in the program for 2000/01 as the Executive Boards of
the World Bank and the Fund had yet to approve the enhanced HIPC Initiative assistance.
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Figure 3. The Gambia: Spread Between Parailel and Interbank Market Rates, January 2000-March 2001
{(In percent); in terms of U.S. dollar per dalasi
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‘ Box 3. Financial Market Issues
Introduction

There are six commercial banks in The Gambia. With technical assistance provided by the MAE, the CBG and
the banks are undertaking reforms 10 deepen the freasury bill market, introduce foreign currency deposits
(FCDs) and strengthen financial sector supervisicn.

Deepening treasury bill market

Currently, the CBG issues 91-day and 182-day treasury bills through biweekly auctions. The social security
fund and the commercial banks account for most of the bids. The interest rate has not been flexible—it
remained at 12 percent frem March 2000 to Januazy 2601, rosg to 12.5 percent in February 2001 and has
remained at that level ever since. The secondary market is not active.

Fund missions have made several recommendations aimexl at deepening the treasury bilt market and promoting
more flexible interest rates, of which the following will be implemented in 2001. Firsi, a book-entry system
reduces administrative costs and ensures faster settlement, which wonld promote the secondary market. The
CBG has trained staff with the book-entry software supplied and customized by the Fund, and will test it in a
working environment during the Fune-August period before the final Iaunch in September. Second, to increase
the maturity range and explore the demand for such instruments, a new treasuty bill of 364 days wifl be
introduced at the auctions starting at end-August, Initially, the CBG expects that these new bills will account for
20-25 percent of the amount 1o be floated. Third, nomcompetitive bids of D10Q,000 or less will be introduced.

The CBG plans to explore the licensing of treasury bill brokers and the introduction of repurchase operations, in
part to promate the secondary market.

Introducing FCDs

The commercial banks in The Gambia are on track to imiroduce FCDs by end-2001, aiming to remove the
competitive disadvantage vis-a-vis banks in the subregion. The FCDs will also facilitate the futute operation of
the proposed export processing zone.

OfF the six banks, two will be ready to offér FCDs by September. The CBG prepared an action plan and will
issue guidelings on FCD aperatians in Aoguost and work with the remaining four banks so that they could launch
FCDs by end-2001. The CBG also cmphasized the need for an anti-meney laundering law and better corporate
governance of the banks.

Strengihening financial market regulation

The revised drafts of the Financial Institutions Bill, which improves earlier legislation and better conforms with
Basel Core Principles, and the Insurance Bill, which empowers the CBG to regulate and supervise the insuwrance
industry, have been submitted to the cabinet. The National Assembly is expected to enact both bills this year,

In supervising the commercial baks, the CBG applics primatify off-gite analysis and, infrequently, on-site
examination, The banks are generally sound. At end-March 2001, their risk-weighted capital adequacy ratios
were greater thar 12 percent, except for one bank, which had a ratio below 8 percent. Problem loans declined
to 12.6 percend of total loans in 2000 (from 16.4 percent of loans in 1999), However, the D 65 million in loaas
to groundnut marketing firms would have been classified as nonperforming had the govermment nat provided
the guaranteed payments. Provisions against problem loans declined from 90 percent in 1999 to 81 percent in
2000. Reflecting the structwre of the economy, nearly half of the loans are concenirated in distributive frades.
Close monitering is being wndertaken to safeguard the commercial banks from adverse shocks in this sector.
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Box 4. Microfinance in The Gambia

Introduction. The formal financial sector has been shrinking over the past decade, with the collapse of the country’s
largest banks—the Gambia Commensial and Development Bank and the Agricultural Development Bank in the late
1980s. Agricultural lending fell from about 33 percent of total bank lending in the 1980s to about § percent at end-199%,
owing in part to the withdrawal of govemnment guarantees and also to the collapse of the Gambia Cooperative Union.
Furthermore, commercial banks have not expanded their activities in the rural areas: in 2001, they operated only three
tranches outside the greater Banjul area. Accordingly, most financial services in the rural areas are provided by
mucrofinance mstitutions (MFIs). Because their services larget the low-income rurel households, mainly women, they are
at the cutting edge of povesty alleviation. In the context of the PRSP process and the enhanced HIPC Initintive debt-relief
and poverty reduction policies, strengthening the financial intermediation provided by MFIs i3 key to supporting the
income-generating activities undertaken by the poor.

A profile of MFIs in The Gambia. The delivery of miorofinance in The Gembia is carried out by a number of
organizations, including the traditional, informal, but cohesive groups known as Osusus—which resemble rotating
savings and credit associations, and Kafos (community groups) where tics of neighborhood, gender, age, kinship, and
ethnicity create peer pressure that encourages participation. The close ties to the community and peer prassure have
ensured high repayment rates within bath the Osusus and Kafos. This has contrasted sharply with other MFIs, many of
which fiied becanse of low repayment rates, Ag a result, many nongevernmental organizations (NGOs) decided to build
on the traditional Osusus and Kafos es the main institutions for delivering microfinance. The mid-1980s witnessed a
rapid growth in formal MFIs. An example is the village savings and credit associations (VISACAs)—started in 1988
with financial support from Germany. Village banks were created to mobilize local savings to finence productive
activities. Members contribute savings for several years before the money can be lent. Loans are quite small, with
repayment rates of above 90 percent. Similariy, interest rates are high, exceeding formal market rates for both savers and
lenders. Some MFIs are facilitated by NGOs—such as Association of Farmers, Education and Traders and others by
donors—such as European Development Fund. Generally, support has been limited to infrastructure development and
training. Another example of a successful MFI is the scheme supported by Action Aid The Gambia (AATG), which
started in the 1980s. Its lending is mainly in kind, including seasonal inputs (seed and fertilizer) and agricultural
implements (plows, hoes, and weeders). The AATG does not charge interest to the Kafos, which, in tuen, decide the rate
of interest to charge their members. Groups with goed repayment records are rewarded by a replenishment of thetr
resources, which further encotrages compliance.

Collateral In some MFIs, farm animals, farm tools, and jewelry are used efficiently and effectively to enforce contracts.

Recent policy initiatives to strengthen MFIs. The central bank, which is responsible for the registration and
supervision of VISACAGs, initiated registration and monitering of the MFIs in 1999. In May 2001, 14 had full licenses
and 51 had provisional licenses, with agreement on a timetable to meet requirsments for a full license. The VISACA
Promoticn Center provides guidance on operational and technical issues relevant to MFIs. Furthermore, the Rural
Finance and Community Initiative Project, which is being funded by the International Fund for Agricultural
Development (IFAD) (173311 million) over six years, aims to strengthen the capacity of MFTs through funds channeled
to the Gambia Women’s Finance Association and on-lent to the MFIs.

Cutreach. The targel markets for the VISACAs are the poor. The average loan sizes range from US$11 for the MFIs for
rural clients to [JS$100 for agriculture end about US$300 in the greater Banjul srea for microentreprensurs. The potantial
MF] portfolio at end-2000, including IFAD funds, is estimated at about B 240 million {IS$15 million)— 5 percent of
GDP, 37 percent of private sector credit, and 17 percent of comemercial bank deposits. The CBG encourages the MFls to
place their deposits in treasury bills and other instruments with the commercial banks to strengthen linkages with the
formal financial sector, As of 2000, the number of MFI clients {3 estimated at about 40 percent of the total Gambian
population. However, the figures understate the seope of the activities since many MFIs operate i the informal sector
with no public records.

Challenges. Susteipable provision of microcredit remains a major challenge, as well as the strengthening of local
mstitutional and managerial capacity to manage village based microcredit schemes. Creating linkages to the formal
financial system to strengthen fnancial deepening while varying operational procedures among doners creates confusion
for the recipients and could thwart efforts to create self-sustainable MFIs.
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26.  The external current account deficit (excluding official transfers) is projected to
mmprove to 11% percent of GDP 1n 2002 and to about 10%2 percent 1n 2003 and thereafter
gradually decline to about 10 percent by 2006. The volume of groundnuts exports will grow
by an average of 4 percent during 2002-03 and thereatter by an average of about 5 percent
per year. Further modest improvements are also expected in the exports of cotton, fresh
fruits, and vegetables. The export of fish and fish products, in particular, will benefit from the
recent completion of artisanal and cold storage facilities. Tourism receipts are expected to
rise by 10 percent in 2002 and more modestly in 2003 and by an annual average of 6 percent
during 2004-2006, as operators improve services and the government steps up promotional
activities. Import volumes are projected to rise by about & percent during 2002-03, as the
reexport trade continues to recover following the removal of the preshipment inspection
scheme and the reduction and rationalization of the external tariffs in 2000, The reexport
volumes are expected to increase by about 5% percent per year during 2004-06. The
financing gaps projected for the period 2002-2006 are expected to be covered by a
combination of donor grants and debt relief under the HIPC Initiative—permitting gross
official reserves to increase to about 5.6 months of imports.

27.  The authorities indicated that they remained committed to a liberal trade and
exchange system. They will continue to assess the impact of external tariff reforms, as well
as reforms in neighboring West African Economic and Menetary Union (WAEMU)
countries {(which have a maximum external tariff of 20 percent). Efforts have been intensified
to improve balance of payments data based on the recommendation of a Fund technical
assistance mission in September 2000. The authorities alse intend to introduce ASYCUDA
IT, inter alia, to better integrate customs revenue and balance of payments data. The reduction
in external tariff, together with the pursuit of a market-based flexible exchange rate—which
resulted in a further depreciation of the dalasi by an estimated 5 percent in real effective
terms curing the first quarter of 2001—have benefited external competitiveness. The mission
concurred with the authorities™ assessment and considered the prevailing exchange, in
conjunction with the pursuit of prudent fiscal and monetary policies, as broadly appropriate
to maintain The Gambia’s external competitiveness.

28.  The Gambia is on track to achieve external debt sustainability within the context
of the enhanced HIPC Imitiative. It is now receiving interim debt relief and expects to reach
the completion point, subject to the triggers outlined in EBS/00/242 (11/28/00), by end-2002.
Medium-term projections indicate that total outstanding external debt will fall from

108.9 percent of GDP this year to about 90 percent of GDP in 2006, External debt service
(including the Fund) is similarly projected to decline from 15.6 percent to 9.2 percent of
GDP during the same period. Measures have been taken to provide the external debt unit at
DOSFEA with better staffing and equipment in order to improve the quality and timeliness of
external debt data. The authorities have also contacted all creditors to follow up with debt
relief under the enhanced HIPC Initiative. In this context, they expect that by August 2001
agreement wilt be reached on the debt owed to the Norwegian export guarantee agency
arising from a government-guaranteed loan to the Senegambia Beach Hotel,
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29.  The Gambia will need to continue to manage its external debt prudently and rely
exclusively on external grants or long-term loans on highly concessional terms. Payments to
the Fund in 2001 will total SDR 0.3 million (plus SDR 0.25 million to the Saudi Fund for
Development), equivalent to 0.2 percent of the projected exports of goods and nonfactor
services. The Gambia has an excellent record in meeting its debt-service obligations to the
Fund, and, given the projected improvements in its financial policies, it is expected to
discharge its future obligations to the Fund in a timely manner.

IV. THi PRSP PROCESS

30. The PRSP process is on schedule for the preparation of a full PRSP by end-2001.
Notwithstanding the delayed roundtable meeting, donors have continued to support the PRSP
process including the key steps outlined in para. 25 of the letter of intent. An outline of the
PRSF was circulated in May for comments and drafting should commence by late summer.
Meanwhile, the authorities have made good progress with education and health reforms,
which—in addition to tracking poverty-reducing expenditure and the privatization of
Alimenta assets—together with the implementation of the PRSP, are triggers for the
enhanced HIPC Initiative floating completion point in December 2002.

Social impact of the program'’

31.  Inaddition to the pro-growth and anti-inflationary stance of macroeconomic policies,
the I-PRSP incorporates sector policies that are, inter alia, part of the program pillars to
reduce poverty. The approach is based on promoting income-earning activities in the key
sectors, namely, agriculture, tourism, and trade, better targeting and delivering of education
and health services, and focusing ot employment creation, especially for the youth.

32.  The low-inflation objective serves to protect the limited purchasing power of the
poor, who predominate in rural agricultural activities and the urban informal sector. The
PRGF-supported program has incorporated a significant adjustment in petroleum product
prices, whose short-term adverse impact on consumers would be reversed when world oil
prices decline. The impact on the poor has been somewhat mitigated through the provision of
cross subsidies to kerosene, which is predominantly used by low-income households;
however, improved government revenue resulting from higher fuel prices has helped to
sustain expenditure, including those targeted to the poor. The PRGF-supported program has
also supported flexible exchange rates, which, with the depreciation of the dalasi, have
resulted in higher prices for imports. The poor consume mainly nontraded goods but would

"' This social impact analysis is a first step toward qualitatively analyzing the potential
poverty impact of some of the key policies contained in the PRGF arrangement. The next
step is to work closely with the government, as part of the full PRSP, in developing some
quantification of the impact of individual policies using data from both the household
surveys and the participatory poverty assessments (PPAs).
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stil] be adversely affected by some higher import prices. However, the poor who are involved
especially in the groundnut, tourism, and reexport sectors, tend to benefit when the dalasi
depreciates, resulting i larger export proceeds and increased employment.

33. The fiscal strategy to contain the overall deficit and, eventually, the domestic debt has
in the short term limited government expenditure and put emphasis on revenue collection that
have reduced the disposable income and, therefore, the consumption of the public, including
the poor. This effect has been mitigated by progressive income taxes and the exemption or
low taxation of items consumed by the poor, such as rice and medicine, while expenditure
targeting of the poor, especially on services, has helped to increase the share of some
spending benefiting the poor. Reforms to improve the budget process focusing on the
transparency and accountability of public expenditure should reduce fraud and increase
efficiency in the allocation and targeting of increased resources to the poor. As indicated
above, the tight monetary policy is putting a greater adjustment burden on the government in
order to permit an adequate inerease in private sector credit. However, the share of credit
going to the poor is limited by antiquated business legislation and lack of collateral. Financial
sector policies and reforms, complemented by fiscal reforms, should reduce financal
intermediation costs and interest rates, which in tum, should benefit the public, including the
poor. However, these policies are likely to become effective only gradualty. In the meantime,
the authorities have targeted reforms 1n microfinance as a faster way of targeting the poor
and helping them improve their income-generating activities and ability to withstand
economic shocks. '

34. The key sectoral measures targeting the earning capacity include payments to
Alimenta, which should serve as a catalyst for the privatization of its former assets and the
related reforms in groundnut marketing. The expected outcome is a considerable
improvemerit in the production and marketing of groundnuts, which should benefit the poor
households and help to reverse the major increase in the incidence of poverty experienced in
The Gambia between 1992 and 1998 (see EBD/00/99; 11/28/00), The reduction and
rationalization of the extemal tariff, together with the establishment of an export processing
zone to be supported by the propesed Trade Gateway project, are expected to improve the
external competitiveness of The Gambia, boost foreign investment, and significantly increase
the scope of the key entrepot activities. Together, these measures should provide the poor
with better employment opportunities, marketing of their produce, and access to imported
inputs. A positive outcome for youth employment would eurtail problems such as
HIV/AIDS, the potential for participation in drug and arms smuggling and mercenary
adventure, and significantly contribute to poverty reduction.

35.  Adhering to the work agenda to improve the social impact analysis is a priority.
Among other areas, the authoritics should focus on (a) bottlenacks that imipede the

'* This is consistent with the views of the poor, as evidenced by the participatory poverty
assessment survey. For details, see Box | in EBS/00/241 (11/28/00).
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effectiveness of currernt policies, including land and legal reforms to facilitate access to assets
by the poor and especially women; (b) the inadequate social and poverty statistics informing
policies; and (c} the lack of well defined output targets against which to measure progress.
Discussions are ongoing to access technical assistance, notably from the DFID to launch
formal social impact analysis studies, better integrate the household surveys with the PPA
and SPP exercises, and, separately, to undertake a housing and population census in 2003.

Fund-assisted programs will focus on fiscal reforms and improvements in macroeconomic
data.

V. TECHNICAL ASSISTANCE AND STATISTICAL ISSUES

36, As detailed in the aftached letter of intent, The Gambia has made some headway in
strengthening i1s statistical base. While such statistics arc broadly adequate for surveillance
purposes, further improvements are needed in data quality and coverage, especially with
regard to the majcr components of the balance of payments, the national accounts and prices,
public investment, the public enterprise sector, employment, and social and poverty data. The
Fund and donors have provided technical assistance to improve data compilation in a number
of areas, and The Gambia is a participant in the Fund’s General Data Dissemination System
(GDDS) and uses the framework to improve the quality of data. Moreover, the government
intends to utilize the donor roundtable (likely to take place by mid-2002, to mobilize external
support for the PRSP) to work closely with donors in developing a comprehensive and better-
coordinated technical assistance program to suppert the PRSP reforms and the closely related
elements of the UN Integrated Preventive Strategy.

VI. PRIOR ACTIONS AND PROGRAM MONITORING

3. To enhance the success of the program, the following prior actions were
implemented by the government: (a) the introduction of a comprehensive accounting
framework to monitor poverty-reducing expenditure, including expenditure funded from debt
relief under the enhanced HIPC Initiative; and (b) the submission to parliament of the 2001
budget funded from the interim debt relief under the HIPC Initiative.

38.  The program will be menitored through the quantitative benchmarks and quantitative
performance criteria specified in Tables 1 and 2 the letter of intent. The six quantitative
performance criteria set for end-September 2001, will also serve as benchmarks for end-June
2001. Five structural benchmarks are still outstanding, set for specific dates during the period
through end-September 2001; the rationale for structural conditionality is provided in Box 5.
A continuous performance criterion on the avoidance of external payments arrears has also
been set. Program implementation will be evaluated during a second review, to be completed
by December 11, 2001,

VII. STAFF APPRAISAL

39.  The Gambia’s economic performance during 2000 and the first half of 2001 has been
mixed. The economy has continued to grow briskly while maintaining low inflation with the
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benefit of good weather. However, there were slippages in fiscal policy through March 2001,
partly related to efforts to address the Alimenta property dispute and its impact on groundnut
financing, Moreover, the autherities arc continuing to implement broad-based structural
reforms despite a number of delays. In response to the slippages, the authorities have
implemented corrective financial measures and, with the benefit of technical assistance,
including from the Fund, are in a position to regain momentum in implementing the
structural reform apenda. The Gambia is starting from a relatively low level and thus faces a
considerable challenge in its attempts to meet the HIPC Initiative and PRSP public
gxpenditure tracking standards, but the authorities have established an adequately ambitious
comprehensive public finance reform program. Moreover, the authorities rightly plan to
coordinate donor technical assistance support in these areas as part of a comprehensive
program that would be presented at a roundtable meeting to support implementation of the
PRSP reforms and elements of the complementary UN Integrated Preventive Strategy.

40. The revised program for the balance of 2001 appropriately aims at strengthening
areas where slippages have occurred, including use of prior actions. It also focuses on
strengthening structural reforms to improve the environment for robust private sector activity
and enhance the delivery and monitoring of public services, The reinforcement of the
program is essential to restere macroeconomic stability and contribute te a durable reduction
in poverty in The Gambia.

41.  To these ends, the authorities need to strengthen governance, including completion of
the setflement with Alimenta and a timely implementation of the comprehensive governance
program adopted by the government and incorporated in the PRSP. A number of elements of
the governance program are crifical to broadening the participatory process in the PRSP and
the authorties have made commendable headway in implementing them. However,
challenges remain on several fronts—also of concemn to donors—notably, the pending local
and national elections, for which the program has provided the necessary funding in the
budget for 2001. The staff welcomes the progress made in some of these areas and urges the
authorities to continue to actively seek broad consnltations in implementing the rest. It urges
the authorities to adhere to the target date for completing the full PRSP,

42, Fiseal performance should be strengthened in line with the revised program and the
goal of maintaining a-sustainable level of government domestic debt. On the revenue side,
the improvement in customs administration remains critical for, inter alia, the sustainability
of the recent external tariff reforms. Budgetary reforms to enhance the transparengy and
accountability of public expenditure are also crucial to the PRSP and HIPC Initiative process.
The staff encourages the authorities to persevere with these reforms and a return to the timely
audit of public accounts, The authorities should also collaborate effectively with donors in
extending the nascent PER exercise to include the establishment of a medium-term
expenditure framework encompassing all major expenditure programs.
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Box 5. Structural Conditionality in the Third Annual PRGF Arrangement for The Gambia
Coverage of structural conditionality in the corrent pregram

AS detailed in Table 2 of Appendix I, structural conditionality in the third anmsal PRGF arrangement for The
Gambia covers four areas. First, the inclusion of the tracking of poverty reduction expenditure in conditionality
reflects the critical role of public resource management in the context of the strategy to reduce poverty; hence the
usc of a structural performance criterion and the subsequent two prior actions. Second, issues in data compilation
(balance of payments, external and domestic debt, and national accounts) were included in order to encourage
the authorities to improve their capacity to use the GDDS, formulate timely policies, monitor the program, and
expedite the provision of data to the Fund for program monitoring and publication. Third, customs and tax
administration is covered in conditionality in order to enhance revenue mobilization while promoting measures
that will ensure the sustainability of the recent sizable reduction and rationalization of extemal tariffs. Fourth, the
financial sector reforms covered in conditionality include the introduction of a book-gatry system for treasury
bills and foreign currency deposits. These are expected to promote the development of the money and foreign
exchange markets, and enhance efficiency and interest rate flexibility.

Statws of structural conditionality from earlier programs

The third annuat PRGF arrangement coes not include structural conditionality on (a) the restructuring and
privatization of public enterprises; (b) the procurement code; (c) the investment code; and (d) the public
investment program (PIP), all of which were covered by strictazal benchmarks in the earlier PRGF anmual
arrangements. The World Bank has the lead role in all these areas, and, except for item (g}, all these have been
addressed with legislation, interim codes, and an initial review of the PIP. The conditionality on privatization
was not fully met, but the emphasis shifted to providing legal frameworks for privatization and regulation, both
of which were approved by parliament in the 2000/01 session. Meanwhile, to deal with financial problems of
public cnterprises, the current PRGF program incorporated quarterly budgel targeis (o eliminate government-
public enterprise cross arrears. Moreover, the third snnual PRGF arrangement was refocused 1o include
stractural conditionality that was mor¢ in the arcas of Fund expertise and had a more direct bearing on
MACIOECONOMIC iSsues.

Structural areas covered by World Bank lending and conditionality

Existing and prospective (in fiscal year (FY) 2002) World Bank lending is all in prajects, of which those in
education and health have conditionality that is refiected also in the HIPC floating completion triggers. The
World Bank has not scheduled any credit or structural adjustment lending in FY 2002 but is considering such
new lending in FY 2003; a budget support operation under consideration could assist 2 furiher redoction su
external tariffs and armangements to restructure/buy back domestic debt,

Other relevant structiral conditions not included in the current program

These conditions comprise four main areas. First, reforms are linked to the settlement of the Alimenta property
dispute, notably timely payments to Alimenta and the privatization of its assets and the complementary
proundnul marketing and production referms. These areas are covered by agreemets and arrangements with the
European Union—the lead donor in the sector. Moreover, the privatization of the two Alimenta groundnut
processing plants is inciuded in the HIPC Initiative floating completion triggers. Second, governance issues have
been explicitly mised by denors, notably the timing of local elections. These are issues that go beyond the
mandate of the Fund and are monitored by the relevant donors. Third, the PRSP process, including participatory
programs, sector policies, public expenditure reviews, the medium-term expenditure framework, and social
impact analysis, is supporied by various donors and NGOs; however; it has not been covered by specific
canditionality in the PRGF-supported program. Finally, ligmidity forccasting by the central bank has been
developed as far as it can be by the monetary authority acting on its own. Additional conditionality in this area is
now dependent on ongoing reforms in the accounts of the central government, which would provide timely
inputs into the formulation of monetary policy and catalyze additional reforms.
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43. The authorities need to continue 1o pursue prudent monetary policy to maintain low
inflation while providing adequate private sector credit growth. Supporting reforms should
emphasize the expanded use of indirect instruments, taking advantage of Fund technical
assistance. The central bank plans more timely and regular sales of foreign exchange in the
market, for smoothing purposes. In addition, it is taking measures to improve the operation of
the interbank foreign exchange market that have reduced the spread between the parallel and
interbank foreign exchange rates. Moreover, these measures will need to be underpinned by
prudent financial policies and supported by the planned introduction of foreign currency
deposits. The staff welcomes the measures to improve the soundness of the financial system
and urges the authorities to press on with the recovery of the outstanding loans from the
1999/2000 groundnut season.

44.  The consclidation and broadening of other structural reforms remain key to
improving private sector activity and accelerating a reduction in poverty. Key reforms
include measures to improve business legistation, such as the regulation and privatization of
putlic enterprises. Also, reforms that will provide for a sustainable marketing arrangement
for groundnuts without direct government involvement should be put in place. The staff
urges that timely and coordinated reforms be implemented in these areas, as well as those
that will contribute to the attainment of the I-PRSP objectives.

45.  The staff welcomes the further reduction in the external tariff, which has put The
Gambia ahead of other countries in the region. The staff considers the current level of the
exchange rate to be appropriate, in the context of the proposed pursuit of prudent financial
policies, for maintaining the country’s external competitiveness.

46.  Notwithstanding the progress that has been made in improving economic and
financial data and The Gambia’s commitment to patticipate in the GDDS, the staff urges the
authorities to continue their efforts to improve the timeliness and quality of data, especially
in the national accounts and prices, fiscal, and balance of payments. Moreover, the social and
poverty database remains in great need of improvement in light of the objectives outlined in
the PRSP. While the provision of data to the Fund does not prevent effective surveillance or
program monitoring, the delays in reporting and the quality of data should be significantly
improved to facilitate the analysis of economic developments.

47,  Possible risks to the implementation of the program include delays in dealing with
governance issues and implementing structural reforms, especially in the fiscal area, which
are critical not only to the program but to the PRSF and HIPC Initiative process as well.
Moreover, the heavy burden of implementing a broad range of measures will be a major test
of the limited economic management capacity in the country. Thus, the staff welcomes the
authorities’ intentior: to intensify collaboration with doners and the Fund to ensurg timely
access to technical assistance.

48. The quantitative performance criteria were missed on account of nonrecurring
payments to Alimenta and the commercial banks but alse because of weaknesses in customs
revenue collections for which corrective measures have been implemented. Moreover, the
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program for the balance of 2001 envisages additional measures and reforms, notably those to
address underlying weaknesses in the fiscal and groundnut marketing, as described in the
attached letter of intent. On this basis, the statf recommends to the Executive Board (a}
approval of the authorities” request for waivers on the nonobservance of four performance
criteria and the structural performance critenion; and (b) completion of the first review under
the third annual PRGF arrangernent.

49, It is recommended that the next Arsticle [V consultation with The Gambia be held on
the standard 12-month cycle.
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Table 1. The Gambia: Second and Third Annual Arrangements Under the Existing PRGF Arrangement, 1999-2001

Date Event Disbursement

(In millions (In percent

of SDRs) of quote)

Ceteber 1, 1999 Program period begins
November 19, 1999 Second annual arrangement approved 3.435 11.3
Mearch 31, 2000 Test date
July 19, 2000 First review completed 3.435 1Ll
September 30, 2000  Test date
December 11, 2000 Second review {yeat-end) not completed 0.000 0.0
December 11,2000  Third annual arrangement approved 1/ 3.435 111
March 31, 2001 Test dale
July 1, 2001 First midvear review completed
July 15,2001 Purchase 3435 11.1
September 30, 2001  Test date
December 11,2008  Second review compieted
December 15,2001  Purchase 3.435 111
December 31,2001 Arrangement expires

1/ In conjunction with the request for the third annual arrangement, the authorities have aiso requested an extension of the

three-year commitment period through end-December 2001 to allow for the last disbursement.
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Table 2. The Gambia: Fund Position During the Period of the PRGF Arrangement, 2000-01

Outstanding 2001 :
December 31, Jan - Apr.- Jul.- Oct.-
2000 Mar. Jun, Sep. Dec.

(In millions of 3DRs)

Net use of Fund credit 0.1 34 _ 3.3 0.0
Transactions under tranche policies 0.0 0.0 0.0 00
Purchases 0.0 0.0 0.0 0.0
Ordinary resources 0.0 0.0 0.0 00
Bommowed resources 0.0 ¢.0 0.0 0.0
Repurchases 0.0 0.0 0.0 0.0
Ondinary resources 0.0 0.0 0.c 0.0
Borrowed resources ¢.0 0.0 0.0 0.0
Transactions under special facilities 0.0 0.0 0.0 0.0
Loans under: 0.1 34 i3 04
Stractural Adjustment Facility 0.0 0.0 0.0 0.0
Drawings 0.0 0.0 0.0 0.0
Repayments 06 0.0 0.0 0o
Enhanced Structural Adjustment Facility -0.1 34 i3 0.0
Drawings 0.0 34 4 0.0
Repayments 0.1 0.0 0.0 0.0
HIPC Imatiative debt reliaf oG

Total Fund credit outstanding 139 13.8 17.3 205 206
Under tranche policies 0.0 0.0 0.0 o0 00
{Inder apecial facihties Q.0 oqQ 0.0 0.0 0
Under Structural Adjustment Facility 0.0 0.0 0.0 0.0 0.0
Under Enhanced Structural Adjustment Facility 13.9 13.8 17.3 206 20.6

(In percent of quota)

Total Fund eredit outstanding 448 44.5 55.5 66.3 66.3
Under tranche policies 0.0 0.0 0.0 0.0 0.0
Under special facilities 0.0 0.0 0.0 0.0 0.0
Under Structural Adjustment Facility 0.0 0.0 0.0 00 040
Under Enhanced Structural Adjustment Facility 44,8 44.5 55.5 66.3 66.3

Source: IMF, Treasurer's Department.
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Table 3. The Gambiz. Selecied Economic and Financial Indicators, 1998-2006

1998 1999 2000 2001 2002 2003 2004 2005 2005
Est, Frel. Prog. Prel. Prog, Proj Proj. Proj. Proj. Proj.
(Annual pereentage changes, unless otherwisc indicsted)
Wauonzf income and prives

GLIP at constant prices 3.5 64 53 56 5.7 58 58 6.2 6.2 6.2

GDP deflator 25 44 34 38 40 3.0 X 3.0 30 3.0

Consumer price index (period average) 1 38 34 0s 40 25 a5 25 25 25

Consumer price index (znd of perid) 48 1.7 27 0.2 335 23 25 25 15 25

Extemal scctor

Exports, f.ob. {ix SDRs) 21.5 83 83 2.0 133 85 35 10.2 57 76

Imports, fob (in 3DRs) 19.4 -74 57 3t 71 4.0 31 69 A 58

Export volume (eXeluding reexports) 55.5 =107 20.0 29.5 15 41 48 50 50 3.0

Inport volune (excluding imparts for resuport) 87 -1.e 0.5 -1 0.2 4.3 4% 45 45 4.5

Terms of trads 1/ =01 -12.8 1.1 20 62 10.5 &7 55 22 -L0

Womninal effective exchange rate (period averege =12 W50 28

Real effective exchangs rate (petiod averape) B <23 43

Guvernmen! budget

Domestic revenue 40 57 22.2 133 14 11.2 11.0 67 6.5 6.2

Todal expenditure and et lending =85 8.7 128 6.6 202 T4 8.3 4.3 5.0 6.1
Currem expendinre 07 109 27 111 20.7 27 54 30 14 3%
Developmnent expenditure and net leading, -30.5 L.} 285 5.9 172 258 171 7.7 128 .6

Money and aredat

Met dormestic asaels 2/ -19 87 112 279 09 75 59
Credit 1o the government 2/ -1.7 5.4 -7 31 4.0 -1.4 34
Credit Lo 1he private sector 2/ 3/ 56 8.2 47 4.4 4] 89 103

Brosd money 10.2 121 173 34.8 79 57 90

Yaloeisy (GDP relative to broad maney) 34 33 3 27 28 28 2.8

Treasury bill rate (in percent; and of period} 14.0 123 12.0

Gross domestic invesument and savings (in percent of GDE)

Gross investment 184 178 19t 113 178 1923 19.% 203 215 223
Govemment b1 53 6.4 4.6 4.9 5.6 6.0 6.2 £.35 %1
Private 2/ 125 125 127 12.7 13.8 13.7 139 4.1 150 15.5

Gross domestic savings T3 73 ¥4 4.9 5.8 7.5 26 i 1n.¢ 0.7

[ross naticnal savings 153 135 160 127 153 15.1 164 b A 186 19.6

Central government budget

Balance exrluding grants 4/ =4 4.8 =35 238 -39 3.1 -2.7 -23 2.2 -2

Batance incleding grants 4/ -4 -3.5 -1.1 -1.4 -14 {5 0.5 04 0z 0.1

Basic primary balance 38 4.6 5.6 4.6 a7 4.6 51 35 57 3.8

Current balance Q.7 0.2 2.0 1.2 -0.9 411 16 23 0.0 0.0

Revenue 123 17.8 200 185 192 19.5 189 204 202 20.0

Net foreign financing 12 L3 D2 0.8 1.5 08 1.5 09 1.7 1.2

Net domestic financing 18 6 03 28 235 0.1 10 .8 1.8 -6

Stock of domestic debt 259 270 266 3i4 237 227 210 200 piski} 200

Extamal sectar

Cuwremt account balanes
Excluding official tranefers 1.6 113 123 -12.0 -11.8 -1l.2 -104 -16.3 -161 8.9
Including official transfers -3.0 43 <0 A4 26 4.3 3.6 -3.2 29 2.7

External debt owstapding, including Fund 1033 984 102.3 100.1 1089 106.0 963 26.1 for 1 89,7

Extemnal debt service §/ (In percent of exports and trovel income)
Including Fund 114 114 64 B3 136 11.2 10,1 9.5 82 8.2
Excluding Fund 8.3 B.E 8.0 10 151 103 9.9 9.1 32 15
Curreqt account balance {In millicns of SORSs, unless othorwise indicated)
Excluding official tans{ecs -356 -364 385 385 344 -330 -332 -32% 338 3129
Including official transfers =33 =135 =127 =147 ~1.4 =124 -11.4 =103 L6 -8.9
Cregrzll badamee of payments 7.1 23 -1.8 12 112 B9 &5 43 2.3 0.8
Gross official reserves (end of period) 754 78.1 B1.5 2.5 BO.9 872 916 9.1 105 4 11240

In monthe af imports, c.i.f 5] 3% 3.8 3% 53 5.4 35 56 36 58
Ower the 2ext 12 moenths 4.8 34 49 54 50 49 5.2 5.3 53 53
Plus all other services payments 39 4.5 4.1 46 4.2 4.1 44 4.5 4.5 4.4

Sourees: The Gambian suthorities, and Fund staff estimates and projections,

1/ Excluding reescports and impons for teexpart.

2/ In percent of broad monsy at the bepinning of the period.

3/ Includes public enterprises.

4/ (o a commitment besis, exsluding HIPC Imitiative supporied expenditure.
5¢in 2001, the increass in debt service mainly reflects payments 1o Alimerta (the last payment will be im July 2001)
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Table 4, The Gambia: Selected National Accounts Indicators, 1998-2003

1998 1999 2000 2001 2002 2003
Est. Prog. Pral. Prog. Proj. Proj.
(Percentage changes}

Gross domestic product at current market prices
Agriculture 0.0 35.4 6.2 11.4 6.2 3.0 5.0
Groundnuts -39 673 3.0 123 7.0 50 50
Other crops 29 311 8.0 16.4 70 50 56
Livestock 4.0 4.0 40 10 4.0 54 50
Forestry 39 41 40 R 40 50 50
Fishing -13.2 6.0 7.0 29 4.0 5.0 50
Industry 53 24 29 5.1 73 64 6.4
Manufacturing 2.5 1.5 2.0 20 3.0 50 5.0
Large and medium manufaciuring 2.5 | B 20 2.0 30 50 30
Smail manufacturing 2.5 1.5 2.0 2.0 30 50 5.0
Construction and mining 78 33 3.0 10.0 12.0 8.0 2.0
Electricity and water supply 10.0 29 30 340 6.0 50 50
Services 46 1.9 33 31 4.7 3.8 58
Trade T.1 4.4 i 313 63 7.2 7.1
Groundnouts -50 3.6 100 08 8.0 8.0 8.0
Others 92 -5.5 30 6.0 6.0 70 70
Hotels and rastautants 7.5 34 40 -12.8 50 1.0 7.0
Transport and communications 44 4.9 4.7 52 52 6.0 6.0
Transport 6.3 ao 30 4.0 4.0 a.0 69
Communications 27 £8 6.0 6.1 6.0 6.0 6.0
Real estate and business services 10 0.5 4.0 2.2 30 6.0 0.0
Public administration 40 2.8 23 4.5 30 3.0 30
(Other services 1.5 1.0 30 1.7 30 1.0 7.0
GDP at factor costs 37 1.7 4.0 54 54 3.7 59
Indirect Tax (42t) 25 27 147 6.7 g1 6.7 6.6
GDP at market prices 33 64 53 56 5.7 538 58
GDF deflator 2.5 4.4 34 38 4.0 g 3.0

Soruces: The Gambian authorities; and staff projections.
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Tahle 5. The Gambia: Centre] Goverament Financiz] Qperstions, 1998 - 2003

- 1998 %04 2000 2001 2002 2003
QLG @ Q-4
Rev. Rev. Rev.
Fat. Prel. Prog Prel. Prog. Prel. Prog. Prog. Proj. Proj.
{In millions of dalasis)
Revenue end grants 0159 9445 1,205.0 1,112.2 3650 2734 1,341.7 1,3743 4806 1,631.%
Domestic revemis 831.3 878.7 L0737 055 4 336.0 2432 1,21t.4 1,135.8 12628 1,402.0
Tax reveruc 5L 737 9155 8659 2900 p-+] B 1,030.,9 9T 1,088.2 1,220.3
Diirect tax 135.1 201 % 221.0 2236 LER 891 2924 2507 275.8 033
Persanel 76.4 513 . 3.2] 20.4 251 282 944 101.¢ 111.8 1229
Comporate 933 1022 114 1150 264 324 1214 128.4 141.2 1554
Capital gains 8.7 53 60 58 13 1.5 18 11 £ 93
Payrall 6.3 131 15.0 124 [N 10 17.0 130 143 15.7
[ndirect tax 3660 5713 G545 G46.3 2262 1323 T80.5 7263 8134 P10
Domestic Lax on goods and services 653 173 EERY T2.8 26.4 186 8.0 823 99.5 109.8
‘Tw on internabicnel trade 5009 4345 621.5 3735 1993 1137 691.5 G365 LY BO7.2
Montax revenue 0.4 105.00 1582 125.4 46.0 41.8 180.5 158.3 174.7 181.7
Gronis $B.5 5.8 1313 121.8 K] 302 136.3 238.5 21738 2298
Frogram 25.6 i ] 600 G603 160 0.0 5.0 842 60.0 &0.0
Projects 62.9 54.5 1.3 613 140 30.2 71.3 763 8§30 250
HIPC Injtistive assistance 0o 0.0 00 0o 0.0 oo 0.0 [2:K)) M8 748
Expenditure and net lending 1284 1,182 32624 11928 3305 464.6 1,3679 14330 1.539.0 T 16664
Curent axpendifure 7958 BE7O 9552 9858 2442 3599 9969 1,150 1,221.8 1,287.2
Weapas and salaries 2819 1] e 3300 341.2 110.6 102.8 346.5 583 394.1 anz
Cther ¢harges x70.9 EELE 333.9 397.4 Ti.3 1495 17 410.7 473.8 1/ 4739 5167
Qf which: ¢ lections - 8.4 .
Interest 2369 2483 2514 413 563 1067.6 239.7 2900 210 2740
Extcrmal 56.4 609 6l 60.2 225 2.0 617 380 34.0 340
Darnestic 180.4 1875 1913 18723 EXLY 6.6 1720 2330 2250 - 200
HIPC Initiative supported ‘
expenditwe 0.0 0.0 0.0 0.0 00 0.0 0 &80 4R T4 R
Capital expenditure and aet lending 2287 2312 272 063 346.2 1047 3711 2408 ) b ez
Capital expenditurs 255.9 2610 3432 245.6 365.2 |47 4111 28790 ELiried 4343
Extermal 2112 210 93a 196.7 78.1 5.8 350.1 2259 2943 492
1 oans 14B.3 155.2 221 135.2 48.1 386 2333 130.6 2113 254.2
Grants 619 65.% 7.3 615 no 02 1163 Ta.3 830 950
The Gaemibiea 1.ocal Fund 487 401 488 489 82 159 610 elo Gle 150
Met lending 31.2 298 450 =383 ] o 4040 A5.0 430 -45.0
Dwerall balance (commitment basis)
Exchading grants -197.0 =385 -138.7 -1958 55 -231.4 -156.6 972 2761 -2644
Including grants -1085 -171.7 574 -75.0 355 -191.2 -20.3 -58.8 583 -34.6
Measares
. Audjustment to cash basis (Foat) &1 Sd4.5 an 209 4.0 9.8 0.0 .o 00 no
Errors and omissions <306 0.0 0o ao 4.0 0.0 00 0.0 0.0 0.0
Crvarall halance {cesh basia}
Including grants -1330 2082 574 050 355 2011 03 SR8 .58.3 S
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Table 5. The Gambia: Central Govemment Finaneizl Operaticne, 1998 - 2001 {eoncluded)

1998 1959 2000 pini 1! 200 2003
Q-4 Qt Q1-Qd
Rev. Rev, Rev.
Fal. Brel, Prop, Pral, Prog, Pral. Prog. Frog, Proj. Proj.
Financing 1330 208.2 514 959 -35.5 2011 203 158 58.3 346
Eaternal {net) 545 20.0 40.2 -43.6 L -22.7 263 -§8.1 52.5 104.8
Bomowing 148.3 1552 2221 1352 48.1 58.6 2338 1506 113 2542
Project 14813 1552 2221 1352 481 586 338 150.6 213 234.2
Program 0.0 0.0 00 0.0 0o 0.0
Amortiztion 5.8 -125.2 -137.0 -180.8 511 -BL3 -260.1 -238.7 1588 -149.4
Dcbt relict 00 06 08 0.0 oo
Gf wirich: payment to Alimenta -44.8 -05.0 4.0 -30.0 -1034 -108.5
Domestic 785 1782 172 i41.5 -32.5 2238 <193 146.3 58 702
Baik 200 7.2 232 450 =112 205.1 401 1400 -30.0 00
Monbank 865 43.2 a1 1305 213 327 a3 211 353 o8
Acgurmlation of erresrs 12.0 13.9 -25.9 -i90 00 -15.0 a0 0.0 Q.0 04
Repayment of domestic debt Q.0 0.0 Q.0 0.0 0.0 o 0.0 99 oG 0.0
Prrvatization proceeds . 240 240 - 200 20.0
Financing zap 00 o0 0.0 0.0 0o 0.0 5.8 0.0 a0 0.0
MMemnoranduarn iiems: (n pereent of GDP, unicss otherwise indicated)
Domestic revenue 133 i7.8 19.9 1.3 57 4.1 204 19,2 19.5 19.9
Tolal expenditure and net lending 232 226 234 221 ie 78 231 242 2318 237
Current expenditure 180 179 179 183 11 6.1 168 201 18.9 183
Primary ciarrent expenditure 12.7 129 13.2 137 32 43 izs 14.0 13.4 33
Capital expenditure 59 53 63 48 LS 18 69 48 5.6 &0
Orverelf fiscal deficit ' .
Exclading grants 3/ 4.4 -48 =35 -3.6 a1 A7 -26 5.0 -413 -1.8
Excludimg grants -4.4 -4 8 -35 3.4 a1 A7 -268 29 | 227
Inciuding grants 2.4 <15 =11 b4 Q.6 32 03 16 00 0.5
Primary balance, sxcluding prants
Basic primazy balanse 4/ 52 16 66 a8 24 -04 73 a7 46 51
EBasic primary balanee (in dalasis} 4/ 2511 2298 56.1 2472 1399 251 4312 219.7 271 358.8
Curent balance 0.7 0.2 20 1.2 1.5 -2.0 16 {9 0f 16
Stock of domestic debt 259 270 206 314 260 78 246 1.7 227 210
Tax on intemnational trade
in percent of impouts, &.i.1. 2.4 324 244 225 &9 39 39 220 19.3 203
Of which: duty 32 143 E48 14.1 41 24 144 130 117 119
Sales tax en imports T8 2l 96 8.4 28 15 95 9.0 51 84
{In perment of crerent spending)
Edwatien 5/ 3.2 224 20 244 226 234 2540
Health 5/ i4.5 144 118 152 4.6 6.1 14.7
Tefense 5 17 59 5% 58 53 52 5.0
(In millions of dalasis)
Treasury bills outstanding 1,020.8 1,201.6 13000 1,564.0 1,3000 1.519.5 1,300.0 15520 1,500.0 15000

Sources;  The (fambian authenties, and Fund stff estimates and projections.
1/ In February 2001, the govemment paid [» 64.5 million 1o caommercial banks arising frora debts ovwed by groundnu aperatars from thel 99972000 crop season.
However, this amount wifl be parily offset by D 12.42 million from the Burapean Unsan (ELT) stabilizetion fund and £29. 1 million from the recovery of

collateral and pending export proceeds.

2/ Ineludes D 4.2 mitlion from the UK. Department for Intemationat Developmant and [ 1.5 million from the EU for elections scheduled foc late 2000 and early 2002,

3/ Includes HIPC Enitiative supported expenditure.

4/ Domestic revenue minos tots] expenditure and net lending, excluding interest payments and extemally fnensed copital expenditore.

5/ Cugrent spending only (weges and other cherges).

©International Monetary Fund. Not for Redistribution
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The Gambia. Table 5a: Supplementary Budget for Allocation of HIPC [nitiative Interim Debt Relief, 2001

[ixpenditures by sectors
Health (vaccines, mosquito impregnated nets, permethrin and ambulances)
Education (teacher training, gitls' scholarships and construction of schools)

Rural development
Agricultvre (fertilizer and pesticides)

Artisanal fishing (fish processing centers, promotion of youth
participation in fishing and construetion of fish ponds)

Rural waler supply (construction of 15 hand-dug wells and 3¢ hand pumps)
Rural feeder rozds (accessibility to markets, schools and health centers)

Forestry (survey and map produetion of commursity forests, including
{promotion of community based sco-tourism)

National Environment Agency (training and pomotion)
Decentralization (capacity needs assessment)
Social Welfare (inancial and malerial assistance, including credit grants)

Judiciary (establishrnent of regional high courts)

Public works (relocation of telecommunications services on Seerkunda-Mandinaba road)

Central Statistics Department (poverty-related data)

Memorandum item:

Fiscal defieit (exeluding grants) before enhanced HIFC debt relief
Fiscal deficit (excluding grants) after enhanced HIPC debt relief

In millions of dalasis

68.0

10.8

14.6

11.7
4.2

OB

232

37

0.9

0.8

0.4

0.4

26

251

L7

~229.2
-297.2

{/\s percent of 1otaf}
100.0

15.9
214

17.2
6.2

1.1

32
5.4

1.3
0.0

0.6
Q.5
3.8
36.9
2.5

As pereent of GDP

-3.9
-5.0

Source; The Gambian authonties
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Tekte & The Gambiz: Monetary Survey, December 1 967-December 2003

1508 1999 2000 2001 2002 2002
Dec, Dec. Dec. Mar. Tun, Sep. Dec. Dea Dec,
Prog, Prel, Prog. Puel. Prog, Prog, Praj Proj Proy,
Maonetary sutvey
el [oraign assets o516 9960 1,047.6 1,058.] 1,0757 10510 1,2dd4 LIsse 1,2730 1,298 | 3494
Net domestic asaets 360.0 1743 67740 8843 052 965.% E40.0 3265 8569 1.026.4 1,181
Demestic orodit 481.7 6609 1516 7701 7798 9452 71,0431 10296 1.070.0 1,229.4 13891
Claims on govemment (tet) -328 384 6086 %34 266 2805 2605 2895 2234 192.4 1134
Clairas on private sector 3./ 314.% 62253 6909 6668 7531 655.7 173.6 7408 846.6 1,0361 1, 2158
Other items (net) 3/ -121.7 1866 -T4.5 1142 -14.5 207 2001 2/ =203k -203.1 -203.1 -203.1
Broad money 13116 14703 1,724.7 19824 1,780.9 20165 20844 20251 21359 12,3261 25355
Cumency Mis ¥ 4139 5403 452.4 iB44 6040 4733 5350 581.5 63
Dgpogits 2640 1,090.6 i3 14421 1,328.5 14325 11,3804 15518 1,6050 174446 1,901.5
Memorandum iloms:
HNemiiima) GDP
{n mallions of dajasis} 4,433.4 49222 535138 5,391.4 5305.6 SQ2RT 59287 5927 59289 6,462 7,041 .1
[percentage change} 6.1 11.0 89 a5 B4 100 o0 9.0
Velocity (GDP/brosd money) 34 33 31 23 a3 2K 28 23
Reserve rr‘brle}‘ multiplier i3 Z4 2.8 8 27 24 2.4 i3 27 27 2.7
Armual percantage changes
Broad money 102 iz 17.3 348 a7 14.0 140 16.0 7.9 B3 9.0
Reserve money 12 14.5 28 168 -11.7 15.5 200 72 14.5 g7 2.0
Credit to private sector 3/ 150 21.0 11.0 103 117 -1.o 53 6.9 233 224 230
Total depasits 102 HES) w2 k2 a7 1.7 140 160 11.3 8.7 9.0
Percent retics
Currency/troad money 255 BB 24.0 273 254 250 280 734 350 250 2540
Curreriey/depoaits 381 4R ila NS M1 A8 40.8 0.5 313 333 313
Deposite'broad money 715 742 6.0 T2 4.6 10 .G 6.6 75.0 750 750
Excess reservesitotal Liabililics 418 .4 15 2.7 1.8 4.3 2.8 28 28 2B 28
Required reserves 1350 1527 1835 201.9 1781 2005 2073 173 2247 2442 2662
Met foreign assets of monetary suthorities
(in millions of SERE) 56.0 66.5 62.2 EB6.3 639 &0.0 62.0 3945 615 549 67.5

Sourees: The Garnbien anthorities; and staff estimates and projections.

1/ Includes elaims on public enterprmes.
2/ Exchange rate in accordance with program.
3/ Tha abrupt movamen i, piier jtems et reflects mainly some technieal problem relating 1o tha meament

ofthe revalugtion account of the central bank and lack of dizaggregation of the commercial barks'
balance data. Even though, its contribution to broad money growth has bsen minimal, this problem is expected

to be addressed by the forthcoming STA mrsion an monetary statistics m August 2001,
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Table 7. The Gambis

: Summary Acoounts of the Central Bank and Commercin] Banks, December 1 998-December 2003

1998 1599 2060 2001 2002 2103
Dec. Dec. Dec. Mar Tun. Sep. Dec. Dee. Drec.
Prog, Prel. Prog . Prel Frog. Prog. Praj. Proj. Proj
Central Bank of The Gambia
HNet foreign Becla 1,0208 11,0864 1,026.4 1,093.5 1/ 1,054.5 2897 1,1331) 1,137 12117 1,2384 1,383.1
(in milfiona of SDRs) 560 66.5 6.2 66,3 639 60.0 6310 59,5 615 64.9 615
Foreign asssts 1,16638 1,253.4 1,344.7 1,356.1 1,3727  1,2547 14804 1,508.7 18461 16728 13225
{in millions of STR) 154 781 £1.5 824 33.2 5.0 T8O 790 86,2 818 0.2
Foreign Liabilities -1460  -1870 -31832 -265.5 3182 -265.0 3065 -371.4 4344 -434.4 -434.4
{m millions ofSDR) 24 -11.7 2193 -i6.1 -193 161 151 195 -228 2228 -223
et dotnestic aasets «A952 -464R -409.3 -3%0.3 -400.3 -133.9 3303 -403.3 -407.1 -3638 3347
Domestic cred# -583.2  -5728 5493 -178.1 -640.3 4884 4611 -534.1 -537.9 -494.6 4655
Claims oo the gowrmment (et} -545.5 -5456 -592.1 <7324 -5%3.1 -454.7 -405.2 -478.1 -481.9 -138.7 -405.5
Clairm 2623 2629 23529 2518
Deposits 077 -BO8S -984.4 T2z
laums om privele sector 208 a9 223 227 2% 241 241 241 241 241 43
Claims or banks (et} 2 -326 -49.0 -80.0 -68.4 -300 -51.8 -B0.0 800 -80.0 -80.0 -80Q
Of whick: central bank bills -39.1 -49.0 -EDO 684 -80.0 -51.8 -BO.0 -B0.C -80.0 -80.0 ~80.0
Other items (net) &1.9 i07.2 2400 3872 240.0 354.5 130.8 130.8 1308 i308 1308
Qf which: central bank Tible -25.2 -32B -5.2 -1.2 -52 4.0 -4.0 4.0 -4.9 4.8 40
Reserve money 5258 607 517.1 w2 G541 g358 w59 1.0 8046 8749 0533
Currency culside banks 3476 3IRT 1139 540.3 452.4 5844 6040 473.3 5350 5815 6339
Bank resereas 1781 2219 2032 182 4 2061.7 Tt 4 ME 7 2607 260.8 2931 195
Cash 146 L3 5.2 352 25 3457 359 35.7 T 357 3351
Deposils ol the central bank 163.5 1895 174.0 1273 17235 2357 230 5.0 2339 2574 - 2837
' Required mseryas 135.0 152.7 183.3 0.9 t78.1 200.5 2013 2173 1247 2441 2652 -
Excess ressrves 431 633 T -39.3 238 108 <13 433 44.9 488 531z
Commercial Hanks
Idet foreign assets -69.3 0.4 212 4.5 212 613 61.3 613 61,3 61.3 G2
Foreign assats 725 126 117.0 148 9
Foreign liobilities -1422 1965 " 1125 . 276 .
Met domestic aseets 1,0333 11610 1,282.5 1,37.6 1,307.2 13712 14121 14303 15436 15833 18403
Domestic eredit 1,006.3 1,184.5 1320% 1,470.8 1,3401 13151 14242 1,483.6 15218 1,544.0 1,71748
Clains on gevaroment (net) 5127 583.0 552.7 B158 65097 744.1 674.6 767.6 705.3 6320 5229
Claima 5168 3819 656.7 g9y 6137 T8} a78.6 TLe 1093 536.0 526.9
Deposils -40 A0 -0 -49 -.0 -0 40 -4.0 -4.0 -4.0 -4.0
Claims on privete sector 4898 591.4 664.3 652.2 726.5 5584 6763 6428 7423 ¥3IL7 1,178.%
Gf which; in foreign currency 887 129.0 . 127 . 127 -
Claanw on public enterpriscs 3y 9.z EX 1.9 39 73z 732 132 132 732 3.2
Rescryes 178.1 221.9 2032 L1524 201.7 a4 2887 26007 269.6 2931 3185
Het olaims on sentral bank 328 49.0 80.0 ag.4 ED.D ng E0.0 80,0 20.0 8G.0 8.0
Gihier e {net) -183.7 -294.5 -314.3 -2731 3145 -3338 3338 -3333 -333.8 -3338 -3338
Total deposit Liabilities o54.0  1,090.6 1.310.7 1.942.1 13285 1.4325 14804 1,551.3 1,605.0 . 17446 1,9 6
Demand deposite 279.0 3363 425.0 4433 368.3 4526 478.0 5011 313.3 563.4 614.1
Savings depasits 4623 5551 6027 M55 6102 6892 T12.2 7466 72l 8393 2148
Tine depasita pory 1981 2830 2933 29,9 2408 254.2 3041 3148 341.%7 2T

Sources; The Gambian autheritier, and satl estimates and propctions.
1/ Cenverted at fixod rate of [ 16.4093 per SDR, at per technical memorandum of understanding,
2t Mdvarxes to bards and commereial bank holding of central bank bille,
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Tabi 8. The Gambia: Balance of Payments, 1939-2006
(In millions of SDRs, unicss othorwise mdicated)

1993 1999 2000 2601 2002 2003 2004 2005 2606
Est, Est.  Prog. Rev, Est. Prog. Proi. Proj. Proj. Proj. Proj.
Frade balarce =56.9 =53.6 -54.4 -50.0 =479 -48.1 -49.2 -48.6 4B.9 =481
Exports, f0.b. 5.8 $l9 952 952 109.1 1i%.4 122.5 134.9 1439 1548
Gromdma/groendnut products 26 1.3 9.5 9.8 10.3 LS 12.3 13.7 14.2 14.0
Ofher domesic cxporis 5.6 4.3 4.5 6.1 1.5 91 100 11.2 122 134
Recxports B0.6 75.3 B0.8 FEAY 21.3 97.8 100.1 1101 117.5 1274
Iraports, fo.b, -152.7 =l41.5 -149.6 -145.8 -137.0 -166.5 -171.6  -183.5 ~192.8 2039
Fot dormestic nse -27.7 -£1.9 97,1 -85.2 -09.3 -104.5 -168.3  -113.9 -118.4 -~1233
Of which: oil products 9.2 -6 . -137 -17.7 -1%.3 -17.6 -16.1 -16.3 -16.4 -169
For recxport -55.0 446 -5L.5 ~50.6 -57.8 -51.9 3.4 -69.7 744 -8(L6
Factor scrvice (net) =52 =5.0 -4.6 -4.8 <50 -5.2 54 -5.5 =55 5.6
Nonfactor service balance 0.0 73 1.0 -0.7 1.2 19 1.3 0.0 -0.7 -1.6
(f which: travel income SL4 46.6 45.0 36.2 393 43.3 34 455 491 3.2
Private ursequited transfers (net) 17.5 14.8 138 17.0 17.3 18.4 20.1 21.2 22.3 3.4
Official unrequited transfars (het) 263 2.9 25.9 337 Z7.0 20,6 21.8 225 213 24.0
Current acccunt balance
Exclading official transfrrs =356 36.4 -85 =385 <344 =33.0 =33.2 =328 -32.8 329
Inchuding official transfers =93 -13.5 ~12.4 =14.7 T4 -12.4 -11.4 ~10.3 5.6 -8.9
Capital accoumt 16.4 1.9 109 159 3.7 3.3 4.9 58 73 82
Official loats (net) 33 31 38 4.5 9.9 -3.2 -1.6 1.1 -0.1 0.5
Projeet relaied 10.4 10,0 125 132 T4 3.8 G4 10.1 10.6 11.1
Amortization -0.6 6.9 -8.7 -R.7 =113 «12.0 -11.9 -11.2 -10.7 -i0.6
Private capital inflow 124 12.8 LA 114 €2 6.7 6.5 AN 74 7.6
Foreign direct investment (net) 8.8 3.4 2.5 L2 3.4 4.6 5.5 7.9 B2 £.3
Cormercial loans (net) -0.3 0.8 .9 0.0 - B -1.4 -1.4 «Ed -1.4 <13
Shart-term caputal {net) 1/ =24 0.1 1.3 8.7 3.0 kR 1.8 - @00 4.0 0.0
Supplicrs’ credits 6.5 8.1 4.2 1.5 0.5 0.5 .5 0.6 0.6 0.6
Owersll balance 7.1 23 1.8 L2 -1z -8.9 6.5 -4.3 -23 -0.8
Financing. -1l -2.3 L8 -1.2 11.2 3.9 3.0 a.8 -0.7 2.2
Change in groes official reserves (inerease =-) 54 =27 3.5 -6.4 1.6 6.3 5.4 £.5 -6.3 5.6
Repurchasesrepayments (INF) -4.0 -3.1 1.7 -1.7 4.5 04 1 0.8 -1.8 3.2
Purchasesloats (IMF) 13 34 69 89 6.7 0.0 0.0 0.0 o 0.0
Londen Club 0.8 0.0 0.0 0.0 4.0 131} [LX1} 0o 0.0 6.0
Diebt refief 2/ 0.0 0.0 0.0 0.0 34 5.6 5.0 a7 4.4 4.5
Financing gap 0.¢ 0.0 0.0 0. 4.0 5.0 35 135 30 30
Mapnorandunm ilctns:
Current account balance (in percent of GDP)
Excluding official rransfers -116 115 «12.3 -12.0 -11.8 -11.2 =10.4 =163 -10.3 5.9
Ingluding official transfers =30 -+.3 -4.0 4.6 -2.6 -4.2 -3.6 -2 -2.9 2.7
Groas official reserves (end of periad)
In roilkions of SDRs T4 781 Bl¢& 825 80.9 B7.2 92.8 99.1 1054 1E2.0
In months of imports, ¢.if 5.1 58 5.6 59 53 5.4 5.5 5.6 546 5.6
In months of imports, ¢.Lf
Crver the next 12 months 4.3 5.4 4.3 5.4 5.0 49 52 53 53 5.3
Plus all other services paymenis KR 4.5 4.2 4.6 42 4.1 4.4 4.5 4.5 4.4
Dcbt-service ratia 344/ .
Inciuding the Fund 11.4 114 2.4 2.5 15.5 1.z 1a.1 AT 92 92
Excluding the Fund 1.5 g8 8.0 7.0 15.1 10.8% 3.9 2.1 8.2 7.5

Sources. The Gambian aunthorites; and staff estimater and projectrons.

1/ Inchuding emrors anel omissions.

2/ Fargiveness of 8 I3 7.2 million interzst payment by Tafwan Province of China,

3/ In percent af exporls and travel incame.

4/ In 2001, the increase in debt sarvice mainty reflects payments to Alimenta (the last payment will be in Tuly 2001).
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Table 5. The Gambia: ntome and Buctal Indicators, 1870 - 2007

Unit of Latcst Sinple Year
heasureraent 1970-75 108083 190287 1998 1999 200 2001 2002 2003
Prof.
Population
Total pomelation Milhions 03 0.7 1.2 1.2 13 13 14 1.4 14
Population (rmidyear) Miliions 03 6.7 1.2 1.2 1.3 1.3 1.3 1.4 1.4
Population growth rate Pearcent 33 30 28 30 42 0 30 3.0 30
Total feetility rate Births per woman 65 6.5 57
Powerty
Total Percent af pepuiation 40,0 .0
Urhen poverty Pereent of population aro 583
Rural poverty Percent af population 4i.0 7.0
Tational head count index Percent of population 64.0
[ncome
GNP per capita 0.5, dollars 2300 2400 3400 3.8 2400 3550 3302 4235 4230
Index of real weges 1874=100
Agriculturat 1574=100
KNonzgriculsural 1974=100 -
Constrnér price mdex 1974=100 1250 3840 11,4413 14573 15238 15257 15791 1&IBS 14590
Food prica index 1974=10D 1,5127 L5658 16308 16326 16897 17320 17153
Sacial indicators
Gigvernment cwrent expenditure
Edugation Percent of GDP 30 30 3.2 32 3.4
Health Percent of GDP 1.8 1.9 21 2.1 i
Met primary school enralbment
Total Pereent of age group 210 62.0 65.0
Male Percant of age group 770 720
Female Percent of ags group 43.0 57.0
Access to safe water :
Fotal Percant of population 120 45.0 500
Trhan Peroent of population o970 100.0 64.0
Rural Pereemt of populaion 3.0 330 390.0
b zation rate
Measles Percent under 12 months 75.0 91.0
DPT Percent under 12 months Ti0 26.0
Children's (under age of 5)
malnurrition rae Percent 200 26.0
Lile expectancy ot birth
Totel Years 370 410 510 532
Male Yearz kA 390 51.0 514
Femalz Yreams 30 430 35.0 550
Mortaling
Infant rottality rate Per thousand live births 179.0 1540 TEO 76.4
Undaer age of 5 mortality rate Per thousand [ive births 350 260 1100
Male P thousand live births 1380
Female Pear thousand live births 120.0
Adult {apes 15-597 mortality raie Per thourand pepulation
Male Par thewsand pepalation G550 5840 4080 4080
Female Per thourand pepualation 5190 4860 3390 344.0
Matermal mortality ratio Per thobsand live births 150 11.0

Sources: World Bank, United Nations; the Gambian authorities; and staff estimates and projectians.
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-39- APPENDIX T

The Gambia: Technical Memorandum of Understanding

May 16, 2001

I. INTRODUCTION

L. This memorandum sets out the understandings between the Gambian authorities and
stall of the International Monetary Fund (IMF) regarding the definitions of quantitative and
structural performance criteria and benchmarks for the third annual arrangement under the
Poverty Reduction and Growth Facility (PRGF), as well as the related reporting
requirements. A table with the latest actual data for the monetary aggregates, as well as the
prelitninary estimates for March 2001 used for the derivation of the flows for the program
period, is attached (Tables 6 and 7).

II. QUANTITATIVE PERFORMANCE CRITERIA! DEFINITIONS AND REPORTING STANDARDS
A. Net International Reserves of the Central Bank of The Gambia

2. Definition. Net international reserves (NIR) are defined as reserve assets less
liabilities to foreign residents of maturity of one year or less and less borrowing from the
IMF. Gold holdings will be valued at U.S. dollar market prices, together with foreign
currency holdings, at the bilateral exchange rates prevailing on March 31, 2001. The NIR
shall be converted into dalasis at the exchange rate prevailing on March 31, 2001 {estimated
at D 19.087 per SDR). Reserve assets are defined for this purpose as external assets readily
availzable to, or controlled by, the Central Bank of The Gambia (CBG). Pledged or otherwise
encumbered reserves assets, including, but not limited to, reserves assets used as collateral or
guarantee for third-party external Hability, are to be excluded.

3. Adjustment clauses. The floor on the net international reserves of the central bank
will be adjusted upward (downward) by the amount of disbursed extermal budgetary support
{comprising non-project-related loans and grants) at the end of each quarter in excess (in
shortfall) of the programmed amounts in the budget (Appendix 1, Table 2).

4, Supporting material. Net intemational reserves of the central bank will be
transmitted on a weekly basis within ten days of the end of each week; the net foreign assets
of the commercial banks and external budgetary support will be transmitted on a monthly
basis within six weeks of the end of each month.

B, Net Domestic Assets of the Central Bank

5. Definition. The net domestic assets of the central bank are defined as the difference
between reserve money (the sum of currency cutside banks and all deposits of the
commercial banks, excluding deposits of the central government) and the net foreign assets
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of the central bank, converted at the foreign exchange rate specified in paragraph 2. Net
foreign assets are defined as NIR plus other claims on, and liabilities to, foreign residents.

6. Adjustment clauses. The ceiling on net domestic assets of the central bank will be
adjusted downward (upward) by the amount of disbursed external budgetary support
{comprising non-project-related loans and grants) at the ¢nd of each quarter in excess (in
shortfall) of the programmed amounts in the budget (Appendix I, Table 2).

7. Supporting material. Nct domestic assets of the central bank will be transmitted on a
monthly basis within four weeks of the end of each month.

C. Net Claims on the Central Government by the Central Bank of The Gambia

8. Definitions. The net claims on central government by the central bank are defined as
claims on the central government by the central bank less deposits of the central government
with the central bank.

9. Adjustment clauses. The ceiling on net claims on the central government by the
central bank will be adjusted downward (upward) by the amount of dishursed external
budgetary support (comprising non-project-related loans and grants) at the end of each
quarter in excess (in shortfall) of the programmed amounts in the central government budget
(Appendix I, Table 2),

10. Supporting material. Data on cumulative government revenue and expenditure, on
the net central government position with the central bank, and on treasury bills outstanding,
as well as data on external loans and grants to the government, will be transmitted on a
monthly basis within six weeks of the end of each month,

D. Basic Primary Balance of the Central Government

11.  The basic primary balance is defined as government domestic revenue (tax and
nontax) minus total expenditure and net lending, excluding interest payments and externally
financed capital expenditure.

E. External Payments Arrears
12. Definition. External payments arrears are defined as the stock of external arrears on

loans contracted or guaranteed by the public sector (as defined below in paragraph 14),
except on debts subject to rescheduling or a stock-of debt operation.

13.  Suopporting material. An accounting of nonreschedulable external arrears by creditor
countries (if any), with detailed explanations, will be transmitted on a monthly basis within
four weeks of the end of each month. This accounting would include, separately, arrears
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owed by the central government and other public sector entities to Paris Club creditors, non-
Paris Club creditors, and other creditors.

F. New Nonconcessional External Debt Contracted or Guaranteed by the Public Sector

14.  Definitions. In this memorandum, the public sector consists of the central and
regional governments and other public agencies, including the Central Bank of The Gambia.
This performance criterion is on the contracting or guaranteeing of external debt with ariginal
maturity of 1-12 years by the public sector.’ Excluded from this petformance criterion is debt
with a grant element of at least 35 percent. The grant element is to be calenlated by using
currency-specific discount rates reported by the OECD (commercial mterest reference rates).
for maturities of less than 15 years, the grant element will be calculated based on six-month
averages of comniercial interest rates, and, for maturities longer than 15 years, the grant
element will be calculated based on ten-year averages.

15.  Supporting material. A comprehensive record, including a loan-by-loan accounting
of all new concessional and nonconcessional debt contracted or guaranteed by the public
sector, with detailed explanations, will be transmitted on a quarterly basis within four weeks
of the end of each quarter. Nonconcessional external debt over one vear includes financial
leases and other instruments giving rise to external liabilities contingent or otherwise on
concessional terms.

G. Outstanding Stock of External Public Debt

l6.  This performance criterion is the outstanding stock of external debt with original
maturity of less than one year owed or contracted by the public sector.” Excluded from this
performance criterion are normal import-related credits.

i7. Supporting material. A comprehensive record of all external debt with original
maturity of less than on year owed or contracted by the public sector, with detailed
explanations, will be transmitted on a quarterly basis within four weeks of the end of each
quarter.

! This performance criterion applies not only to debt as defined in point no, 9 of the “IMF
Guidelines on Performance Criteria with Respect to Foreign Debt” (adopted by the Executive
Board of the Fund on August 24, 2000), but also to commitments contracted or guaranteed
for which value has not been received.

? The term “debt” has the meaning set forth in point po. 9 of the “IMF Guidelines on
Performance Criteria with Respect to Foreign Debt,” adopted on August 24, 2000,
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III. PRIOR ACTIONS AND QUANTITATIVE PERFORMANCE CRITERIA AND BENCHMARKS

18.  To monitor policy implementation, a prior action and a number of quantitative
benchmarks have been proposed over the course of the program, as well as quantitative
performance criteria and benchmarks for end-September 2001 (see Appendix I, Table 1). The
prior actions entail (a) the submission to parliament of the supplementary budget measures,
including the contingency budget to be funded from interim debt relief under the enhanced
HIPC Initiative; and (b) the establishment and implementation of a comprehensive
accounting framework to monitor expenditure on poverty reduction, including expenditure
funded from enhanced HIPC Imtiative debt relief. The proposed benchmarks for end-June
2001 will comprise the following: (a) a ceiling on net bank credit to the central government;
{b) a ceiling on net domestic¢ assets of the Central Bank of The Gambia; (c) a floor on the
basic primary balance of the central povernment, defined to exclude interest payments and
foreign-financed investment spending; (d) the nonaccumulation of external payments arrears;
(e} a floor on net official international reserves; (f) a ceiling on new nonconcessional external
Ioans contracied or guaranteed by the public sector for maturities of 1-12 years; and (g) a
zero ceiling on the outstanding stock of short-term external public debt owed or contracted by
the public sector (excluding nermal import-related credits). The criterion on the
nonaccumulation of external payments arrears will be applied on a continuous basis. Limits
on items (a)-{g) above for end-September 2001 will serve as quantitative performance
criteria, In addition, the reform measures indicated in Appendix I, Table 2 have been adopted
as structural performance criteria and benchmarks for the pregram.

1V. STRUCTURAL PERFORMANCE CRITERIA AND BENCHMARKS

19, Lastly, the authorities will notify the African Department of the Fund of
developments with respect to structural performance eriteria and benchmarks as soon as they
occur. The authorities will provide the following documentation, according to dates in
Appendix I, Table 2, elaborating the steps taken to (a) establish and begin to implement a
comprehensive accounting framework to monitor expenditure on poverty reduction,
including expenditure funded from enhanced HIPC Initiative debt relief; (b) extend the
mandate of the external debt unit of the Department of State for Finance and Economic
Affairs and have 1t start to also compile publicly guaranteed external debt, other external
contingent liabilities of the government, and domestic debt; (¢) complete the full installation
of the automated system for customs data (ASYCUDA II) and use 1t also to generate trade
data reclassified by economic categories; (d) complete the rebasing of the national accounts
to 1998; (e) establish the regulatory framework, issue guidelines, and authorize commercial
banks to establish foreign currency deposits; and (f) intreduce the book-entry system for
treasury bill auctions and finalize plans for introducing longer-term treasury bills and
government bonds.
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Y. OTHER ELEMENTS OF THE PROGRAM
A. Program-Monitoring Committee

20.  Definition. The Gambian authorities shall establish a program-monitoring committee
composed of senior officials from the Department of State for Finance and Economic Affairs
(DOSFEA}, the CBG, and other relevant agencies. The committee shall be responsible for
monitoring the performance of the program, recommending policy responses, informing the
Fund regularly about the progress of the program, and transmitting the supporting materials
necessary for the evaluation of performance criteria and benchmarks. The committee shall
provide the Fund with a progress report on the program on a monthly basis within four weeks
of the end of each month, using the latest available data.

¥Y1. DATA REQUIREMENTS
A, Production and Prices

21.  Reporting standard. The monthly disaggregated consumer price index will be
transmitted within four weeks of the end of each month.

B. Government Accounts Data

22, Reporting standard. A consolidated budget report of the central government
comprising (a) the revenue data by each major item, including that collected by the
Commissioner of Taxes and the customs department, as well as privatization's transfers to the
budget; (b) details of the recurrent and capital expenditure of the central government; {c}
details of budget financing (domestic and external), which will be transmitted on a monthiy
basis within six weeks of the end of each month; and {d) details on the government’s
outstanding arrears outstanding, as of end-March 2001, including payments and other
arrangements to discharge them (these data will be transmitted on a monthly basis within six
weeks of the end of each quarter), The government’s arrears amounted to D 23 million as of
end-March 2001, while public enterprises owed the government about D39 million.

C. Monetary Sector Data

23.  Reporting standard. The balance sheet of the central bank and the congotidated
balance sheets of the commercial banks will be transmitted on a monthly basis within six
weeks of the end of each month. The results of the treasury bill auctions will be transmitted
on a biweekly basis within five business days. The stocks of government securities, balances
in the divestiture account, detailed information on interbank loans (terms, duration, and
participating instinutions), and interest rate developments will be transmitted on a monthly
basis within two weeks of the end of each month.
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D. External Sector Data

24.  Reporting standard. The following standard will be adhered to: (a) the interbank
market exchange rate, as the simple average of the daily-weighted average buying and selling
rates, will be transmitted on a weekly basis within five business days of the end of the week;
(b) the results of foreign exchange auctions (on a weekly or more frequent basis) will be
transmitted on a weekly basis within five business days of the end of each week; and (¢)
balance of payments data will be transmitted on a quarterly basis within six weeks of the end
of each quarter.
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The Gambia: Relations with the Fund
(As of June 30, 2001)

Membership Status: Joined 09/21/1967; Article VIII

General Resources Account SDR Million % Quota
Quota 31.10 100.0
Fund holdings of currency 29.62 95.2
Reserve position in Fund 1.48 4.8
SDR Department SDR Million % Allocation
Net cumulative allocation 5.12 100.0
Heldings 0.14 2.7
Outstanding Purchases and Loans SDR Million % Quota

Enhanced Structural Adjustment Facility (ESAF)/
Poverty Reduction Growth Facility (PRGF)
arrangements 13.83 44.5

Financial Arrangements

Type Approval Expiration Amount Amount
Date Date Approved Drawn
(SDR Million) (SDR Million)
ESAF/PRGF 06/29/1998 06/31/2001 20.61 13.74
LSAF 11/23/1988 11/25/1991 20.52 18.02

Structural Adjustment Facility —9,19/1985 1112271988 10.86 8.55
(SAF)

Projected Obligations to the Fund' (SDR million; based on existing use of rescurces and
present koldings of SDRs):

Overdue Forthcoming
02/28/2001 2001 2002 2003 2004 2005
Principal 0.1 0.7 1.4
Charges/interest 0.1 0.2 0.2 0.2 0.2
Total 0.2 02 0.2 0.9 1.6

' Excluding debt-service payments to the Sandi Fund for Development. The projection of
charges and interest assumes that overdue principal at the report date (if any) will remain
outstanding, but that forthcoming obligations will be settled on time.
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Exchange rate arrangement

Prior to January 20, 1986, the Gambian currency, the dalasi, was pegged to the pound sterling
at a rate of D 5=£1. On January 20, 1986, an interbank market for foreign exchange was
introduced, and since then the exchange rate has been determined by market forces. At end-
March 2001, the midpoint exchange rate in the interbank market was D 15.0505 per U.S.
dollar.

The Gambia accepted the obligations of Article VIII, Sections 2, 3, and 4 on January 21,
1993.

Last Article IV Consultation

The 2000 Article IV consultation (EBS/00/129; 7/7/00) was concluded by the Executive
Board on July 19, 2000. The Gambia is on the standard 12-month cycle for Article TV

consultations,
Techmnical assistance

A technical assistance mission from STA on Monetary and Financial Statistics visited The
Gambia in August 2001,

An MAE short-term cxpert visited Banjul in May 2001 to assist the authorities in designing
appropriate operational, prudential, and policy safeguards (including assessing the adequacy
of existing legislation) for the introduction of foreign currency-denominated accounts.

An MAE short-term expert visited Barjul in April 2001 to assist the authorities in setting up
a book-entry system.

A technical assistance mission from STA on balance of paymenits statistics visited The
Gambia in September 2000.

An MAE short-term expert visited Banjul in May 2000 to assist the authorities in setting up a
short-term liquidity forgcasting system.

A long-term Fund resident budget expert is assisting the authorities in strengthening
budgetary expenditure reporting and control from August 2000 through August 2001.

An STA mission visited The Gambia in November 1599 to review the statistical collection in
order to develop 2 GDDS (General Data Dissemination System) metadata for The Gambia.

An FAD technical assistance mission—aimed at assisting the authorities in expenditure
management, budget execution issues, cash and debt management, short-term financial
planning, fiscal reporting, and information systems—uvisifed The Gambia in early September
1999,
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An MAE short-term expert visited Banjul in November 1999 to assist the authorities in
designing appropriate operaticnal, prudential, and policy safeguards (including assessing the
adequacy of existing legislation) for the introduction of foreign currency-denominated
accounts in the banking system.

A technical assistance mission from STA on the balance of payments statistics visited The
Gambia in June-July 1999

A technical assistance mission from STA on the national accounts visited The Gambia in
November-December 1998,

An MAE technical assistance mission took place in August 1998 to assist the Central Bank of
The Gambia in developing market-based monetary policy instruments and to review its
program for strengthening banking supervision.

An MAE techmical expert provided assistance ¢ the central bank in foreign exchange
operations in December 1996.

A joint FAD/United Nations Development Program {UNDP) technical assistance mission
took place in January-February 1996 to help establish a system for monitoring the financial
operations of public enterprises.

An MAE technical assistance mission on monetary management and bank supervision visited
The Gambia in January-February 1994,

A joint FAD/UNDP technical assistance mission on government accounting procedures and
the computerization of these accounts took place in February-March 1993,

A technical assistance mission from STA on government finance statistics visited The
Gambia in November 1992,

Resident Representative

There is currently no provision for a resident representative in The Gambia.
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The Gambia: Relations with the African Development Bank'
(As of March, 2001)

l. The African Development Bank (AfDB) started lending to The Gambia in 1974, As
of June 2000, the AfDB Group” had provided financial assistance amounting to SDR 168.92
million in support of 38 operations, This assistance consists of five loans from AfDB
resources amounting to SDR 21.34 million, twenty-two loans totaling SDR 128.58 million
from African Development Fund (AfDF) resources, two loans from Nigeria Trust Fund
{NTF) resources totaling SDR 6.5 million, and nine grants totaling SDR 12.50 million from
the Technical Assistance Fund (TAF) of AfDF resources.

2. The assistance, which has been provided since 1990, in¢ludes nine AfDF loans and
eight TAF grants. The loans have been provided to finance (a) improvement of the Banjul
port infrastructure to meet the handling of increased cargo tonnage; (b) an education project
aimed at improving primary teacher training and capacity building in the Ministry of
Education; (c) rehabilitation of health-training facilities aimed at strengthening their capacity
by expanding and improving the technical skills of students graduating from the School of
Public Health and the School of Nursing and Midwifery, as well as at improving primary
health care delivery through support to maternal and child health care programs, and training
of traditional birth attendants and community health workers; (d) a structural adjustment
pragram in support of policy reforms; () a Lowlands Agriculture Development Program
aimed at improving food security for the poor smallholder rice growers; () a poverty
recuction project addressing several aspects of capacity building for the poor and women by
strengthening local public services for the poor to grant financing for small-scale projects,
and providing loan funds for income-generating activities, particularly women-managed
microenterprises; (g) a health sector rehabilitation project aimed at strengthening institutional
capacity of the Department of State for Health, Social Welfare and Women’s Affairs at
divisional and central levels, thus enhancing the capability to plan, implement, and manage
the delivery of improved health care services; (h) a perturban horticultural project aimed at
improving horticultural and other income-generating activities of women in the greater
Bamul area; and (1) a skills development project geared toward increasing economic
productivity of rural women in the villages (WID II). The grants were provided for the

(a) institutional strengthening of the Ministry of Works and Communications and the carrying
out of a feasibility study for an eastern road link (Essau-Farafenni road); (b) a skills
development project (WID [) geared at improving the economic productivity of rural women,
(e) a technical assistance component of the skills development project mentioned above
(WID III); (d) feasibility studies for rural ¢lectrification and livesteck development; (¢) a
health services requirements study undertaking a comprehensive analysis of requirements for
more efficient and cost-effective health care delivery services; (f) a coastal protection study to
examine the extent of sea encroachment and degradation of the coastline in Banjul and

! Prepared by AfDB staff.
* The AfDB Group consists of the African Development Bank, the African Development
Fund, and the Nigeria Trust Fund.
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recommend mitigating measures; and (g) a capacity-building operation to strengthen the
project and debt-management capability of the De¢partment of State for Finance and increase
the supply of qualified female teachers in the basic education cycle.

3. The ATDB Group lending strategy for The Gambia recognizes the poverty pervading
the Gambian population, the shortage of admimstrative and managerial skills, and the need to
develop private sector activity. Thus for the ADF VIII Programming Cycle (1999-2001), the
ATDB Group will pursue a lending strategy that supports the government’s implementation of
a comprehensive social program within its overall development agenda. The strategy includes
the provision of assistance directed at poverty reduction and pursuance of economic and
administrative reforms to promote private sector parficipation. Assistance for poverty
reduction efforts will be carried out through direct pre-poor interventions via new operations
in the agriculture and social sectors and rural infrastructure, as well as through analytical and
financial support for diversifying the economy and increasing private sector involvement in
new economiic activities, in order to speed up job creation.

©International Monetary Fund. Not for Redistribution



- 30 - APPENDIX IV

The Gambia: Relations with the World Bank Group
(As of March 31, 2001)

1. The World Bank, through IDA | has assisted the government in pursuing three main
objectives: (a) establishment of a macroeconomic and sectoral environment conducive to economic
growth; (b} rehabilitation and development of infrastmicture; and (¢) development of lmuman
resources by providing more efficient social services, Ingtruments used in supporting these
objectives have been adjustment lending (first and second structural adjustment credits (SAL [ and
SAL II)), buttressed by sector-based rchabilitation and investment projects.

2, In addition to SAL II, which provided a global framework for its support, IDA financed
other projects in support of policy and institutional reforms. The Enterprise Development Project
assisted 1n promoting private sector investnient in small and medium-scale activities by privatizing
and restructuring public enterprises, upgrading the management contract system, and improving the
financial performance of several public enterprises. It also improved the performance of the
financial sector, partly through the privatization of the Gambia Commercial and Development Bank.
Past projects in the transport, utility, and urban sectors promoted private sector activities by
improving maintenance and rehabilitation of infrastructure, and by rendering batter services with a
more cfficient use of public resources. Projects in the human resources sector were designed to help
the government (a) improve the quality of primary education and raise school enrollment under the
Education Sector Project; (b) improve family planning programs (by increasing access to health care
and raising the efficiency of health services under the National Health Development Project); and
{c) promote women's role in socioeconomic development under the Women in Development
Project. In January 2001, a project in the human resources sector was approved to help the
government organize a preemptive response to the growing epidemic of immunodeficiency virus
(HIV) infection that causes the acquired immunodeficiency syndrome {ATDS).

3. The Country Assistance Strategy (CAS) for The Gambia for fiscal years (FY) 1999-2001,
endorsed by the Board on September 10, 1998, is under implementation. By the end of FY 2001, the
base-case scenario of the CAS will be attained; with two operations (Economic Reforms Support
Operation and Trade Gateway) scheduled for Board approval in FY 2002, the CAS’s high-case
scenario would be attained.

4. In May 2000, the government and IDA conducted a follow-up of the 1999 Country Portfolio
Performance Review (CPPR). The meeting reviewed the action plan of the 1999 CPPR and
established progress made since the CPPR.

3, As of March 31, 2001, IDA had approved 26 projects for The (Gambia for a total amount of
about US$239.8 million, with an undisbursed amount of about US$51 million. The current portfolio
congsists of four projects (Participatory Health/Population/Nutrition, Third Education, Poverty
Alleviation & Municipal Development, and HIV/AIDS Rapid Response), totaling US$68 million.
IDA's lending will continue to build around poverty reduction and capacity-building efforts through
various operations. In addition to the HIV/AIDS Rapid Response Project that was approved this
fiscal year (Januvary 16, 2001), the Capacity Building and Economic Management Project is also
scheduled for Board approval this FY 2001, and the Economic Reforms Support Operation and the
Trade Gateway Project for FY 2002,
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6. As of March 31, 2001, the IFC’s portfolio had two investments with a balance of about
USS$0.6 million. The current portfolio includes investments under the African Enterprise Facility
(AEF) for a medical clinic (Ndebaan} and commercial fishing (Lyefish). The establishment of the
AFEF has enhanced the IFC’s ability to reach smaller businesses, such as those currently in operation
in The Gambia.

7. IDA and the TFC will continue to coordinate their respective roles to support development

activities in The Gambia. These activities are being enhanced by the TFC’s office in Dakar, which
also oversees the IFC’s activities in The Gambia.
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Summary of Statement of IDA Credits in The Gambia
(As of March 31, 2001; in millions of U.S. dollars)

Projccts Commitment  Disbursed  Undisbursed
22 projects closed 171.8 172.8 0.0
Ongoing Projects:
HIV/AIDS Rapid Response 15.0 0.0 15.0
Participatory Health/Pep./Nutrition 18.0 349 13.3
Third Education 2010 6.6 12.9
Poverty Alleviation and Municipal Dev. 15.4 4.0 9.8
Total 239.3 187.3 51.0
Repayments 127
Total due to TDA 167.2

Source: The World Bank Tntegrated Controller’s System — 4/14/01)

The Gambia - Statement of IFC*s Held and Disbursed Portfolio
{As of March 31, 2001; in millions of U.S. dollars)

Committed/Held Dishursad
ARG — e [PC e e
FY Company Loan Equity Quasl Partic Ioan Fauity Qunasl Partic
Approval
1993 AEF Ndebaan 0.2 C.0 0.0 0.0 0.2 0.0 0.0 0.0
(Medical Clinic)
1994 AFEF Lyefish 0.4 0.0 0.0 0.0 0.4 0.0 0.0 0.0
{Commercial Fishing)
Total Portfolio 0.6 0.0 0.0 0.0 0.¢ 0.0 0.0 0.0
Pending commitments 0.0 0.0 0.0 0.0
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The Gambia: Statistical Issues

1. There are substantial weaknesses in The Gambia's economic and financial statisitcs,
especially in the national accounts, balance of payments, and external debt statistics.
Although these weaknesses do not preclude a meaningful assessment of economic policies,
the reporting delays and poor quality of some of the data hamper the analysis of recent
economic developments. The authoritics have recently provided most core data to the Fund
in a timely manner. Available data are published in the central bank's quarterly bulletins and
the Central Statistics Departinent’s (CSD) publications. The Gambia has volunteered to serve
as a General Data Dissemination System (GDDS) pilot country. In November 1999, a STA
technical mission helped the authorities to develop the metadata for the GDDS. The metadata
are now available in the Fund’s Dissemination Standards Bulletin Board {DSBB).

Real sector

2. Annwal national accounts data are available only from the production side and have
been produced with a long lag. The breakdown by expenditure category is largely estimated
by Fund staff. Reliable data on employment and labor costs are not available. A STA
technical expert provided assistance on national accounts in November-December 1998,
During 2000, the authorities published documentation on sources and methods used in the
current series of GDP by kind of economic activity. Also, the publication of national
accounts for fiscal years (FY) 1995/96 and 1996/97 and calendar years 1997 and 1998 will
be completed by year’s end. For the medium term, the plans for improvements are {a) to
move the base year from 1976/77 to a more recent year; (b) to provide estimates of private
final consumption; and (c) te change the framework of national accounts from the 1968
System of National Accounts (SNA} to 1993 SNA.

3. A new consumer price index (with a base of July 1994—June 1995} for the low- and
middle-income population in the greater Banjul area has been produced, using new weights
from the 1992/93 household expenditure survey. To ensure a smooth transition, the CSD will
compile both the old and new indices for two years; the old consumer price index (CPI) is
based on the 1968/69 household survey. At present, however, the CSD only publishes data
using the old weights. During 2001, it will conduct a new household budget survey to update
the structure of the CPI mndex.

Government finance

4. The authorities provide staff with current information on central government revenue
and expenditures. Data on domestic government financing are also available on a monthly
basis with a short lag. The three-year rolling public investment program has not been updated
for some time, and the execution of public investment needs closer monitoring. The stalt was
provided with detailed information on foreign-financed extrabudgetary expenditures carried
out after the July 1994 military coup. The latest annual data reported for publication in the
Govermment Finance Statistics Yearbook and International Financial Statistics (1FS)
correspond to 1993,
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Monetary data

5. Monthiy balance sheet data of the Central Bank of The Gambia (CBG) are available
within two weeks after the end of the reference month, and the monetary survey with a lag of
cne month. The coverage of banks in the monetary survey is comprehensive, and the banks
follow a uniform chart of accounts to report financial data to the CBG. Flash reports of key
monetary data are also sent from the banks to the CBG on a weekly basis. Over the past two
years, the CBG has introduced several reclassifications to the monestary accounts in an
attempt to improve sectorization and coverage, as well as to harmoenize the data reported to
STA and AFR. A money and banking statistics mission is tentatively scheduled to take place
in FY 2001.

Balance of payments

6. The Gambia's external transactions are characterized by a large volume of activity in
the informal sector. For example, the bulk of the reexport trade is unrecorded. Therefore,
balance of payment statistics have to be supplemented by estimates of activity in the informal
sector. The central bank estimates reexports as a fixed share of total imports. Tourism
revenue is estimated based on tourist armval data from the relevant ministry. Data on private
capital flows ate poor, mainly because survey data are nonexistent. Data on official grants
and loan disbursements and repayments are relatively good. Data on the gross and net
international reserves of the central bank are available with a short lag. Coordination and
cooperation among the main statistical agencies need to be strengthened to improve the
quality of balance of payments statistics; The authorities have begun addressing some of
these issues following two STA technical assistance missions in June-July 1999, and in
September 2000.

Based largely on the mission’s recommendations, the The CBG  established a balance of
payments unit cquipped with computer resources, and successfully initiated surveys of the
banking sector, insurance companies, travel and shipping agents, hotels and foreign
embassies. The government has fully computerized its database on the stock of external
public debt and the related debt-service obligations, using the Commonwealth Secretariat’s
debt-reporting and management system with technical assistance from The World Bank.
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The Gambia: Statistical Indicators

(As of July 2001)
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Rates Reserves M Balance Money Rates Imparts Debt
oney Sheet Index Balance Balance
572001 32001 342001 32001 372004 372001 4/2001 1272000 0712000 1272000 2000 72000
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[/ A=annually; D=daily; M=monthly; Q=quartctly; and We=weekly,

2/ A=direct reporting by Centrai Bank of The Gambia, Ministry of Finance, or other official agency,
3/ C=cable or facsimile; and V=staf¥ visits,

4/ C=unrestricted use; and D=tesiricted undt officially published,
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IMF Concludes 2001 Article IV Consultation with The Gambia

On July 13, 2001, the Executive Board concluded the Article IV consultation with The Gambia.’

Background

Overall economic performance in The Gambia during 2000 and the early part of 2001 was
mixed. The country made important gains in implementing eccnomic and structural reforms,
which were supported by the second and third annual arrangements under the Poverty
Reduction and Growth Facility (FRGF). The economy bensfited from robust real GDP growth
with low inflation, while important reforms were implemented. They include a further reduction
in the external tariff, the rescinding of the problematic preshipment inspection scheme,
increases in petroleumn product prices, and improvements in budgetary expenditure reporiing
and control. In Qctober 2000, the government reached an cut-of-court settiermnent with ™
Alimenta (a private Swiss company}, under which The Gambia will pay US$11.4 million by
end-July 2001 to the company for the seizure of its property in early 1999. Accelerated
payments to Alimenta, in addition to a payment to commercial banks for averdue crop
financing loans and a weak customs revenue performance, contributed to fiscal slippages
through March 2001. However, through mid-2001, the government implemented corrective
budgetary measures that are expected to bring fiscal performance back on track to a
sustainable leve! of the deficit and contain net government borrowing from the banking system.
This cutcome should also make it feasible to maintain a prudent monetary policy for the year
and permit further improvement in the extermal sector.

'Under Article 1V of the IMF's Articles of Agreeament, the IMF holds bilataral discussions with
members, usually every year. A staff team visits the country, collects economic and financial
information, and discusses with officials the country's economic developments and policies. On
return to headquariers, the staff prepares a report, which forms the basis for discussion by the
Executive Board. At the conclusion of the discussion, the Managing Director, as Chairman of the
Board, summarizes the views of Executive Directors, and this summary is transmitted to the
country's authorities. This PIN summarizes the views of the Execttive Board as expressed during
the Juiy 13, 2001 Executive Board discussion based on the staff report.

Washington, D.C. 20431 « Teleph{)r‘sé 202-623-7100 » Fax 202-623-6772 = www . imf.org

©International Monetary Fund. Not for Redistribution


www.imf.org

-2.

In 2000, real GDP growth was 5.6 percent as a resuit of good rains, which boosted the
production of groundnuts and other crops, and a robust performance in the construction
sector. The good harvest in 2000 also helped to contain the end-of-periad inflation (based on
the low-income consumer price index) below the program target of 2 percent.

The external current account deficit (excluding official transfers) is estimated to have widened
to 12 percent of GDP in 2000 from 11.5 percent in 1989, as imports recovered from the
adverse impact of the preshipment inspection scheme (rescinded in July 2000} while reexports
were siowed by cross-border difficulties. The real effective exchange rate of the dalasi
depreciated by 4.8 percent during 2000, contributing to an improvemant in the external
competitiveness of The Gambia. The overail balance of payments surplus moderated
somewhat as private capital inflows declined; gross official reserves increased only slightly to
SDR 82.5 million at the end of 2000, providing the equivalent of about six months of import
cover. Effective July 1, 2000, the maximum import tariff rate was reduced from 20 percent ta18
percent, and the number of tariff bands was reduced from ten to three.

The averall fiscal deficit (excluding grants) was reduced to 3.6 percent of GDP in 2000
{virtually in line with the program target) from 4.75 percent in 1999 as a revenue shortfall,
mainly in customs receipts, and a slight overrun in recurrent expenditure were largely offset by
lower development expenditure because of lower external financing. The deficit including
grants, at 1.4 percent of GDP, slightly exceeded the program target but was not as high as the
level of 3.5 percent reached in 1999. Total government revenue increased as a ratio to GOF to
18.5 percent from 17.75 percent in 1999; recurrent expenditure as a share of GDP increased
to 18.3 percent in 2000 from about 18 percent in 1999,

Manetary policy was largely accommodating as domestic credit expansion, both to the
government and the private sector, exceeded the targets through end-March 2001. During

~ 2000, broad money grew by 35 percent, considerably above the program target; it moderated
to 14 percent at end-March 2001. Reserve money, mainiy currency outside banks, also
exceeded the program target. The treasury bill rate declined from 12.5 percent in December
1899 to 12 percent by December 2000; however, the trend was reversed, and tnhe rate
increased to 12.5 percent in February 2001.

A number of reforms were implemented to strengthen budgetary performancs, including the
identification of, and measures to pay off, government arrears and the introduction of reporting
and control safeguards on all government expenditure. The preshipment inspection scheme—
whose flawed introduction and implementation resulted in significant loss of revenug— was
abolished effective July 2000. In March 2001, Alimenta withdrew its property dispute with the
government from the International Center for the Settlement of Investment Disputes after the
government had paid about US$6.5 million and provided a bank guarantee for the outstanding
balance of US$5 miliion.

The government made significant progress in implementing the PRSP process, including the
completion of a detailed work agenda to complete the full PRSP by end-2001. In May 2001.
the government introduced a comprehensive framework to monitor poverty-reducing
expenditure, including expenditure funded from debt relief under the enhanced HIPC Initiative,
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it has also continued to make significant progress in preparing several pieces of legislation,
which are awaiting parliamentary approval, aimed at strengthening the supervisory and
regulatory role of the central bank in the financial secior, establishing an updated legai basis
for business incentives and privatization, and enhancing competition in the private sector.

Executive Board Assessment

The Directors noted that The Gambia’s economic performance during 2000 and the first half of
2001 has been mixed. On the positive side, real GDP growth was robust, inflation remained
low, and progress was made in the PRSP process. At the same time, Directors expressed
concern about slippagas in fiscal policy, which stemmed partly from efforts to resolve the
Alimenta property dispute but also from shortfalls in customns revenue, and delays in
implementing some structural reforms. They commended the authorities for implementing
corrective measures and noted that, with the benefit of technical assistance, the authorities
should be in a position to regain the momentum of structural reform.

Directors considered that the revised economic program for the balance of 2001 apprapriately
aims at strengthening poiicies in areas where slippages have occurred, and at deepening
structural reforms to improve the environment for private sector activity and to enhance the
delivery and monitoring of public services. Such an approach is essential to restore
macroecanomic stability and contribute to a durable reduction in poverty.

On governance issues, Directors commended the authorities for the ongoing action to settle
the property dispute with Alimenta. They encouraged the authorities to implement
govemance-strengthening measures under the PRSP by enhancing transparency and
accountability in public resource management, including timely auditing of public accounts and
adoption of the medium-term expenditure framework. They welcomed the central bank’s
initiatives 10 enact an anti-money laundering law and improve corporate governance of banks.

Directors strassed that fiscal performance needs to be consistent with the goal of maintaining
a sustainable level of govemment domestic debt. On the revenue side, the improvement in
customs administration, the increase in petroleum prices, and the curtailment of customs duty
exemptions remain critical, especially in light of the recent external tariff reductions. Directors
also stressed the need to rein in government expenditure in an election year, with particular
emphasis on the wage bill. They also urged the authorities to continug building capacity in
nublic expenditure management. They welcomed efforts to improve expenditure reporting and
control as well as debt management, along with closure of the public accounts and the
undertaking of public expenditure reviews in key sectors. They also commended the thrust to
intensify collaboration with donors, which would ensure timely access to technical assistance
suppori in these and other areas.

Directors underscored the importance of prudent monetary policy ta maintain the low level of
inflation. They noted that consolidation and deepening of reforms in the financial sector,
including automation of trading in treasury bills and increased interest rate flexibility, would
facifitate monetary control. They stressed alsc the need to maintain strong supervision of
financlal institutions, particulary the microfinance institutions.
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The current level of the exchange rate was considered to be appropriate in the context of the
prudent financial policies currently proposed, and the commitment tc keep the rate sufficiently
flexible so as to maintain the country's external competitiveness was welcomed. Directors
commended the progress in reducing and rationalizing import tariffs.

Directors urged the authorities to expedite the implementation of structural reforms, with
emphasis on improving business legislation and privatization of public enterprises and port
services. They underscored the need for timely reforms in the marketing arrangement for
groundnuts, including the privatization of the Alimenta assets in an open and transparent
manner. These reforms would be crucial for eliminating direct government involvement in
financing groundnut marketing.

Directors considered data quality and provision to be adequate for surveillance and program
monitoting. They noted progress made in improving economic and financial data and
encouraged the authorities to continue their efforts in this regard with timely technical
assistance.

Public information Notices (PINs} are issued, (a} &t the request of a member country, following the
conclusian of the Article 1V consultation for countries seeking to make known the views of the IMF to the
pubiic. This action is intended to strengthen IMF surveillanca over the economic policies of member
couniries by increasing the transparency of the IMF's assessment of these pclicies; and (b) following
policy discussions in the Executive Board at the decision of the Board.
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The Gambia: Selected Economic and Finaneial Indicators, 19%3/96-2001 1/

1995/06 1996/97 1997 1998 1999 2000 2001

Est. Prel.  Proj.

Domestic economy
Real GDP
Nominal GDP
GDP deflaior
Consumer price index (period average)
Groundnot production {in thousand of metric tons)

Gross fixed mvestment
Government
Private

Gross domestic savings

Gross national savings
Government
Pnvaie

Financial variables
Government ravenues
Current expenditures
Overall fiscal balance, excluding grants 2/
Overall fiscal balance, including grants 2/
Basic primary balance
Current balance
Change in broad money (in percent)

Exporns, Lob.
Imports, f.o.b.
Current zccount balance
Excluding official transfers
Including official iransfers
Current account balance
Excluding official transfers 3/
Including official transfers 3/
Overall balance of payments
Gross official reserves {end of periad)
In moaths of imports, ¢.1f.
External debt service 4/
External debi outstanding
Exchange rate {dalasis per SPR)

(Annual percentage changes)

53 08 49 35 6.4 568 37
8.5 3.3 1.7 61 1.0 65 100
33 435 26 2.1 4.4 33 40
438 2.1 2.8 1.1 38 68 40
752 458 781 735 1230 1380 145.0

(In percent of GDP)
234 193 172 184 178 173 179
12.9 127 84 59 53 46 48
105 66 BB 125 125 127 130
2.9 6.0 71 75 19 48 56
10.0 126 1335 153 135 127 153
3.0 82 84 93 71 76 95
20 44 51 61 64 51 53

(In percent of GDP, unless otherwise specified)

17.7 194 191 188 178 183 192
17.6 185 191 7% 179 183 204
-121 -114 78 44 -48 -38 -38
89 87 65 24 335 14 -l10
3.6 | 43 57 46 46 17
0.1 0.9 0.1 07 -02 1.2 09
88 167 223 102 121 343 79

{In millions of SDRs, unless otherwise indicated)
803 781 738 958 B7% 959 1091
-139.0  -131.0 -1279 -1527 -141.5 -145.8 -i570

-534 363 314 -356 -364 385 344
356 -190 -110 93 135 147 74

-20.1 -12.8 -106 -1le6 -115 -120 -1L8
-134 47 37T 30 43 46 26
124 52 47 7L 23 12 -112
701 704 696 754 7RI B25 309
52 55 56 51 58 59 53
16.2 131 135 114 114 85 159
1il.l 107.0 1044 1033 984 1001 1089
143 141 140 144 156 168

Sources: The Gambian authorities; and IMFE staff estimates and projections.

17 Until 1996/97, fiscal years (Toiy-June), from 1997, calendar years,

2/ On a commiiment basis.
3/ In percent of GDP.
4/ In psrcent of exports and travel income.
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Statement by Cyrus D.R. Rustomjee, Executive Director for The Gambia
July 13, 2001

Introduction

A renewed effort since mid-1998, in the context of a three-year Poverty Reduction and
Growth Facility (PRGF) arrangement, has helped The Gambia to make important advances
in many areas. Real GDP grew by an average of 5.2 percent during 1998-2000, compared
with an average of 1 percent during 1994-1996. Inflation remained below 3 percent during
the same period, compared with 70 .4 percent in 1986 and many years of double-digit rates
thereafter, largely on account of tight macroeconomic management and a relative stability of
the exchange rate. Fiscal policy has been considerably tightened as the overall deficit,
excluding grants, has been reduced from around 8 percent of GDP in 1997 to 3.6 percent in
2000. The magnitude of the adjustment, which meant more than halving of the deficit in the
course of three vears, called for an extraordinary effort on the part of the authorities

Morecover, the external current account deficit has generally followed a narrowing trend, with
the level at end-2000 being two-and —a —half times less than what it was almost a decade ago.
This has led to a buildup in official reserves. Several important steps have also been taken to
improve the soundness of the banking system and enhance financial sector competition. In
the area of trade, the maximum duty rate has been significantly reduced from 90 percent in
1998 to 18 percent in August 2000, while the number of tariff bands has been even more
significantly reduced from over 30 to only 3, making The Gambia’s the most liberalized
trade regime in the region. Moreover, business-related legislation and regulations have been
modernized to promote private sector growth. Governance improvement has been on the
authorities’ priority agenda since the adoption of the Governance Policy in 1999,

These achicvements have to be seen against a background in which staying the course has
not been easy. Regional instability and cross-border difficulties have adversely affected the
reexport trade and tourism, which used to be the main sources of budgetary revenue and
foreign exchange, This has been compounded by the decline in foreign assistance and a
sizable refugee problem. Moreover, the limited natural resources and a weak institutional
capacity have been additional constraints. The Gambia is also a country where nearly 70
percent of the population live in poverty and over 50 percent in extreme poverty, and where
youth unemployment is very high, necessitating higher expenditures than were actually
committed. The large burden of external debt has also been thwarting the authorities’ efforts
at strengthening the adjustment process. My authorities are therefore hopeful that the Board
will be able to duly appreciate the adjustment effort, including in the fiscal area, that has been
demonstrated. In the years ahead, they are firmly committed to continue with the reforms, in
view of the increasing awareness in The Gambia that bold and comprehensive policy reforms
are indispensable to attaining macroeconomic stability and high sustainable growth, which
are critical to meeting the pressing need of alleviating poverty.
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Progress Under the Third Annual Program

During the first half of the period under the third annual arrangement which runs from
October 1, 2000 to September 30, 2001, with the benefit of favourable weather conditions,
real GDP continued to grow strongly, while inflation remained low. The authorities also
continued to implement a number of important structural reforms, notably in the fiscal area,
including those aimed at enhancing expenditure reporting and control procedures,
eliminating government’s cross arrears with public enterprises, improving tax administration
and compilation of customs data, and the closing of the government accounts for 1992-97.
Key pieces of legislation that focused on the promotion of business efficiency and the private
sector were also enacted.

Notwithstanding these achievements, however, the authorities had difficulty in implementing
the fiscal program. A shortfall in customs receipts largely contributed to government’s
recourse to domestic borrowing in order to finance important expenditures. Under the terms
of the settlement of the property dispute between Alimenta - a Swiss private entity which is
the parent company of the Gambia Groundnut Corporation (GGC) -and the government
reached in October 2000, the authorities paid the initial installment to Alimenta in late
December in an amount that was in excess of the expected payment, and also made a further
early payment in February 2001. The government also made payments to three commercial
banks in February 2001 to cover the nonperforming Joans that had financed the 1999/2000
groundnut crop. These led to slippages in the budget through end-March 2001 and resulted in
the nonobservance of three end-March performance criteria related to net bank credit to the
central government, net domestic assets of the central bank, and the basic primary balance of
the central government. These three criteria are interrelated and their number has therefore to
be seen in that light. The accelerated payment te Alimenta, together with a substantial sale of
foreign exchange to meet the prevailing demand, was also responsible for the breach on the
petformance criterion as regards the floor on net international reserves. It is to be noted,
therefore, that the nonobservance of all four performance criteria has been largely on account
of a single episode pertaining to one form of expense, the payment to Alimenta, and it would
be important to view the extent of the fiscal slippage in that context.

In the past, the GGC property dispute had constituted one of the most important issues of
concern to donors and the investment community. It had also represented a test of
government commitment to economic reform in general and to improving governance in
particular. In view of that, the authorities have considered the resolution of the dispute as one
of their top economic priorities to restore business confidence and garner international
support for their important reform efforts, The accelerated payments to Alimenta have
proven beneficial with Alimenta withdrawing its case from arbitration at the International
Centre for Settlement of Investinent Disputes (ISCID) in March 2001. Moreover, as a result
of these payments, it has been possible to reduce the interest and other charges on
outstanding balances payable to Alimenta, because, under the settlement agreement, interest
is payable on any outstanding balances as from January 1, 2001. When Alimenta has been
paid in full, the final payment being slated for end-July 2001, its two groundnut-processing
plants and a number of barges will return to the government and thereafter be sold to
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different marketing firms in order to increase competition and benefit farmers as part of
broader reforms to improve the groundnut sector.

The government’s payment to the commercial banks for the outstanding crop financing loans
was also of importance. It has helped to avert a major deterioration in the financial position
of these banks.

In this connection, it may be important to point out that, quarterly monitoring, particularly
when there are several performance criteria and benchmarks, is bound to result in instances
where it would be difficult to avoid temporary aberrations or deviations from the intended
path. In the case of The Gambia, imitations in institutional capacity also compound the
problem. There were some temporary deviations in the past, such as in late 1999 and early
2000; but the Gambian authorities were quick to respond and succeeded in placing the
program back on track. The authorities’ response to address the present slippages was also
prompt and is very much expected to help strengthen the policies and facilitate their
implementation in the period ahead.

Policy Course in the Remainder of 2001

The prospects for the remainder of 2001 appear to be bright. Agricultural production is
expected to pick up; the anticipated marketing reforms, following the settlement of the
Almenta problem, should have a positive impact on the production of groundnuts which is
also an important export crop. Inflation is expected to remain low at around 3.5 percent,
despite the depreciation of the dalasi and the increase in domestic petroleum prices. The
reexport trade and tourism are expected te continue recovering and, together with the further
expansion in groundnut production, are likely to facilitate the narrowing of the current
account deficit and contribute toward a further buildup of official reserves.

In the fiscal area, despite higher interest payments and spending pressures associated with the
upcoming elections, the fiscal deficit will be contained at around 3.9 percent of GDP,
compared with 3.6 percent in 2000 and 4.8 percent in 1999. The recent measures to improve
customs administration and increase pelroleum prices have helped to mitigate the short-term
impact of the fiscal slippages discussed above. These measures, together with the ongoing
strengthening of expenditure reporting and control and steps to further improve tax
collection, will have an impact of also allowing a significant reduction in the fiscal deficit
starting in 2002, whle facilitating a substantial decline in the domestic debt and freeing of
resources for poverty reduction.

Monetary policy will aim at maintaining low inflation and strengthening external reserves.
Accordingly, sales of securities will enable the central bank to moderate the growth of broad
money from around 35 percent in 2000 to 8 percent by end-2001. Already, for the 12-month
period ended March 2001, broad money growth has been reduced to 14 percent. Exchange
rate flexibility will continue to be promoted, consistent with a further buildup of foreign
reserves. The authorities will continue to pursue reforms aimed at further enhancing
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competition among banks, strengthening financial sector supervision, and improving the
operation of the money market.

As part of other measures in the area of structural reform, an accounting framework to track
poverty-reducing expenditures, an aspect for which the authorities have also requested
waiver for nonobservance, was cstablished in May 2001, Parliament is expected to approve a
Regulatory Bill, with the aim of establishing an agency to regulate utilities that are to be
privatized in the future. The government will also take measures to discourage a further
accumulation of payment arrears by public enterprises. Implementing reforms in groundnut
marketing will remain a priority, while efforts to further improve governance will be
strengthened. The authorities continue to be committed to a liberal trade regime.

The corrective measures taken in good faith to address the slippages and the authorities’
determination to continue with reforms should provide the needed assurance that, with
generous external support, The Gambia can successfully meet the various challenges in the
period ahead and over the medium term. I would therefore urge the Board to support the
authorities’ request for waivers as regards the norobservance of some of the performance
criteria and to complete this first review under the third annual PRGF arrangement.

The PRSP Process

Broad-based efforts have continued to lay the groundwork for the completion of a full PRSP
Despite the delays in holding the Roundtable meeting, donors have continued to support the
PRSP process. As also indicated in the staff report, an outline of the PRSP was circulated in
May 2001 for comments, and drafting should start by late summer. Already, the authorities
have made good progress with education and health reforms which, together with
establishment of a mechanism to track poverty-reducing expenditures, the privatization of
Alimenta assets, and the implementation of the PRSP, are triggers for the enhanced HIPC
Initiative floating completion point.
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