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EXECUTIVE SUMMARY

Background and recent economic developments

The Gambia is requesting a three-year Poverty Reduction and Growth Facility
(PRGF) arrangement in the amount of SDR 20.22 million (65 percent of quota). The
staff report also covers the 2002 Article IV consultation discussions.

Economic performance during 2001 was mixed. Despite robust real GDP growth,
moderate inflation, and progress in the settlement of the property dispute with
Alimenta (a Swiss groundnut marketing company) and with the PRSP process, there
were budgetary slippages and delays in implementing some reforms. Presidential,
national assembly, and local elections were conducted in late 2001 and early 2002,
and the PRSP was forwarded to the Fund and World Bank in May 2002.

Real GDP grew by 6 percent in 2001, while inflation was 4% percent, owing to good
agricultural performance. The external current account deficit (excluding official
transfers) widened to 14.8 percent of GDP from 12.1 percent in 2000, mainly
reflecting the onetime importation of electricity generators. The fiscal deficit
(excluding grants) increased to 8% percent of GDP from 3% percent in 2000, owing
to shortfalls in customs revenue and one-off expenditures for the settlement of the
Alimenta property dispute, on-lending to a public enterprise, and election-related
expenditure overruns. Broad money growth, which had accelerated to 35 percent in
2000, moderated to 19.4 percent in 2001, with measures taken to mop up banks’
excess reserves. However, increased government domestic borrowing raised the stock
of domestic debt to about 34 percent of GDP.

The first quarter of 2002 was dominated by further expansionary fiscal policies.
While revenues were broadly on target, there were expenditure overruns of about

2 percent of GDP as elections-related outlays continued. Net government credit
expansion was moderated by project disbursements. Delays in receipts of groundnut
exports and border controls that impeded the reexport trade exerted pressure on the
dalasi, which depreciated by 5 percent against the U.S. dollar.

Macroeconomic framework for 2002-05

Consistent with the PRSP, the key medium-term macroeconomic objectives
include: annual real GDP growth of about 6 percent; average inflation of about

3% percent per annum; an external current account deficit (excluding official
transfers) of 10 percent of GDP by 2005; and gross external reserves of about

5% months of imports of goods and services. The overall budget deficit (excluding
grants) is expected to decline to 5 percent in 2002 and about 2 percent by 2005.

Structural reforms aim at promoting broad-based economic growth in a low-
inflation environment, and at contributing to a durable reduction in poverty,



consistent with the PRSP. Fiscal policy focuses on improving tax administration and
reorienting expenditure to social sectors and infrastructure development in order to
underpin a tight monetary policy, with adequate provision of private sector credit.

o Prior actions under the program comprise (a) a Central Bank of The Gambia board
resolution in support of the reforms recommended by the December 2001 Fund
technical mission; (b) initiation of a review of the Central Bank Act; and (c) an audit
of the 2001 operations of the Customs and Excise Department.

o Measures to contain expansionary fiscal policies include improved tax
administration to curtail exemptions, collect arrears, and close loopholes, together
with strict controls on expenditure from the below-the-line accounts and the slowing
down of certain projects. The nonrecurring expenditure from 2001 would also be a
factor in containing the deficit.

Issues highlighted in the staff appraisal

o The staff welcomes the authorities’ efforts to address the fiscal slippages, which need
to be complemented by broad reforms to strengthen the tax and budget systems.

o In the monetary area, the envisaged broad-based reforms should emphasize the
expanded use of indirect policy instruments and enhanced supervision of institutions,
taking advantage of Fund technical assistance. The consolidation and broadening of
other structural reforms remains key to stimulating private sector activity, including
measures to improve business legislation, the regulation of public enterprises, and the
privatization process. The former Alimenta assets should be sold to competing firms
as part of other reforms in the groundnut sector.

o The staff welcomes the PRSP, which has provided the essential building blocks for
the PRGF-supported program. The authorities are encouraged to strengthen the means
to solicit the views of the poor, including through the governance program. The staff
welcomes the efforts taken to strengthen the implementation of broad-based structural
reforms, partly through better coordination of donor technical assistance, to which the
Fund is contributing via the Technical Cooperation Action Plan (TCAP).

o Notwithstanding the progress that has been made in improving economic and
financial data, the staff urges the authorities to continue their efforts to enhance the
timeliness and quality of data, especially in the national accounts and prices, and the
fiscal and external sectors.

J On the basis of a number of positive economic and financial developments, the
authorities’ efforts to address the slippages that emerged, their adoption of an
appropriate macroeconomic framework for 2002—-05, and the implementation of prior
actions, the staff recommends that the Executive Board approve The Gambia’s
request for a new three-year PRGF arrangement.



I. INTRODUCTION

1. Discussions for the 2002 Article IV consultation and the authorities’ request for an
arrangement under the Poverty Reduction and Growth Facility (PRGF) were held in Banjul
during the period January 30—February 14 and April 25-May 8 2002." The Executive Board
approved The Gambia’s request for a three-year PRGF arrangement on June 29, 1998 in an
amount equivalent to SDR 20.6 million (66.5 percent of quota), together with the first annual
arrangement there under (SDR 3.4 million). However, the first review under the first annual
PRGF arrangement could not be completed because of slippages in implementing the budget
and structural reforms, as well as governance problems arising from the government’s
seizure of the property of the Gambia Groundnut Corporation—owned by Alimenta, a Swiss
groundnut-marketing company. Performance under the second and third annual PRGF
arrangements was satisfactory; the Board granted waivers for the nonobservance of
quantitative performance criteria for end-March 2000 (three), end-March 2001 (four), and
end-September 2001 (one). The authorities met all of the end-September 2000 quantitative
performance criteria. The Gambia drew fully the resources available under the three-year
arrangement.2

2. On July 13, 2001, the Executive Board concluded the most recent Article IV
consultation with The Gambia. Directors, while commending the authorities for achieving
robust real GDP growth, low inflation, and progress in the poverty reduction strategy paper
(PRSP) process, noted that economic performance under the program had been mixed. They
expressed concern about slippages in fiscal policy, stressed the need for corrective measures
and reforms, and urged the authorities to implement the governance program on a timely
basis.

! The Gambian representatives included the Hon. F. Jatta, Secretary of State for Finance and
Economic Affairs; Mr. M. Bajo, Governor of the Central Bank of The Gambia (CBG); other
secretaries of state; and senior public officials. Vice President Isatou Njie-Saidy received the
second mission. Discussions were also held with representatives of the donor community and
the private sector. Participants in the missions comprised Mr. Kibuka (Head), Mr. Tjirongo,
Mr. Haacker (all AFR), and Ms. Al-Mashat (EP, PDR). Mr. Haley (Research Assistant) and
Ms. Kabia (Assistant) (both AFR) were also part of the first mission while Mr. Christensen
(OTM) and Ms. Silman (Assistant, AFR) participated in the second mission. The two
missions overlapped with World Bank missions.

? The Executive Board discussed the enhanced Initiative for Heavily Indebted Poor Countries
(HIPC Initiative) decision point document (www.imf.org), the interim poverty reduction
strategy paper (I-PRSP) (www.imf.org), and the joint staff assessment (JSA) of the [-PRSP
(www.imf.org) in December 2000. It discussed the PRSP preparation status report
(www.imf.org) and the associated JSA (www.imf.org) in December 2001.



3. In the attached letter to the Managing Director, dated June 25, 2002 (Appendix 1), the
government of The Gambia requests a new three-year arrangement under the PRGF in an
amount equivalent to SDR 20.22 million (65 percent of quota). The requested arrangement is
in support of policies and measures outlined in the attached memorandum of economic and
financial policies (MEFP) for 2002/03 (April-March) and the full PRSP (www.imf.org). If
the full amount under the three-year PRGF arrangement is disbursed, and taking into account
scheduled repayments, The Gambia’s use of Fund resources would rise from 66.3 percent of
quota at end-2001 to 124.6 percent of quota at end-2005 (Tables 1 and 2).

4. In 1993, The Gambia accepted the obligations under Article VIII, Sections 2 (a), 3,
and 4 of the Fund’s Articles of Agreement. The Gambia maintains an exchange system that is
free of restrictions on payments and transfers for current transactions. Summaries of The
Gambia’s relations with the Fund and the World Bank Group are contained in Appendices 11
and IV, respectively. Outstanding statistical issues are discussed in Appendix V.

II. PERFORMANCE UNDER THE PROGRAM AND RECENT ECONOMIC DEVELOPMENTS

S. Under the PRGF arrangement (1998-2001), The Gambia overall registered
significant gains on the macroeconomic and structural policy fronts although performance
was somewhat uneven, especially towards the latter part of the program period. A recovery in
real GDP growth, led by improved agricultural performance, including in the key groundnut
sector, helped reduce inflation (see table below). There was considerable fiscal and external
sector adjustment, and exports and imports recovered significantly. However, broad money
growth was erratic, partly reflecting efforts to finance the marketing of groundnuts following
the disruption occasioned by the seizure of the Alimenta property.

6. The authorities implemented a number of structural reforms, inter alia, to
strengthen the budget process, including measures to improve the reporting and control of
expenditure and to close the public accounts for 1991/92-99°. They further reduced external
tariffs, lowering in 2000 the top rate from 90 percent in 1998 to 18 percent, and the number
of the tariff bands from over 30 to 3. In the financial sector, the remaining controls on
interest rates were lifted, longer-term treasury bills and foreign currency deposits were
introduced, and the Trust Bank was privatized. Parliament enacted legislation to encourage
private sector activities, including via the establishment of a regulatory and privatization
framework and supporting institutions. There was also a renewed emphasis, with support
from donors, on implementing agricultural marketing reforms and providing extension
services, improved inputs, and access to credit for farmers.

3 July-June fiscal years until 1996/97; calendar year thereafter.



Selected Economic Indicators, 1994/95-2005
(Percentage change, unless otherwise specified)

1994/95-  1998- 2002 2003 2004 2005
1997 1/ 2001

Prog. Proj.

Real GDP 1.9 53 6.0 6.0 6.0 6.2
Groundnut production (metric tons) 70.0 120.9 125.0 128.0 130.0 135.0
Consumer price index (end of period) 34 2.5 5.5 4.0 3.0 3.0
Exports, f.0.b. -3.1 8.1 8.2 4.5 35 5.0
Imports -0.5 5.7 2.7 3.6 1.9 2.5
Real effective exchange rate -1.6 -4.1 e e S e
M2 growth 159 17.0 13.2 9.9 9.6 9.3
Fiscal balance, excl. grants (in percent of GDP) -9.1 -5.4 -5.0 -2.7 -2.3 -2.1
External current account balance, excl. off. grants -14.0 -12.6 -13.2 -12.1 -11.6 -10.2
(in percent of GDP)
Gross official reserves (in million of SDRs) 68.2 80.3 87.7 93.8 100.2 105.1

In months of imports (in millions of SDRs) 5.6 5.5 5.1 5.3 5.5 5.6
Sources: Fund staff estimates and projections.
1/ In 1997 fiscal year was changed from July/June to the calendar year.
7. Economic performance during 2001 was mixed.* Real GDP grew by 6 percent,

underpinned by the strong performance of the agriculture, tourism, and construction sectors
(Tables 3 and 4). Moreover, average annual inflation (based on the consumer price index
for low-income households in the greater Banjul area) edged up to 4’2 percent, driven by
higher imported inflation (via the depreciation of the dalasi) and expansionary fiscal policies.
Notable progress was achieved in the settlement of the property dispute with Alimenta (the
last payment of US$5 million was effected in August 2001) and with the PRSP process.

8. In the fiscal area, the overall budget deficit (excluding grants) reached 8% percent of
GDP in 2001, compared with the revised program target of 5.9 percent; including grants, the
deficit increased to 7.6 percent of GDP from 3 percent in 2000° (Figure 1). The government
incurred sizeable one-off expenditures, including (a) D 15 million to rehabilitate the former
Alimenta assets in order to facilitate groundnut marketing; (b) nonprogrammed government
on-lending to a public enterprise to improve the generation and distribution of electricity; and

* Details of developments through the third quarter of 2001 are provided in the letter of intent
attached to this paper (Appendix I).

> Grants funded mostly bilateral donor projects while debt relief under the enhanced HIPC
Initiative financed poverty-reducing expenditure.
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(c) election-related outlays, largely from the below-the-line (BTL) accounts. Additionally,
revenue shortfalls, including in customs revenue (1.3 percent of GDP), reflected weak
performance in tax administration and the financial problems of public enterprises, as the
latter built up sizable arrears to the government. Overall, domestic revenue declined to

16.2 percent of GDP in 2001 from 18.2 percent in 2000. Moreover, outlays (US$6.7 million
in 2001) for the settlement of the Alimenta dispute and the delayed receipt of donor grants
(1.6 percent of GDP) contributed to higher domestic interest payments and to a larger-than-
programmed recourse to net bank financing. Government domestic debt, which had been
programmed to decline, actually increased to 33’2 percent of GDP at end-2001 from

31% percent at end-2000.

9. Owing to an expansionary fiscal policy, the end-September 2001 quantitative
performance criterion with respect to net bank credit to the government was exceeded by
some D 40 million (0.7 percent of GDP). Through end-2001, net credit to the government
increased by 8.3 percent of GDP, which was significantly above the target, while credit to the
private sector increased by 12.8 percent. Broad money growth, which had accelerated to
about 35 percent in 2000, moderated to 19.4 percent in 2001, reflecting measures to mop up
banks’ excess reserves (Figure 2). As a result, the Treasury bill rate was increased from

12'2 percent in August to 15 percent by October 2001. A waiver of the performance
criterion was granted by the Executive Board during the final review of the third annual
arrangement under the PRGF.

10.  Developments in the external sector were dominated by a surge in imports, including
the unprogrammed importation of three electricity generators (funded by a donor
concessional loan and supplier’s credit). As a result, the current account deficit (excluding
official transfers) widened to about 14%4 percent of GDP in 2001 from 12 percent in 2000.°
The nondisbursement of donor grants (1.6 percent of GDP) was the main factor explaining
the decline in gross official reserves to the equivalent of 4.9 months of imports and also
contributed to a further depreciation of the dalasi by 7 percent in real effective terms in 2001
(Figures 3 and 4).

11. Notwithstanding some delays, there was significant progress in implementing
structural reforms and arrangements aimed at accessing technical assistance to strengthen
the limited institutional capacity. All but one of the PRGF-supported program structural
benchmarks were implemented, some with delays (see Appendix I, Table 3). The
exception—the rebasing of the national accounts to 1998 (currently based on 1976/77)—was
delayed owing to inadequate personnel, a problem that is being addressed.

12. Budgetary reforms included further efforts to enhance transparency and
strengthen the reporting and control system, assisted by the Fund resident budget advisor

% The current account deficit, including official transfers, increased to 6% percent of GDP
from 4% percent in 2000.



Figure 2. The Gambia: Reserve Money and Sources, January 1999-March 2002
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Figure 3. The Gambia: Exchange Rate Developments, January 1985 - March 2002
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Figure 4. The Gambia: Main External Sector Indicators, 1997-2003
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Box 1. The Gambia: Public Expenditure Management Reforms

Background and problem identification. A Fund TA mission that conducted an Assessment and Action Plan in July 2001
as part of efforts to strengthen the capacity for tracking poverty-reducing expenditure identified The Gambia as one of the
HIPC Initiative countries that needed to substantially upgrade the system in this area. An earlier Fund TA mission on public
expenditure management and customs administration had also noted that problems in government accounting were
particularly pervasive and needed to be addressed urgently in order to lay the foundation for improving transparency, fiscal
reporting, and budget execution. In particular, it highlighted the following problems: (a) weak budgeting preparation, mainly
owing to unrealistic costings of policies and lack of control over the BTL accounts—on which little information was
available; (b) long delays in producing the general ledger; (c) large discrepancies between fiscal and monetary data in
monthly fiscal reports; and (d) no audited annual accounts of government since 1991/92. The antiquated computer system
used in the Accountant General’s Office (AGO) contributed significantly to these problems. Key problems in budget
preparation reflected weak capacity for forecasting revenues, the formulation of the budget based on only a one-year-ahead
framework, a dual budgeting system for recurrent and development expenditures, and inadequate information on the
government financing requirement and the stock of domestic government debt—the reduction of which remains a key policy
objective. Furthermore, the lack of reliable data on a timely basis frustrates the authorities’ efforts to execute the budget
and implement an effective cash management system.

Progress in implementing action plans

Structural reforms in public expenditure management have focused on strengthening the AGO, which remains a weak, yet
pivotal, link in improving the reporting and reconciliation of expenditure data under the PRGF-supported program:

e  With the assistance of the Fund resident budget advisor, (a) public accounts for 1991/92-99 were closed in 2001;
(b) an accounting framework to track poverty-reducing expenditure, including outlays funded under the HIPC
Initiative, was developed and incorporated in the 2002 budget; (c) a special central bank account was opened to
monitor expenditure funded from debt relief under the enhanced HIPC Initiative; (d) a spreadsheet-based
framework was developed to facilitate the timely reconciliation of treasury cash books with the accounts of the
central bank; and (e) measures were taken to bring a number of BTL accounts under budgetary control and
reporting procedures, including setting quarterly ceilings for those funded mainly from the Consolidated Revenue
Fund. The budget advisor is conducting a comprehensive study of the BTL accounts that will inform future policy
in this area. He is also undertaking a major reclassification of the budget (revenue and expenditure).

e Under the World Bank’s Capacity Building for Economic Management Project (CBEMP), a major computerization
of government accounts has been initiated, including the development of an integrated financial management
information system (IFMIS); an IFMIS resident advisor was posted in Banjul in March 2002. Furthermore, in 2001,
the Commonwealth Secretariat posted a resident information technology expert, who assisted the AGO in
completing the computerization of the payroll system. The World Bank and United Kingdom also provided
assistance for public expenditure reviews (PERs) in key sectors (agriculture, education, and health) to ensure a
better linkage of sector policies to budgetary priorities in the PRSP, and to the budget starting in 2002. The PERs
are part of efforts to strengthen the multiyear public investment program, while starting the development of other
key elements for a medium-term expenditure framework (MTEF).

e The resident Fund macroeconomic advisor (since April 2002) is helping to develop the capacity to project
budgetary aggregates in the context of a comprehensive medium-term macroeconomic framework; these
projections should help develop better linkages between budget estimates and expenditure policies.

e The United Kingdom and the World Bank are also supporting efforts to strengthen Auditor General’s Office, in
order to expedite the auditing of public sector accounts. The Gambia is participating in the General Data
Dissemination System (GDDS) in an effort to improve its capacity to generate accurate macroeconomic data on a
timely basis.

(see Box 1). As part of a joint Fund-World Bank enhanced HIPC Initiative exercise, a July
2001 Fund technical assistance mission assisted the authorities in developing an Assessment
and Action Plan (AAP) to strengthen the capacity for tracking overall poverty-reducing
expenditure, including outlays funded by interim debt relief under the enhanced HIPC
Initiative. However, the development of public expenditure reviews (PERs) and the costing
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of their priorities—with technical assistance provided by donors—was delayed. As a result,
the budget for 2002, which was approved by parliament on December 17, 2001, relied on ad
hoc arrangements in allocating expenditures to the key social sectors (agriculture, education,
and health) to reflect the PRSP priorities

13. As detailed in the MEFP (Appendix I, Attachment), ongoing or planned tax and
financial sector reforms and a program to strengthen data have been supported by
preparation of the Technical Cooperation Action Plan (TCAP), through which Fund
technical assistance (TA) is being coordinated to improve macroeconomic policies.
Moreover, in July 2001 the World Bank approved the Capacity Building for Economic
Management Project (CBEMP) to help strengthen key economic institutions. Preparations
are also under way to develop a broader technical assistance program to support PRSP
implementation; the program will be presented to donors as part of the planned roundtable
meeting later in 2002.

14. On the political front, The Gambia completed presidential (October 2001), national
assembly (January 2002), and local (April 2002) elections, through which democracy has
been strengthened. In March 2002, the United States normalized donor relations with The
Gambia and lifted the prohibition on economic aid. Around the same time, The Gambia also
resolved its differences with the European Union (EU) following request by the government
to the EU in late 2001 to replace its representative in Banjul.

15. The drawn-out electoral process contributed to expansionary fiscal policies
during the first quarter of 2002. Notwithstanding improved tax collections, which brought
revenue broadly back as programmed, expenditure overshot the end-March 2002 target by
about 2 percent of GDP, as election-related outlays continued and project execution was
accelerated, including for the Mandinaba-Soma road, in the amount of US$2.6 million.
Although disbursement of project funds (including in respect of the electricity generators)
helped limit the adverse impact of the net government credit from the banking system (and
contributed to a decline in outstanding treasury bills), the end-March 2002 quantitative
indicative targets with respect to the basic primary balance of the central government and the
net domestic assets of the central bank were not observed. Delays in receipts of groundnut
exports and a recent tightening of border controls, which impeded the reexport trade, added
to exchange rate pressures; as a result, the dalasi depreciated by 5 percent vis-a-vis the U.S.
dollar, despite sizable sales of foreign exchange by the central bank. The end-March 2002
indicative target on net official international reserves was not observed.

16. In January 2002, the central bank took over the insolvent Continent Bank—one of the
smaller banks that caters mainly to middle- and lower-income customers—and thus managed
to avoid a potential run on the bank. At end-March 2002, the bank had about

20,000 depositors, and its total deposits amounted to D 71.9 million. The authorities are
working on a resolution plan for the bank, and an international accounting firm, KPMG, has
been contracted to undertake an audit of the bank. The central bank will discuss the
resolution plan with the Fund staff, including the possible need for technical assistance to
deal with the issue. Significant progress was achieved in making plans to allow the
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acceptance of foreign currency deposits: one bank has already introduced such deposits,
while two banks have been licensed to do so and others are applying for licenses

III. PoLICY DISCUSSIONS

17.  The discussions took place against the background of the reemergence of
expansionary fiscal policies through March 2002. On the positive side, the settlement of the
Alimenta property dispute, the completion of peaceful national elections, the finalization of
the PRSP, and improved donor relations provide a favorable environment for refocusing the
authorities’ efforts on redressing the recent slippages and consolidating the gains from the
previous PRGF-supported program.

18. The discussions focused on the authorities’ comprehensive poverty reduction strategy
and the design of a PRGF-supported program to support their strategy (see Box 2), as
acknowledged by the authorities in the MEFP (para. 40). The authorities expressed renewed
determination to move forward, while giving a high priority to addressing the outstanding
fiscal policy issues. They also committed themselves to deepening the implementation of
structural reforms with the benefit of the increased emphasis by the Fund and donors on the
provision of technical assistance to address constraints associated with the limited
institutional capacity.

A. The Macroeconomic Framework for 2002/03-2004/05

19. Broadly in line with the PRSP, the medium-term macroeconomic framework for
2002/03-2004/05 (April-March) was updated, with the key objectives comprising (a) annual
real GDP growth of about 6 percent; (b) average inflation of about 3% percent per annum;
(c) an external current account deficit (excluding official transfers) of 107 percent of GDP
by 2005; and (d) gross external reserves equivalent to 52 months of imports of goods and
services. The overall budget deficit (excluding grants) is expected to decline to about

2 percent by 2005. Total investment is envisaged to rise from 17% percent of GDP in 2001 to
22 percent in 2005 (and from 4% percent to 7 percent over that period for the government
investment), and the envisaged increase in the government saving-investment balance of

5 percentage points of GDP would contribute to the improvement in the external current
account.

B. The Program for 2002/03

20. In light of the expenditure overruns during the first quarter of 2002, the
discussions on the program for 2002/03 focused on immediate actions that could be
taken to contain outlays. The authorities recognized that the expenditure trend through end-
March 2002 was clearly unsustainable, while noting that one-off factors were mainly
responsible. To ensure that there is no recurrence of the recent slippages, the authorities have
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Box 2. The Gambia: PRSP-PRGF Linkages

Objectives/Priorities/Issues

PRSP

PRGF

Overarching objectives

Development priorities

Specific issues

Sources of growth

Public expenditure
management

Financial sector

reforms

Debt sustainability

Data (economic/social)

Technical Assistance

Financial resource
mobilization

Achieving long-term sustainable growth and reducing
poverty.

Five pillars
Improving the enabling policy environment to
promote growth and poverty reduction.

Enhancing the productive capacity and social
protection of the poor and the vulnerable.

Improving coverage of the essential services provided
to the poor.

Building the capacity for local development through
decentralization.

Mainstreaming gender equity, environmental issues,
nutrition, governance, and HIV/AIDS awareness in all
development programs.

Focusing on agriculture, tourism, reexports, and the
development of the free zone area, supported by
reforms, increased expenditure allocation, and donor
projects.

Promoting accountability, transparency, and
expenditure allocation to sectoral priorities. The
Gambia has only met five of the benchmark
assessments of the public expenditure management
system, which implies that substantial upgrading is
required.’

Developing the financial sector, including targeting
the poor via development of small enterprises and the
provision of microfinance.

Promoting external and domestic debt sustainability to
support the poverty reduction strategy.

Strengthening the Central Statistics Department to
improve macroeconomic, social, and poverty data,
partly through household’s surveys and a census.

Broadening access to technical assistance to
strengthen the implementation of the PRSP, including
through improved economic and social data
compilation, policy formulation, and implementation.

Mobilizing domestic and external resources through
revenue effort, better expenditure management, and
donor assistance.

Medium-term macro framework for sustainable
growth and poverty reduction. Provides
monitoring framework for PRSP medium-term
macro targets.

Direct links to pillars one, two, and three via
enabling macro-framework that integrates sector
priorities in overall budget to promote growth
and provide priority social services to the poor.

Indirect links to pillars four and five through
work of authorities, donors and NGOs on sectors
and cross-cutting issues linked to the budget

Collaboration with donors to support sectors.
Promote stable macroeconomic environment and
external competitiveness via prudent financial
and conducive exchange rate and trade policies

Close and audit public accounts. Enhance
expenditure control and reporting including on
below-the-line accounts. Tracking system for
poverty-reducing expenditures. Fund budget and
macroeconomic advisors posted in Banjul

Promote conducive macroeconomic
environment, financial intermediation and
provide technical assistance to the central bank

Contain budget deficit to reduce domestic debt.
Concessional external borrowing. Fund staff to
assist with external debt sustainability analysis

Improvements in macroeconomic data, and
enhance participation in the General
Dissemination Data System

Technical Cooperation Action Plan (TCAP) to
better coordinate and enhance the formulation
and implementation of macroeconomic policies

Tax reforms to boost revenue. Provision of
concessional IMF resources and enhanced HIPC
Initiative debt relief. Framework to support
donor roundtable meeting

! See “Actions to Strengthen the Tracking of Poverty-Reducing Public Spending in HIPC Countries” (SM/ 02/30; 1/30/02).
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Box 3. The Gambia: Tax Reforms

Against the background of weakened revenue performance and preparations for the PRSP and the new PRGF-
supported program, the authorities requested for Fund technical assistance in late 2001 to review and propose
reforms for the tax system. These reviews indicate that tax revenue outlook faces constraints as the potential to
introduce new taxes is limited, and that improvements in this area will rely mainly on administrative and
institutional capacity actions. The Fund tax policy mission report, in particular, noted The Gambia’s already high
“tax effort” by regional standards. For 2001, tax revenue in The Gambia was 15.8 percent of GDP, which is higher
than most countries in the region except Senegal and Cote d’Ivoire. If one takes into account The Gambia’s low-
level per capita income, its “tax effort” is even higher than these two countries. At the same time, the report pointed
to the need to replace revenue lost as a result of recent trade liberalization. In view of the limited domestic
manufacturing, the importance of the re-export trade sector in government revenue (accounting for 40 percent of
customs and 70 percent of sales tax revenue), as well as the authorities limited institutional capacity, the mission
advised against the introduction of a value added tax (VAT—the most commonly used consumption tax). The
mission indicated that since a fully functioning VAT would have to exempt re-exports, its introduction would end up
substantially reducing tax revenue. Instead, tax policy proposals emphasize incremental changes to improve
efficiency and a broader application of excise taxes, including on services (e.g., on electricity), which are consumed
by the relatively higher income groups.

During the mission, the authorities and the mission worked on a two-phased approach to enhance revenue collection.
The first phase focused on quick fix measures designed to stem revenue losses. These measure included improved
customs valuation based on timely adjustments in the exchange rates, improved access to data on oil imports (prices
and volume) to provide a more realistic tax assessment, closure of loopholes that had permitted tax payers, notably
public enterprises, to build up tax arrears, and enhanced surveillance of the tax departments in part to reduce
discretionary tax exemptions. As a result, revenue performance through the first quarter of 2002 was broadly on
target. The second phase focuses on longer-term measures such as collection of tax arrears, which have accumulated
to substantial levels, especially by public enterprises. In this regard, the authorities prepared a cabinet paper, which
was approved in early May 2002, providing a basis for enhanced ministerial discipline on the various public
enterprises, inter alia, to enforce their payment of tax and other arrears owed to government. Other measures
include (a) the transfer of the domestic sales tax unit from the Customs and Excise Department to the Inland
Revenue Department; (b) continued efforts to improve computerization, including upgrading ASYCUDA; and (c)
redrafting the Income Tax Act with Fund technical assistance. As part of the envisaged second phase of reforms, the
authorities have increased their collaboration with the Fund, the World Bank and DFID in trying to develop a
comprehensive tax reform to strengthen tax administration and institutional capacity. This approach informed the
June 2002 joint Fund/World Bank tax mission, which worked closely with local donors and the authorities in
developing such a reform package, details of which were not available at the time of the finalization of this report.

taken several steps, including maintaining tighter controls on BTL accounts’, and slowing
project execution. The authorities redoubled their efforts to seek grants to finance a major
project—Mandinaba Soma road construction (see details in para 23 of the MEFP—
Appendix I, Attachment II), as of early June 2002, US $1.6 million in grants has been
disbursed to mitigate the pressure on budgetary resources. The authorities are now
undertaking a comprehensive mid-year review of the budget with a view to curtail
expenditure and disbursements in the second half of 2002, especially in areas where
expenditure overruns have occurred. On the revenue side, urgent action was taken to
implement phase one measures that have significantly enhanced revenue performance in the
first quarter of 2002, an out come the authorities intend to improve upon with longer-term
phase two reform measures (Box 3). With respect to export receipts, groundnut export

7 Effective May 2002, all expenditure from BTL accounts require proper documentation and
reporting.
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earnings are recovering, while high-level discussions are being held with the aim of lifting
impediments to border trade (reexports).

21.  For 2002, real GDP growth is projected at 6 percent, an outcome that is supported by
the expected privatization and reforms in groundnut marketing, the continued recovery in the
reexport and fishing sectors, improved confidence, and the augmented supply of foreign
exchange, infrastructure, and utilities. After a surge from end-2001 through early 2002,
annual average inflation is expected to stabilize at 5’2 percent, as measures will be taken to
tighten financial policies.

Fiscal policy

22. The discussions on fiscal policy focused on the review of the 2002 budget and
developments since it was approved, with a view to reducing the overall deficit (excluding
grants) to 5 percent of GDP, compared with the 4 percent in the original budget, and to
containing government access to domestic bank financing. This revised budget target is
based on an expected recovery in revenue performance, the nonrecurrence of previous
exceptional outlays in 2001, and measures to specifically control expenditure from the BTL
accounts and slow project execution. The revised budget reflects an emphasis on key
sector priorities (agricultural, education, and health) via ad hoc arrangements, but better
integration based on timely,® improved PERs is planned in the context of the 2003 budget
and beyond. The budget also provides for a 6 percent across-the-board increase in the wage
bill to help retain skilled staff. As is customary, the government provided salary advances,
payable over a six-month period, to all civil servants (0.3 percent of GDP) in February 2002
for the Tobaski festival. Capital expenditure is projected to increase to 5% percent of GDP in
2002 (from 4.7 percent in 2001) (Table5). The budget also incorporated interim debt relief of
about US$4.4 million under the enhanced HIPC Initiative; including HIPC-supported
expenditure, the deficit is projected at 6'4 percent of GDP.

23.  Discussions on revenue measures and reforms were influenced by the
recognition that revenue performance will recover more gradually than had been
envisaged in the past. As detailed in the MEFP, the planned actions should improve
domestic revenue to about 17 percent of GDP (against 16.2 percent in 2001).
Improvements in the outer years are envisaged to be moderate, with a target of about 18%
percent of GDP in 2005. The revenue projections for 2002 incorporate recent measures to
eliminate tax and other arrears to the government for a number of public enterprises by mid-
2003 (about D 32 million, or 0.5 percent of GDP, is to be repaid in 2002). Revenue reforms
focus on implementing the recommendations of recent Fund TA missions supported by the
CBEMP. A joint World Bank/Fund mission visited Banjul in June to assist the authorities in
formulating a tax reform program that incorporates the recommendations of the audit of the

® The budget preparation cycle begins in June, and new or updated PERs will henceforth be
prepared and costed well ahead of this month.
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2001 operations of the Customs and Excise Department; the audit was carried out in May
2002 (with assistance of the U.K. Department for International Development—DFID) in
fulfillment of a program prior action. The mission’s recommendations will become
available shortly.

24. The reforms in public expenditure management that were outlined in the
September 2001 cabinet paper aim at improving human resources, equipment, procedures,
and systems in the Accountant General’s Office, in order to enhance the reporting and
control of expenditure. The cabinet paper also included measures to strengthen the office of
the Auditor General, in order to facilitate the auditing of public accounts. Following the
review of the report of inquiry of the former Auditor General, her replacement will be
appointed—an action that will be critical for the timely audit of government accounts. The
new expenditure system should also subsequently facilitate conversions to program
budgeting in line with the objectives of the PERs (and, eventually, of the medium-term
expenditure framework—MTEF) and improve expenditure classification to reflect the PRSP
and enhanced HIPC Initiative priorities. Fund and donor TA is expected to play a key role in
implementing these reforms.

Monetary policy and financial sector reforms

25.  The key objectives of monetary policy during 2002 are to maintain low inflation and
strengthen external reserves. The monetary program in 2002 targets a reduction in end-
period inflation to 3% percent and the maintenance of adequate gross official external
reserves. In this context, the government will maintain a tight monetary (and fiscal) policy,
while providing adequate credit to the private sector, and will continue to promote exchange
rate flexibility. The central bank will seek to moderate the growth of broad money to about
13 percent by end-2002. As detailed in the MEFP, the central bank has already implemented
two prior program actions: (a) the central bank board approval of the reforms discussed
with the December 2001 Fund technical assistance mission, and (b) the initiation of the
review and redraft of the Central Bank Act, as well as a number of supporting actions
associated with the provision of future Fund technical assistance to the central bank. Fund
technical assistance support is intended to deepen financial sector reform, improve the
operation of the money market, promote flexibility in interest rates, and enhance the
soundness and efficiency of the financial system. Some of the planned measures include the
expansion of the use of the book-entry system, steps to promote the use of longer-maturity
treasury bills and foreign currency deposits, and the development of a liquidity forecasting
framework. Work on the latter would be supported by the Fund macroeconomic advisor at
the Department of State for Finance and Economic Affairs (DOSFEA), via efforts to improve
the timely reporting of data on net government borrowing requirements. The CBG will also
be implementing measures to improve the supervision of the financial system (see Box 4).
The Financial Institutions Bill, the Insurance Bill, and the Money Laundering Bill are
expected to be approved by the National Assembly in 2002.
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Box 4. The Gambia: Financial Sector Reforms

The Central Bank of the Gambia (CBG) operates under the legal framework of the Central Bank Act of 1972 to
supervise and regulate financial institutions. Over the years, the supervisory activities of the central bank have grown to
encompass insurance companies and microfinance institutions. Currently, the central bank is involved in regional efforts
under the West African Monetary Zone (WAMZ).

To review the broad mandate of the CBG and the use of Fund technical assistance, a Fund mission visited Banjul in
December 2001. The mission made recommendations in the areas of monetary policy formulation and implementation, the
deepening of the domestic money market, supervision of banks and other financial institutions, and human resource
development. Additionally, it reviewed the central bank’s record in implementing the recommendations of previous Fund
technical assistance missions.

To improve its ability to effectively conduct monetary policy, and to move toward the statutes of the proposed West African
Central Bank, the CBG is seeking a review of the Central Bank Act of 1972. In addition to amendments to define its
mandate more clearly, the proposed changes would result in a more independent central bank. In early June, a cabinet sub-
committee approved a draft money laundering Bill, shifting overall responsibility to the Department of State for Finance
and Economic Affairs (DOSFEA), which will, in turn, designate the central bank as the supervisory agency. The Bill will be
forwarded shortly to the Fund for review.

In order to improve monetary policy formulation, the CBG has created an Open Market Committee, which will be
responsible for the basic monetary policy decisions. To strengthen policy coordination between the CBG and the DOSFEA,
this committee will include a representative from DOSFEA.

To improve the effectiveness of its monetary policy operations, the CBG is developing a liquidity forecasting framework.
This framework links changes in commercial banks’ reserves to anticipated changes in the government’s accounts at the
central bank and various central bank operations. Thus, by adopting a more forward-looking stance, and through improved
communication with DOSFEA, the CBG hopes to smooth commercial banks’ liquidity, and, by reducing excess reserves
held by the banks, to improve the response of banks to changes in monetary policy. So far, however, the use of this
framework is limited by data coverage of government transactions. Other measures in this area include the implementation
of a book-entry system for treasury bill auctions and the use of longer-term securities.

The Fund mission made several recommendations to deepen the domestic money market. As a first step toward
introducing repurchase facilities, the central bank is working with commercial banks to develop a master repurchase
agreement. Further recommendations include setting bank-by-bank limits on the use of standing facilities, shortening the
reserve averaging period, and, in conjunction with improvements in the liquidity forecasting framework, conducting open
market operations to reduce daily variations in overall reserve positions.

The central bank’s supervisory functions are hampered by a scarcity of trained staff, in particular in the area of insurance
supervision, and a lack of explicit examination policies and procedures. The authorities are revising two key financial sector
laws (the Financial Institutions Bill, and the Insurance Bill), which will provide an improved legal framework for the
supervision of the banking and insurance sectors. Additionally, the central bank is developing manuals of examination
procedures for banking, insurance, and microfinance institutions. The authorities have requested (and are receiving) Fund
technical assistance in drafting these laws; it is expected that both will be submitted to the cabinet and for parliamentary
approval soon. While some progress has been made in filling vacant positions in the central bank’s banking supervision
department, several senior staff have been seconded to manage the Continent Bank, which was seized by the central bank in
January 2002.

In addition to making the recommendations discussed above, the December 2001 Fund mission observed that the central
bank’s implementation record regarding Fund TA could be improved. It recommended that further Fund technical assistance
be contingent on a number of prior actions on the part of the central bank, such as a CBG board resolution approving the
proposed action plan, the passing of the Financial Institutions and the Insurance Bills, the filling of vacant staff positions, the
preparation of a resolution plan for the insolvent banks and insurance companies, and efforts to improve the coordination
and implementation of technical assistance. The central bank has made good progress in implementing these
recommendations.

In the context of the PRSP, interventions will be focused on the village savings and credit association (VISACA) and will
relate to capacity building, product development, improvements of the regulatory framework, better linkages among
microfinance institutions, the setting up of a credit guarantee fund, and incentive schemes for private sector investment in
agriculture. Formal financial sector reforms in the PRGF are being coordinated with the PRSP’s activities, which focus on
the informal sector, in order to provide better support to the private sector, including the poor.
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26.  Nonperforming bank loans (NPL) had declined to 7.9 percent of total outstanding
loans by end-March 2002 from 13.6 percent in June 2000, and provisioning for
nonperforming loans has remained above 90 percent of the level of such loans in 2001. The
authorities will encourage banks to maintain their capital adequacy ratios above the legal
requirement level of 8 percent. They have also taken steps to strengthen the management
capacity of the Continent Bank, which has not been meeting some of these standards.
Addressing the full extent of the Continent Bank’s problems however, requires completion of
the resolution plan, which will also establish the cost to the budget of either its
recapitalization or liquidation.

Other structural reforms

27. As detailed in paragraph 34 of the MEFP, the authorities are pursuing other
structural reforms to, inter alia, promote a macroeconomic environment conducive to

private sector activity, in line with the PRSP objectives. The areas covered include

(a) modernization of business-related legislation; (b) regulation and public procurement (the
Regulation and Procurement Acts were enacted in 2001); (¢) competition policy (a draft was
prepared with technical assistance from the Commonwealth Secretariat in 2000); and

(d) public enterprise divestiture. The divestiture program was given a boost following the
2001 cabinet approval of the privatization of Track I public enterprises—defined as
enterprises that can be sold without the need for legislative and regulatory support, and which
include the former Alimenta assets. Privatization of the remaining public enterprises (mainly
utilities) would be informed by a number of studies planned for 2002. The Gambia
Divestiture Agency (GDA) will channel part of the privatization proceeds into the divestiture
account at the central bank. In 2002, up to D 25 million will be transferred from the
divestiture account to reduce the government’s domestic debt. As detailed in paragraph 38 of
the MEFP, the government is also implementing a governance program to, inter alia, improve
transparency and governance in all public institutions, as well as in the legal and judicial
processes.

28.  The mission urged the authorities to follow through with a transparent privatization
of Alimenta’s former assets to competing firms, in order to improve groundnut marketing
and reduce the role of government. These measures are critical to the success of the broader
reforms envisaged for the agricultural sector—reforms aimed at enhancing the provision of
extension, research, and credit services to farmers in order to promote rural income-
generating activities.

External Policies and Balance of Payments Outlook, and Ability to Repay the Fund

? The decline in the NPL reflects the government’s payment of D 64 million in respect of
nonperforming crop loans in February 2001, as well as an improvement in crop-marketing
arrangements during 2001/02.
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29. The Gambia’s balance of payments position is expected to strengthen over the
medium term, with the external current account deficit (excluding official transfers)
projected to narrow from 14% percent of GDP in 2001 to 13% percent in 2002 and further to
10%4 percent by 2005. During this period, the volume of total exports (excluding reexports) is
expected to increase by nearly 6% percent, reflecting a further expansion in groundnut, fruit,
and fish exports, while reexports should benefit from improved cross-border relations, a
depreciated dalasi, and the introduction (in January 2002) of foreign currency deposits. In
particular, fish products will benefit from favorable world prices and an expansion in
processing capacity. Receipts from tourism are projected to increase significantly following
peaceful elections and the efforts to promote the sector. The terms of trade are forecast to
remain stable during 2003-05. Private transfers and the prospects of private inflows of direct
investment are expected to improve as the economy grows and the reform process is
deepened. Meanwhile, import growth is envisaged to moderate, starting in 2002, after a one-
off increase in 2001 related to the importation of three electricity generators. Gross official
reserves are projected to reach SDR 87.7 million by end-2002, equivalent to about five
months of import cover. A financing gap of SDR 10.3 million is estimated for 2002 and is
expected to be filled by recourse to Fund (SDR 5.8 million) and donor assistance (including a
minimum of € 3.7 million from the EU). A donor roundtable meeting planned for
September 2002 is expected to raise funding for the PRSP-related spending and the
associated financing gap starting in 2003. Key external sector reforms are summarized in
Box 5.

30. The authorities reiterated their commitment to a liberal trade and exchange
system. They will continue to explore further measures to rationalize and reduce external
tariffs, which, together with the pursuit of a market-based flexible exchange rate, should
significantly benefit The Gambia’s external competitiveness. The mission concurred with the
authorities’ assessment and considered the prevailing exchange rate, in conjunction with the
pursuit of prudent financial policies, to be broadly appropriate in maintaining the country’s
external competitiveness.

31. Over the medium term, the debt-service ratio, after accounting for the enhanced HIPC
Initiative assistance, will fall from about 134 percent of exports of goods and nonfactor
services in 2002 to 8% percent by 2005 (Table 9).'° The share of repayments to the Fund in
relation to total debt service is expected to increase from 1.6 percent in 2001 to 8% percent in
2005. In 2001, the Fund approved interim assistance under the enhanced HIPC Initiative of
SDR 0.8 million, covering 9.6 percent of each repayment obligation falling due until
December 31, 2001. The government intends to use the remaining proceeds of the Fund

!9 The nominal present values (NPV) and debt-service statistics (Tables 3 and 9) are slightly
higher than those envisaged in the Decision Point Document (www.imf.org), reflecting
higher-than-anticipated new multilateral loans and one concessional loan from a bilateral
donor in 2001. Moreover, the growth rates for exports and government revenue were
moderated in light of developments in 2001.
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Box 5. The Gambia: External Sector Reforms

The strategic location of The Gambia, controlling a navigable river into the hinterland and possessing an efficient port, as well as
its long history of liberal trade and exchange rate policy, has enabled the country to develop into a regional entrepot.

The Gambia accepted Article VIII sections, 2, 3 and 4 of the Funds’ Articles of Agreement in 1993. External tariff reforms have
been implemented recently. In 1998, the maximum tariff rate was lowered from 90 percent to 25 percent for all items except
tobacco, alcohol, and vehicles. Further tariff reforms were implemented in 1999, with the rates on tobacco, alcohol, and vehicles
reduced from 87 percent to 20 percent as well. The latest reforms took place in 2000, when the top maximum external tariff was
reduced to 18 percent and the number of tariff bands was further lowered to three nonzero bands. The current tariff rates are 0, 5,
10, and 18 percent.

The nominal exchange rate depreciated by about 20 percent against the U.S. dollar in 2001. The real effective exchange rate
depreciated by 8 percent between January 2001 and January 2002. External debt is quite high, at about 125 percent of GDP. A
debt sustainability analysis was undertaken in 2000, leading to The Gambia’s becoming eligible under the enhanced HIPC
Initiative. The Gambia enjoys relatively low interest payments-on external debt, averaging 4 percent of total exports and
nonfactor services or, 1.2 percent of GDP, and it has been granted debt relief to ensure that the long-run path of external debt is
sustainable. The country has a comfortable foreign exchange position, with gross international reserves (GIR) equivalent to five
months of imports and 21 percent of the nominal debt stock. Additionally, the ratio of GIR to quasi money has been stable at
around 80 percent during the program years.

Export performance has been favorable. The ratio of the exports of goods and services to GDP increased to around 54 percent in
2001. However, there has not been a qualitative transformation in the export base. Reexports still account for about 80 percent of
total exports, benefiting particularly from the country’s recent trade reforms. However, vulnerabilities arise from the threat of
border closures and the trade reforms that are taking place in neighboring countries.

The new PRGF arrangement provides a framework for prudent financial policies and reforms to improve The Gambia’s
external competitiveness and promote foreign investment.

The Gambia River and the country’s 200-nautical-mile-exclusive economic zone contain abundant ocean and river fish and
crustaceans, and remain largely underexploited. An estimated fish yield of around 75,000 tons, and a current annual offtake of
around 29,000 tons provide a wide scope for increased levels of both foreign and domestic investment in the sector. Fish exports
have benefited from investments in cold storage, shrimp and fish processing, and fish farming, as well as increases in the number
of oceanfishing trawlers and artisanal canoes. An Artisanal Fisheries Development Project is under way, with a plan to establish
the Industrial Fisheries Port in Banjul, funded by the African Development Bank. It aims to (a) establish a fisheries port, (b)
establish a central fisheries market, (c) support the Ministry’s Control and Surveillance (MCS) Department, (d) promote the credit
program for financing small-scale fishermen, and (e) establish a Human Resource Development Department.

Tourism is one of the main foreign exchange earners, contributing over 12 percent to GDP. The sector is facing a number of
constraints, including a continued fall in spending by tourists and environmental degradation in some areas. The African
Development Bank has started a US$10 million project for beach rehabilitation. The newly created, private-sector-directed
Tourism Promotion Agency has increased the promotion budget by a factor of 20. Moreover, the government is undertaking a
Tourism Development Master Plan Study for 2002-2020, which should inform a long-term strategy for growth and employment
consistent with the PRSP.

The groundnut sector accounts for about 25 percent of the value added in agriculture, about 8 percent of GDP, and 10 percent of
exports (about 70 percent of domestically produced exports). Production recovered from 78,000 tons in 1997 to 152,000 tons in
2001. The emphasis has now shifted to improve processing and marketing. The rehabilitation of barges and a processing plant are
under way, while a new oil-crushing plant has been established. A settlement with Alimenta, a Swiss marketing monopoly, was
completed in 2001, and there is a proposal to privatize the former Alimenta assets. There is donor support for the provision of
fertilizer, better seeds, and credit to farmers.

The enactment of the Investment Promotion and Free Zones Act in 2001 sets the stage for the establishment of The Gambia
Investment Promotion and Free Zones Agency (GIPFZA) and is expected to promote private investment. Foreign direct
investment picked up slightly in 2001 with new investments concentrated in the tourism sector, roads, and utilities (electricity and
telephones). Within the framework of the US$25 million Trade Gateway Project, the government has established free economic
zones administered and managed by GIPFZA. These zones utilize land around the Banjul airport to facilitate access to easy
transportation and related infrastructure development and are aimed at stimulating private investment in light manufacturing and
export-oriented activities. Commercial banks have been licensed to operate and some have opened foreign currency deposits,
which should facilitate the transfer of funds to promote remittances; the latter are increasingly channeled to investment projects.
Following elections and improved relations, the United States is expected to review The Gambia’s eligibility under the African
Growth and Opportunity Act (AGOA), and a positive outcome to this review would further encourage investments.

interim assistance under the enhanced HIPC Initiative, approved on December 15, 2000, to
meet debt service payments on its existing debt to the Fund as they fall due during 2002. The
Gambia has a good record in meeting its debt service to the Fund, and, given the authorities’
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ongoing commitment to implement a strong adjustment program, it is expected to continue to
meet its financial obligations to the Fund on a timely basis.

C. The PRSP Process and Enhanced HIPC Initiative

32.  The full PRSP, prepared through a participatory process, was presented to the
management of the Fund and World Bank in May 2002; it is assessed separately in the joint
staff assessment (www.imf.org), which is being presented to the Executive Board with the
PRSP (www.imf.org) in support of the request for the three-year arrangement under the
PRGF.

Poverty and social impact analysis (PSIA) issues

The PRGF arrangement is underpinned by macroeconomic adjustments, including fiscal
measures and reforms to strengthen the financial sector that will have an impact on the poor.
Reforms envisaged for the Central Statistics Department (CSD) are likely to significantly
improve information about the poor; the effect of these reforms on the poor is discussed
below.

33. The program adjustment focuses on containing the overall fiscal deficit'' and
eventually bringing it down to a sustainable level. The resulting impact would be to release
resources (up to 20 percent of the revenue that is currently absorbed by domestic debt
servicing) to augment poverty-reducing expenditure. Achieving this target requires
mobilizing domestic resources and strengthening public expenditure management.

34, The revenue effort calls mainly for a reduction in discretionary customs tax
exemptions and better enforcement of sales taxes, especially those collected by hotels and
public enterprises (e.g., The Gambia Telecommunications Company (GAMTEL)) that have
accumulated tax arrears. The sizable revenue recovery would be an immediate cost to
individuals who have hitherto had the means to avoid taxes and, therefore, are not likely to be
among the poor. To the extent that better tax enforcement marks up the prices on taxed goods
and services, the tax incidence would fall on higher-income groups and foreigners who
consume taxable imported or reexported items or those subject to sales tax.'* Since items like
rice, medicine, and fertilizer attract a zero import duty rate and the latter two are not subject
to sales tax, consumption of these items by the poor would be largely unaffected. The

! The fiscal deficit for program purposes is narrowly defined to exclude the poverty-
reducing expenditure funded under the enhanced HIPC Initiative and incremental PRSP
expenditure. These programs are, in any case, fully funded and would not have an impact on
budget financing.

'2 The Fund tax policy mission estimates that nearly 40 percent of customs revenue and
70 percent of sales tax revenue come directly from goods imported for reexport.
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proposed higher excise taxes on cigarettes, liquor, and electricity would also fall mainly on
higher-income groups and foreigners (the latter via reexports), who consume these items. The
expenditure measures taken to improve allocation, accountability, and transparency would
likely reduce corruption and waste and increase resources to priority sectors. The poor are
thus not likely to be adversely affected by these measures and could well benefit from the
programmed fiscal reforms. Moreover, the resulting salutary impact on inflation'® would
over time also increase welfare, especially for the poor.

35. The most recent household survey (1998) reveals that the incidence of poverty
increased substantially in recent years and that the majority (about 91 percent) of the
extremely poor households in the rural areas are engaged in agriculture. The narrow resource
base of the economy is a major inhibiting factor to economic resilience, aggravated by an
influx of refugees from the region, which has put pressure on the limited social services. In
this context, the PRSP has identified a number of priority actions, including increased
budgetary allocations to key social sectors (agriculture, education, and health) as part of the
effort to alleviate poverty (Table 5b). Excluding the enhanced HIPC Initiative spending,
budgetary allocations to these sectors increased from 38 percent of non-interest current
spending in 2000 to about 43 percent in 2002.

36. The financial sector reforms focus on strengthening the legal and institutional
framework, so as to broaden and deepen the financial system and promote private sector
access to credit. To the extent that the emerging dynamic private sector generate employment
while the PRGF reforms in the formal financial sector complement the expansion of credit
facilities to small enterprises and microenterprises (envisaged under the PRSP), the poor
would benefit. On a related issue, the mission argued for the closure of Continent Bank since,
as a small bank, it does not pose a systemic risk to the rest of the banking system; such an
action would also send a strong signal of the authorities’ commitment to promote sound
banking practices. The authorities argued strongly against the immediate closure of the bank,
pointing out that its services were mainly geared to the low-income households. However,
agreement in this area is dependent on finalizing the resolution plan for the bank.

37. The proposed reform of the CSD (para. 43 of the MEFP) would substantially enhance
macroeconomic, social, and, especially, poverty data, thereby strengthening the design and
implementation of the PRSP and benefiting the poor considerably in the medium to long run.

The enhanced HIPC Initiative

38. The government has achieved significant progress in implementing the enhanced
HIPC Initiative completion point triggers. The first six-monthly report on tracking
poverty-reducing expenditure, including HIPC Initiative-funded expenditure for 2001, will

13 The current consumer price index, based on a low-income urban household consumption
basket, understates measured inflation.
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be presented to the High-Level Economic Committee shortly. Regarding education triggers,
the number of teachers (lower basic education) graduating from The Gambia College reached
361 in 2001 (compared with 192 in 2000), thus exceeded the annual growth target of

45 percent. The girls’ scholarship fund was also successfully implemented, and the number
of participants in the four poorest regions rose to over 7,800 at end-2001 (against the annual
target of 2,000). Progress in implementing the health triggers (the number of births attended
by trained antenatal personnel and the share of expenditure on primary and secondary health
care) is broadly on target.'* Notable progress has been achieved regarding other triggers. The
Regulatory Act was enacted in 2001, paving the way for the establishment of a regulatory
agency, while the privatization of the former Alimenta assets is under way. The Gambia is
expected to reach the enhanced HIPC Initiative Completion Point by mid-2003.

D. Technical Assistance and Statistical Issues

39. The Fund staff has made substantial progress in the preparation of a
comprehensive TCAP aimed at promoting performance under the PRGF arrangement
(MEFP, para. 44). The TCAP focuses on key reforms in public expenditure management, tax
policy and administration, monetary and foreign exchange operations and financial sector
supervision, and macroeconomic data. The UK-DFID has expressed interest in providing
support, including possible financing of Fund technical assistance in support of the
macroeconomic reforms under the TCAP.

40. The Gambia’s economic and financial statistics remain in need of improvement,
especially with regard to the balance of payments, national accounts and prices, public
investment, the public enterprise sector, and employment. Although the comprehensive
balance of payments data are still compiled on an annual basis, detailed key external
indicators on international reserves and government debt service are provided on a timely
basis, and thus the country meets the minimum reporting requirements for surveillance on
external debt and reserves. Data on the social sectors and poverty need to be substantially
improved and better integrated with mainstream economic data. The authorities have taken
steps to strengthen the statistical base, including through efforts to improve the staffing of the
CSD. The country is also participating in the Fund’s General Data Dissemination System to
improve the quality, timeliness, and transparency of data provision. The Gambia’s metadata
are now available on the Fund’s Dissemination Standards Bulletin Board.

E. Prior Actions and Economic and Financial Performance Monitoring

' Preliminary budget data for 2001 indicate that allocations for primary and secondary health
care increased to 27.3 percent of total recurrent expenditure in health from 26 percent in
2000. The number of trained antenatal personnel is derived indirectly from the estimated
stock figure in 2000 and the number of trainees completing the courses each year in this area.
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41. To help ensure successful implementation of the program, the government has
implemented the following prior actions: (a) a CBG Board resolution in support of the
reforms, as recommended by the December 2001 Fund technical mission; (b) initiation of a
review of the Central Bank Act; and (c) an audit of the 2001 operations of the Customs and
Excise Department (Appendix I, Table 2). Items (a) and (b), together with other measures,
will trigger Fund technical assistance to the central bank under the TCAP.

42. The program will be monitored through the quantitative benchmarks and quantitative
performance criteria specified in Tables 1 and 2 of Appendix I. Seven benchmarks have been
set for end-June 2002, and these will also serve as quantitative performance criteria for end-
September 2002. Indicative targets on the same variables have been established for end-
December 2002. Five structural benchmarks have been set for specific dates through end-
November 2002, and a continuous performance criterion on the avoidance of external
payments arrears has also been set. Program implementation will be assessed during a first
review, to be completed by end-December 2002. Structural conditionality is also covered in
Box 6.

IV. STAFF APPRAISAL

43. During the last four years, The Gambia overall has achieved a measure of
macroeconomic and structural adjustment, with a considerable fiscal retrenchment and
external sector adjustment, including substantial trade liberalization. However, this
achievement was undermined by fiscal slippages in 2001 that continued through the first
quarter of 2002.

44. The new PRGF-supported program represents a consolidation phase for The Gambia,
and the authorities plan to intensify efforts to build on the gains achieved so far to ensure
fiscal prudence, strengthen governance, and institute broad-based economic and financial
reforms to reduce poverty. These reforms should benefit from better coordination of donor
technical assistance, as a program with that objective will be presented at a donor roundtable
meeting to support implementation of the PRSP. The staff has played a role in this process
through its preparation of a comprehensive TCAP to enhance the formulation and
implementation of macroeconomic policies. The authorities’ efforts come on the heels of
peaceful national elections, the preparation of a full PRSP, improved donor relations, and the
settlement of the Alimenta property dispute. The authorities are to be commended for these
achievements, which provide auspicious conditions to move ahead. The staff welcomes the
authorities’ policy response, including the actions taken to reverse recent financial slippages.
The challenge is for them to fully implement the strategy and the supporting measures and
reforms on a timely basis.

The revised budget for 2002 provides for an appropriate strengthening of fiscal performance,
in line with the medium-term macroeconomic framework and with the goal of maintaining a
sustainable level of government domestic debt. On the revenue side, it is recognized that
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recovery will take time and will depend largely on a gradual improvement in institutional
capacity, including a sustained improvement in customs administration. The staff also urges

Box 6. The Gambia: Structural Conditionality in the Proposed PRGF Arrangement for The Gambia

Coverage of structural conditionality in the proposed program

As detailed in Table 2 of Appendix I, structural conditionality in the proposed PRGF arrangement for The Gambia covers
five areas. First, the completion of Stage I of the Household Survey (dry season) will provide further data for the analysis of
poverty and form a basis for constructing an updated and comprehensive consumer price index (CPI). An updated CPI will
also be helpful in the formulation of monetary policy. Second, the measures envisaged to expand the automated system for
customs data (ASYCUDA) by networking the customs administration and using the system to automatically generate trade
data, will improve the efficiency of the customs administration and the timeliness of trade data. Third, structural
conditionality covers the completion of a second report on poverty-reducing expenditure (the first report was completed in
May 2002). Fourth, the quarterly schedule for eliminating government-public enterprise cross arrears based on a review of a
public enterprise study and cabinet paper was completed at end-May 2002. Fifth, the completion of the enterprise survey
will form the basis for the compilation of data on the international investment position in the balance of payments. Three
prior actions, all on structural reform issues, have been incorporated in the program. The audit of the Customs and Excise
Department was carried out to strengthen revenue performance while the actions relating to the central bank would
significantly improve its institutional capacity.

Change of status of structural conditionality from earlier programs

The proposed PRGF arrangement does 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 structural benchmarks in the earlier PRGF annual arrangements. The World Bank has the lead role
in all these areas, and, except for item (a), they have been addressed through legislation, interim codes, and an initial review
of the PIP. The conditionality on privatization was not fully met, but the emphasis was shifted to providing legal
frameworks for privatization and regulation, both of which were approved by parliament in the 2000/01 sessions.
Meanwhile, to deal with financial problems of public enterprises, the current PRGF-supported program has incorporated
quarterly budget targets to eliminate government-public enterprise cross arrears. More generally, the third annual PRGF
arrangement was and the perspective thee-year arrangement has been refocused to include structural conditionality that is
more in the areas where the Fund takes a lead role and that has a more direct bearing on macroeconomic issues.

Structural areas covered by World Bank lending and conditionality

All existing and prospective (in fiscal-year FY 2003) World Bank lending is in projects, of which those in education and
health have conditionality that is reflected also in the HIPC Initiative floating completion triggers. The World Bank has not
scheduled any credit or structural adjustment lending in FY 2003.

Structural areas covered by HIPC Initiative completion point conditionality

Explicit structural reforms covered by the triggers include (a) improving the capacity to generate poverty data;

(b) strengthening the regulation of private and public enterprises; (c) improving public expenditure tracking; and (d)
bringing to the point of sale the former Alimenta groundnut-processing plants. The latter complements the broader
groundnut-marketing and production reforms, which are covered by agreements and arrangements with the European
Union—the lead donor in the sector.

Other relevant structural conditionality not included in the current program

This applies to three main areas. First, governance issues have been explicitly raised by donors, notably reforms in the
Auditor General’s Office. These are issues monitored by the relevant donors. Second, the PRSP process, including
participatory programs, sector policies, public expenditure reviews, the medium-term expenditure framework, and social
impact analysis, is supported by various donors and nongovernmental organizations; however; it has not been covered by
specific conditionality in the PRGF-supported program. Finally, liquidity forecasting by the central bank has been developed
to a certain extent 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.
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the authorities to ensure a strict adherence to the repayment plan agreed between a number of
public enterprises and the government and to persevere with reforms in the tax system.
Budgetary reforms to enhance the transparency and accountability of public expenditure are
also crucial to the PRSP and HIPC Initiative process. The authorities are encouraged to press
ahead with these reforms, including the appointment of as Auditor General with substantive
responsibilities so as to strengthen the office, and to resume the auditing of public accounts
on a timely basis. The authorities should also collaborate effectively with donors in
improving and broadening the PER exercise to cover other sectors, with a view to developing
a medium-term expenditure framework encompassing all major expenditure programs.

45. The authorities need to continue to be vigilant in implementing a prudent monetary
policy, so as to maintain low inflation while providing adequate private sector credit growth.
Supporting reforms should emphasize the expanded use of indirect monetary policy
instruments, taking advantage of Fund technical assistance. The staff urges the authorities to
act resolutely and expeditiously to resolve the Continent Bank issue, including completing a

resolution plan to establish the full cost to the budget of either recapitalization or liquidation
of the bank.

46. The consolidation and broadening of other structural reforms remains key to
stimulating private sector activity and accelerating a reduction in poverty. Key reforms
include measures to improve business legislation, establish a framework for the regulation of
public enterprises, and continue with privatization. Also, reforms to establish a sustainable
marketing arrangement for groundnuts with minimal government involvement should be put
in place.

47.  The mission concurred with the authorities’ assessment of the trade and exchange
system, and it considered the prevailing exchange rate, in the context of the implementation
of prudent financial policies, to be broadly appropriate in maintaining The Gambia’s external
competitiveness.

48.  The staff welcomes the full PRSP, which has provided the essential building blocks
for poverty-reducing adjustment and the reforms incorporated in the PRGF-supported
program. In order to strengthen the links between the PRSP and the PRGF-supported
program, further work is needed to refine sector priorities and improve the macroeconomic
and social data that will help to assess the impact of adjustment and reform on the poor. The
staff urges the authorities to strengthen these efforts to solicit the views of the poor, including
through the governance program, which seeks to empower the civic society.

49. Notwithstanding the progress that the authorities have made in improving economic
and financial data, the staff urges them to continue their efforts to enhance the timeliness and
quality of data, especially in the national accounts and prices, and the fiscal and external
sectors. Furthermore, the social and poverty database should be strengthened 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 need to be reduced and
the quality of data upgraded to improve the analysis of economic developments.
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50.  Possible risks to the implementation of the proposed policies and reforms include
delays in dealing with, or the reemergence of, governance issues (including avoidance of
unprogrammed expenses and revenue leakages), and delays in effectively using technical
assistance, especially in the fiscal area. Moreover, the heavy burden of implementing a broad
range of measures and reforms, including those related to the PRSP and the enhanced HIPC
Initiative, will be a major test of the constraints on institutional and human resource capacity.
Thus, the staff welcomes the authorities’ efforts in intensifying their collaboration with
donors and the Fund to ensure timely access to, and effective use, of technical assistance.

51.  On the basis of the broadly encouraging economic and financial developments, the
authorities’ efforts to address the slippages that have emerged, and their adoption of an
appropriate macroeconomic framework (and supporting policies, including prior actions) for
2002-05, the staff recommends that the Executive Board approve The Gambia’ request for a
new three-year PRGF arrangement.

52. It is recommended that the next Article IV Consultation with The Gambia be held on
a standard 12-month cycle.
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Table 1, The Gambia: Three-Year PRGF Arrangement, 2002-05

Dates Event Disbursement

(Mmillms (hpercent
of SDRs) of guota)

July 10,2002 Executive Board Approval 1.89 9.3

September 30,2002 Test date

December 31,2002 First review completed 189 9.3
March 31,2003 Test date
June 30,2003 Second review completed 1.89 9.3

September 30,2003 Test date

December 31,2003 Thirdreview completed .89 9.3
March31, 2004 Test date
June 30,2004 Fourth review completed 189 8.3

September30.2004  Test date

December 31,2004  Fifth review completed 1.89 9.3

March 21,2005 Test date

June 30,2005 T _eview completed .88 9.3
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Table 2. The Gambia: Fund Position During the Baded of the Three-Year FRGF Arrangement, 2002-05

Chuistamding 2002 2003 2 25
[Macember 3, Jan.- Apr.- Sl Cicie Jap.- Apr- Jul- Ot Jm,- Jan.-
2001 M, dm. Sap - Mar. Jun. Sep. % Dz D
Prej, Praj. Proi. Pred. Ry Proi. Praj. Praj. Prei,

{1 millinns ol SDRs)

Metus of Fund gredic oo 0o 24 29 0.0 0.0 29 29 £l 1.5

Tranzactions unider tranche policies oA 00 0.0 00 0.0 o0 oo 0.0 0.0 0.0
Purchases Qo og oo o o odl <1 | 0.0 [« ] [<Ns]

Ordinary resources oo 0.0 oo 0.0 0.0 00 0.0 0.0 0.0 0.0
Bomowed meoyriae 0.0 0.0 0o 0.0 0.0 g 0.0 0.0 0.0 0.0
Repurchases 0.0 o0 0.0 0.a 0.0 0.0 o0 0.0 0.0 0.0
OirdinaryTesaunaes o 0.0 a0 0.0 an an 0.0 0.0 0.0 0.0
frrowed resounces 0.0 o o0 ] 0.0 0.0 uly] 0.0 (2] [

Transactions under special facilitizs oo 0.0 0.0 0.0 0.0 0.0 0.0 0.0 oe 0.0

Loans under: 0.0 0.0 29 29 i 0.0 24 29 51 15
Structural Adjustment Facility 0.0 (e oo oo [ATN] 0.0 oo oo oo 0.0

Drrawings 0.0 0.0 Qo Qo 0.0 0.0 oo oo oo oo
Repaymeants oo 0.0 an Qo 0.0 oo ao an oo ao
Enhanced Structural Adjustment Facility i oo 29 29 0.0 o0 29 29 51 15
Dirawings 0.0 0.0 ) 29 0.0 0.0 29 2 48 29
Repayments om0 0.0 0o oo 00 0o O o0 o7 14
BIIFC Initiativeckbtreliel -

Tidal Fund credit ontstanding 205 206 N5 nhs x4 4 x4 233 =22 N3 i
Uneder tranche policies oo oo ol oo oo a0 o oo als} 1] oo
Unider spechsl Facilities ao Qo ao oo 0 ] oo 0o ] ain} oo
Under Structural Adjustment Facility il a0 i an Qo oo Qo Qo 0 0.0 Qo
Uniler Enhancad Structural Adjustment Facility 205 il 206 235 x4 264 264 23 =22 I3 347

{ln percent of gquota)

Tt=l Pund redit outstanding 66.3 66.3 %] The 848 848 B ad.1 1035 1198 124.6
Uneler tranche policies 0o 0o oo oo oo 0o [l ] 0o oo oo oo
Under spacial{az fifizs an o0 0.0 oo 0 0o Qo Qo Qo 0o 00
Under Structural Adjustment Facility i} 0.0 0.0 oo on oo on oo oo oo oo
Under Enhanced Strociural Adjustment Facility B3 853 8.3 TEE A 248 844 94.1 @5 nas 12458

Source: IMF, Tressuner's Daparimeant.
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Table 3. The Gambia: Seleded Feonomic and Financial Indicators. 1980-20035
1900 2000 2001 200 100F 1004 2008
Fav.
Fral Prele Prug. Prel. Frag, Proaj. P, Proj.
cAnnal preantigs changes, unless gfers e indicalsd)
ol (790 anil prices

GIF at constani prices B4 Bk 5.7 6.0 &0 &0 &84 6.2

GO deflabar 44 in 40 T4 E.7 e 24 34

CONEUMST price bndgn (meriod meemge| i) na 40 45 11 4.0 3.0 30

Conpunar price s (end of period) 17 0.2 15 a1 ) 15 a0 a0

Extermial actor

Fxpants, £o.0. (in SIRs) 8.3 af 12.8 181 8z 45 35 50

Imparts, (0.8, (in 35 Rs) T i 7 17.9 7 15 18 15

Excport v umi jexcluding reexporis) A10.7 ZLE 18 6.7 55 Ea 2.9 EL |

Impori 1\-Iu|11.|-.'xa.lud|||p mprs 1T TEEL I na A1 02 207 14 =%} 75 BT

T of frd 1F 198 2.0 [ %] 18 14 13 1.2 1

s eochangs mie dpeded pom 50 2.8 1.k

Real effective sxchmge mie iperiad nreage) 23 4.3 13

Crovemment buced

Diomestic revenie BT 13.3 141 .6 2.4 12.8 n2 a1

Tatal =z il nzt landing a7 [ 0.2 EEN} 3 188 105 7T
LT expenditurs 1.8 111 2.7 =5 1.2 -1.5 [} (2]
D!vl!uF:—-m:vxpurulilur\' and na lending il =58 17.2 16.2 ET.0 T2 1R 10.7

Money @l cradit

FieC domestic wgesl” a7 us -0.8 u3 LNl 132 03 05
i o the govemmens 1/ B4 uTA4 4.0 5.5 nIZE -5.1 4.3 4.6
Crzchit bo the private sector 3/ 38 =¥ 1.3 2 13 12.4 a2 TR e

Eroud maney 1 H.e 148 194 nz 8.9 T i

Helony (GDP relative 1o boed money ) 3.3 a7 2.8 ZE 25 ZE 15 15
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Fean i 7.8 k] 17.8 17 194 18.7 Da 21
Gewarn &3 45 4.9 47 57 5.8 6.0 Tl
Private 3 15 7 13.0 pel] 157 139 Ml 150

s ilarmesti I 7.9 449 K& 15 4B £l 1 a0

G028 mational yiag s 135 pray 15.3 1.8 W4 W7 154 194

Cenitral gonvemment budget
excluding granis 3¢ BN 3.6 -5 8.7 -E.0 -2.T 23 21
incheling grants 3¢ - 1.4 -34 -TE 2.2 234 -LE -39
primary balans 4 46 15 1.3 33 0.9 0.6 1z

Curment balance -0z 0z 16 4.0 0.2 23 ip 44

Total expenditure and net lending o7 i *32 =D nT 1E.E X9 x.2

DOt v enuE 17.9 B85 1.2 16.2 175 140 B2 1.8

M foreign financing 0.6 4.8 -4 -0.8 -0.4 0.4 =] 0.&
T Gomettic i ] 4.9 25 15 8.5 23 1.0 -LO 1.3
Steck of domestic debi 2.0 3.4 1.2 ns 1.0 =2 25.7 20.0
External sl
C urrent U |\ﬂ||.|||-.,.
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Table 4. The Gambia: Selected National Accounts Indicators, 1999-05
{Annual percentage changes)

1900 2000 2001 2002 200 2004 2005
Est. Est. Prmg.  Prel.  Prop. Proi. Praj. Proi

Gross domestic product at constant market prices

Agriculture 29.4 10.5 6.9 10.1 5.4 6.3 ] 7.0
Groundnuts &7.3 2.3 7.0 12.0 8.0 6.5 .0 2.0
Other crops E1N 14.2 7.0 10.0 5.0 6.0 6.0 7.0
Livestock 4.0 3.0 4.0 6.0 E0 5.0 50 E.0
Forestry 4.1 3.8 4.0 5.0 5.0 5.0 5.0 5.0
Fishing 8.0 2.9 180 180 160 12.0 2.0 a0

[ndustry 24 5.1 2.1 7.5 6.6 6.2 7.2 1.7
Manufacturing 15 2.0 10 4.7 4.7 5.0 7 i

Large and medium-sized manufacturing L5 2.0 .0 5.0 5.0 5.0 yX 740
Small manufacturing 15 2.0 EX 4.0 4.0 5.0 7 7.0
Construction and mining 33 0.0 12.0 1.0 2.9 2.0 a0 2.0
Electricity and water supply 2.9 3.0 17.0 4.0 4.0 2.0 2.0 2.0

Sarvices 1.8 1.4 5.8 7.4 4.0 4.1 4.7 5.1

Trade 4.4 6.8 3.0 5.0 4.0 4.0 7.0 2.0
Groundnuts 1.6 12.3 3.0 E.0 4.0 4.0 7.0 2.0
Others 5.5 G.0 3.0 5.0 4.0 4.0 7. 2.0

Hotels and restaurants 14 2.8 0.7 2.5 4.0 50 5.0 6.0

Transportand conumunications 4.9 5.2 104 124 4.8 4.8 4.9 4.9
Transport 0.0 4.0 4.0 7.2 30 a0 3.0 0
Conmmunications 8.8 &1 150 160 6.0 6.0 6.0 6.0

Real estate and business services 0.5 2.2 3.0 4.0 1.0 30 .0 4.0

Public administration 2.2 4.5 3.0 4.0 1.0 10 30 .0

Other services 1.0 3.0 N 4.0 3.0 3.0 3.0 30

GDP at factor costs 7.7 5.4 6.3 2.1 4.8 5.0 5.4 5.9

Indirect = (net) 2.7 8.7 L6 =103 17.1 14.7 10.4 7.6

GDP atmarket prices 5.4 5.6 5.8 6.0 6.0 6.0 &.0 6.2

GDP deflator 4.2 3.6 g.4 7.4 6.7 3.6 3.4 3.0

Sources: The Gambian authorities;and staff estimates and projections.
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Table & The Gambia: Central Government Financial Operations, 1998 - 2005

1388 1923 2000 2001 2002 003 200k 2005
] Q-4
Est. Prel. Frel. Frog. Frel. Frog. Prel. Prog. Pruj . Pruj, PFruj.
(Inmillions of dalasis)
Revenue and gracta Mag 4.5 1117.2 13203 1137 3148 34 14892 1,632 .4 18620 20284
Domestic revenue 1.5 a7er 954 91,1002 am.4 2863 2850 12114 13674 1,502 i.6%6.0
Taxrevenue 7511 AT BEa9 9239 ame 208 2573 L0672 1 iwd 5 1,234.3 4550
Direet fax 1858 e 2236 280.7 2510 =18 ] 261 758 089 2308 2803
Persanal TEd 213 904 116 1026 25 T 112.8 1264 135.0 1867
Corporale 937 1022 115.0 1284 1387 400 466 HED 1635 172.8 2014
Capital gains a7 53 58 i &4 19 38 &0 a0 9.9 1.0
Payrull 63 121 124 130 a4 [t} 42 2.0 101 1141 122
Indlirect tax SEEO 571.8 a3 G232 i) 187 171.2 7913 EaT6 4.5 11146
Domestic fx on goods and serviees 653 773 728 84.0 73.9 22 n2 1172 1268 1412 1891
Tax onintemational wrads EOOT 494.5 ETL5 fas 2.4 1675 1480 742 T61.8 BR32 355G
Nonlax revenue 204 1060 1254 1BES 1360 155 »mT 1443 18 1869 2010
Girants 885 G52 12128 2385 1364 25 sl a4 2250 Ma a4
Program 268 [ ) G032 M2 [l} 100 [li] 200 1000 1100 100
Projects 624 4.5 E15 TE2 674 101 e 1070 1150 1190 1206
HIPC Initiative assistance [a14] on an [2:]u] 221N an a0 214 1100 1128 1128
Expenditure and net lending 102EA L1IR2 11921 15380 15303 86 5102 16423 15514 21608 13514
Cuarrent expenditure 708 BETO 995.8 11976 12371 2065 wIT 12333 11015 1,266.6 12954
Wages anil sularics 2829 T 0.2 M2a W20 1123 107.0 TG 3901 4126 4201
(Hher charges s 39 374 4968 5324 102 1939 424.7 482.2 5252 5727
Interest 239 83 Mra 2900 2ma a1 To.g 3205 220 2000 247
Faternal 564 [£ak] 602 FR0 T .1 183 714 620 Ba0 &7
Domestic 1204 1875 1871 2320 2250 ] F26 2537 0.0 2250 2000
HIPC Initiative funded an (i} [ali] a0 B0 432 0o 266 .2 wa o
Capital expenditure and net lending 28T 312 063 2304 3532 5211 1325 4200 TERD ] 10060
Capilal expendifure 2599 1.0 245.6 TS 54 53.6 1337 480 7324 923 1,124.0
Faternal 2112 2210 196.7 =68 4.5 2.5 1144 2270 2G5S 4025 £38.9
Lnans #4232 156.2 1362 1506 1568 234 il 2200 2505 245 418.2
Grants 629 668 E15 T63 67.49 10.1 275 1070 1150 1180 1206
The Gambia Lecal Fund 487 401 4849 61.0 i 1le] 50 193 E6.1 THO 1000 1078
HIPC Initiative funded 0o 0.0 an an [a1K] | on Ma aza 844 849
PRSP-related expenditure i} ] oo i} oo o0 on oo 2066 238 5
Net lending -3z -8 -33 425 6738 -1.8 -12 -280 280 280 -280
Crverall balanee {eommilment hasis)
Excluding grants 1/ -187.0 2395 - 1968 -350.2 -5a24 538 2243 -Ma4 -4 -1M0 - 1001
Excluding granis -1ar0 205 -156.B 4272 G004 6.3 =243 4200 EBE0 0.7 G54
Imeluding grants -85 -TAT -750 =-1833 4645 -328 =156 .8 =155 -2610 -28849 2620
Adjustment to cash basis {Boat) 6.1 -H5 -7 ] 24T 0.0 404 00 0o oo oo
Exrorg and omissions -306 0.0 [ula] Qo [ul] o ils] 0o 1] [ula] [1T4]
Crverall balanee {eash basis) including granis = 1320 -208.2 087 B 4202 -8 -2ar2 =1525 -261 0 = Y] -3520
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Tkile 5 The Gambia: Central GevernmentFinarelal Operations, 1968 = 2006 (concluded)

gf==] 19989 2000 00k frix ] 2000 2004 2006
[if] o104
Bst Prd. A Frog. Prel. Frg- Prel. P Broj. Proj. P
{ I mil liors of dalasis)
Financing 1320 2082 @ 1828 4002 -338 2972 1224 55 -350 28
Extemal {net) 545 300 456 =30 226 |80 1299 -255 @5 1.4 1772
Borrawing 146.3 1552 13532 22T 336 Qo 74T 2] | 2505 2845 4182
Project 14R.3 1562 1262 2276 1565 [ulu} 269 =0 2505 284.5 418z
Pmgram - = = = — - - =
otherloans 2° = 7o oo 2978 A -
Amorization 2/ 35 -1252 1208 -350m 2572 -BE0 1748 G166 =1820 2331 2410
CE which: payment toAlimenta Mg -1150 3107 oo oo oo oo oo
Domestic TBE 1782 1443 2118 520 522 fr) 1579 -T41 B4 - 1H4
Hank =200 .2 450 1588 5062 200 -30.1 195 =136.0 = 1260 =150
Monbiank ] 565 @02 1205 231 21 22 76,7 123 619 WE 356
Accurmulationof amrears 120 139 402 [1fx] H10 oo 3 a3 [uli] 0o 0o
Repaymentof domesticdebt = 0.0 0.0 aa oo Qo on Qo Qo Qo 0o
Privatiztion proceads o0 oo oo 200 oo an oo 0 el oo oo
Financing gap 31 i 0.0 0o oo oo oo an 200 MG 6 e b e
Memorandum itams (In pareent of GIIP. urless othensdssindicated)
Domestic reveane 122 174 125 182 162 41 41 175 120 182 186
Total expenditure and nat lending nz =T 221 252 260 &0 74 237 x4 2589 262
Currentexpeandiiure 120 120 183 198 2 43 LE 176 156 152 142
primary curmenlexpenditure 127 120 137 129 14.3 31 44 125 "5 14 1Mo
Capitalexpendiiure 53 53 45 4.8 47 o8 19 65 104 1.0 123
Creerall fiseal deficit
Excluding grants 1/ 44 44 -36 Rz} |7 02 a2 50 =27 -23 -21
Excluding grants 44 49 a7 T1 a8 ¢ 04 -32 42 T T TE
Includinggrarts -24 35 -1.4 -1 TB 05 28 -22 24 25 a8
Primary balance, excluding grants
Basic primary halance 47 57 47 46 15 132 08 06 3x 09 0.6 12
Ruasic primary balance (in millionsof dalasiz)j4° 2511 a8 2472 =2 £2.1 53 -0 AT 5 28 1082
Zurrent balance arF 02 0z -1.6 40 02 132 2 23 T} 44
Augumented carrenl balance oF 02 0z 45 -29 09 RIES 02 27 34 47
Stock af domestic deht 259 0 ILE HE kst 21 285 210 222 257 200
{Inmillions of dalasis)
Trzaany hills sulstanding 1008 12004 15640 12000 1995 2000 18416 20300 20200 2200 203000

Bourceg: The Gambdan authorities; ad Fund staff estimates and projections,

1 Excludies FREC Initiative-supportedand PRE P-rslated expenditunes.

3 For 2002 QL includasa loandishursement of T 2872 million from Taiwan-Frovinceof China forelectricity ganeratorsand improvement of distributionnetwork. The ganaators wem delivered o he

Mational Wader and Flectricity Corporation in October 2001, The inflows were usad to pay the suppliers.
M Financing gap from 2002 refleeta PRSP indicative financing gap.
AF Domestic revenue minusgsalexperditure and net landing, excluding intergst paymentsand extsrmally financed capital espendimre.
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Table 5b. The Gambia: Budget Allocations to Selected Key Sectors, 1999-2005

1500 2000 2001 2002 1N P 0 1
Approvad
Actuak Est. . Pral Pmj. Pri.
{in millions of dalasis, unless otherwise specified)

Education 14610 1664 195.1 15 12 a2 0.7

Cwrmens expenditare | 580 733 1825 2

Gambia Local Fuml (developmentexpenditure) 15 T Tl

HIPC 148 218

Totaladucation alloeation in percent of
Meninkercs! current spending 2249 225 723 2.4 a0l 32 3.0
Total expenditure Al 1400 123 129 134 14.1 142
aGor EX] A 32 3l 34 EX EY)
Health &7 a13 e 1514 1817 2144 2402

Current expenditure a1.3 104 1334

Garmbia Local Fuml {development axpenditure) .4 7

e 10 134

Total heal th allocation in 2ce nr ol
Monintarestcurrent spencing 13.9 124 144 175 208 6 ]
Total expenditne 1.8 17 #i b a3 L] 1.0
aop L& 7 21 22 24 2.6 26
Agriculture 221 2 ELE| 4.0 741 053 1078

Cumenl expanditure 121 12 M6 0.8

Gambia Local Funil {development expenditure) 44 10065

HIFC a4 13.8

TAEL agricuum] allocationin percent af
Moninterestggrre np spending 35 Al 44 %] g5 1.1 [k
Totalexpendilure 20 1.9 24 i3 iR 45 4.5
Gnp 04 04 0.6 0ns 1.0 12 2
Mamozmdum items:

Buigatary allocations for defence 40.1 425 446 446 450 451 45.3
{in parcant of GO ik [iE] a7 11 0.4 o5 .5
{in parcent of todal expenditre R Ex 28 27 23 21 1.9

Budgetary allocations lor pricrity social sactors 2568 2809 3613 4177 518.0 G148 AER.T
{in parcent of GOP) 52 532 50 1] (%] 1 15
Cin percent of tota] expandinrn) 23.0 236 227 254 6.5 il mE

Indicative Furkling gap foe SP& E1 Priority Actionsl) 077 2666 330 3023
Pasic sccial sarvices 220 1064 na 1567
Infrastrociire development 14,1 1450 (BT 2194
Poverty Raduction Dialogue Foum 1.5 19 23 27
Implementation and monitoring of SFA ] 73 a3 1.7 137

Total Required Fxpendirain Pty Areas G154 TELG WER 10812
{in percent of GO 1] 10.3 114 118

PREP-relaked financi n percent of GO in 35 4.0 43

PREP-rekied fin: apin T8% millions 114 14,0 ] 191

Toial expenditure and nat-landing 1.1 182 51921 1,500, 16423 13854 21609

Manrinigress curment spending G386 T3R6 8754 Bi6.2 0458

aop 45220 53014 5, 1247 69318 B3RS

Adlocation of HIPC 1o social sectors 352 400

Total HIPC rescurces 8.0 #1.4

Sovrce: The Gambian authorities.

¢ Subject to revision following mare detailed swork on public expendiiore review <ostings.

2 Detilsontainedin Table 7.0 of the PRSP,
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Tahle &, The Gambin: Moreasy Survey, Decamisr 2000 Derember 2005
ol millions of dadasis, 5| g4 gt ps iadizeied) ond of perisd |

100 ol fritrrd EILIE] i mE
] Doz, Mar Bl am. Eep N [+ Ext. [+ =
Frl. Foels Penj. Tl Prag Frog. Preyg. Fenj, Praj. Prod.
Honsiany mirvey
Nt orsign kil med 14 E3ENE BBELY DBOR4  1el0d  psess  ,TTE3 3080 3,080
Mt domestic g4l BR43 L2320 B2AG  BINT LITR] L1373 L13%E LI6GTE B IT80 01534
Domesticg s o Tl 13439 | 4484 LAMG  LAehD 13574 135 13845 EAME 1A11S
Chimean government (ses LK 5R0.2 57 3300 5.1 5741 [N 4711 Ml 197.1
Clhims oo privobe #0100 K LTI} TR Ll B% BIT0 TELL T15.4 LiEL4 83004 [E143
wherilerms (net 114.2 1L -236.8 [ ) I B [ -120.1 2517 Sa66 4TRSS HIES
B rvad moey BOELE  LwmNL 25124 23108 24T 3R 134T0l IBLE AEEE §EMa
ey gulis banks 3405 el | Tl G70.0 3.2 GITH Tan.2 B2L4 BiLE  DETO
Ik[usils 1.442.1 17655 19135 B A3EO R3OS I Bom 1.020.2 21158 2 EILE 3 404
Memonmndom iLems:
Mamial GOP 1H1a &MY 60110 603ILD 2ENLO0 AFILE  fo3l. TAILE ALY 513
s pereerapr clunps| a4 138 132 9.9 o6 9.3
Velocilys 30 P b rad maanyi 7 16 L6 L6 164 16
Reserve morey o kiplier 1K 1B P 15 25 5
Lt .Ir-lllupfi-. sl Lof e of growthin percent) 103 12.8 LG ans 4.5 .7 il B 4.3 ns
Ferenc mHom
Curenybroad mancy 273 154 229 270 259 253 RO IR0 IR0 IR0
ureas yidepriin ns 0o m7? o asan ng iR9 R0 B9 aRe
[ putel 027 2 mmioney 7.7 T4 ni a0 741 4T T T.0 70 T
Excesspesereesstol liahilitics 17 [0} 1.4 -1.2 11 15 1R 18 28 1R
Eagulred rraeveE Le 473 7.2 513 1575 257.2 ml izt ] ARy AT
Mot derel gro b b e of monctary withar des
jin millionsof SLEs) fifi.3 a2 Gld 565 G &2 (119 4B B0 BR.T
Memorandum itams {using Th Uexchangeraie: =
Trmtolsal Memormdum of W rdersanding
exclangerais jdalmss per S0R) 113 Fik] M3 2.1 File 112 213 23 122
B vy
B Foreign B 1.234.2 [ L0 R k- e L 13604 L4i8N 1a00E 19570 333E0
Mzl chamestic g 4% 11332 [R5 ] LI LEfE L1End L214K 13440 L4650 11914
Ducered i ered b 1, 3461.5 Baal.L L4146 83550 1,574 1.3R45 1545 LAMS LBILS

gourmes : The Gambian: muthoriti es:and saff estirmiesand projectians.

B From b ginning o pelgee v ver.
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Tabde 7. The Gambin: Sommury disouns of the Cenmal Dank and Commesvial Ranks, December 2000- Deoember 2005

tin millions o [ da kisis. ¥ nkeecgrhersissiadicaned; end of perincd)
00a i) ] 2002 203 s 2005
Dt [ =) W [ Jun Hep. [ =) Doi.  Dei.
Frel Frel. Rag. Frel. Py Feng Preg Peaj. Brol. P
el Bank of The Jarmitia

Nel Fore grpiieln 0,06.5 11622 12578 1283 13645 4red DM 18312 M149 24012
{in mil liomsal S0R ) BR3 B2 514 565 G4 64.2 2247 T4 220 aar
Foreign pmsofs 12590 15617 1042 16rad ey 19111 23 4 25T AT
{irimillions of SIYRs) 24 21.0 we Th6 =K1 231 w3 934 f2<1] [
Feeedjra linbililies -2655 A5 466.3 4247 4Ir.2 434.6 4119 4571 453 4335
i ins ol SRS 161 v 24 -1a1 188 =189 187 S186 17 -16.0
Nl gameies sl -3an.e 2T 44 .4 -mar 41512 5146 Bk 4562 M1 A
Lomgsagoralil -Trad 5176 Eiat | 4326 494.5 -5ELE -2433 -3E.0 4386 £840
Clainms on e government {ne) T34 4258 A628 ;T 4498 SHAT -500.8 Rty | =58 T | )

Clainm 2520 =10 255
Depmits o4 TETE e -B22
Climb on privake g4l nr 2.0 .0 e M0 Mo 4.0 4.0 M0 M0
Claines on links (neld B £84 R 559 £07 487 A5 F £H8.7 -7 -EaT -BAT
Ofvediick: centralbank kills -4 -55.9 -558 T 48.7 68T 8.7 T £ T
Chheritem (net) A 206.0 04 «ua ) 438 151 AT 18260 326
Cfetich, Revalualion mcount 1203 [ =B -4 Mo -233.8 Lok -ATa ama 485 5  -BOGE
E#ams moncy T a505 arid 1T a3 ia 1074.3 HE5 1258 44T
CUITENG T sulsis banks. M0i 0 51 G679.9 iz [ Y Th0.2 azd4 oGS e
IRk reservas 1624 297 2993 4T 202 4.0 3244 5.1 03 4268

Cuh 57 551 &4 523 23 543 5.2 603 EGO 722

Digpmsits at e ggnual bank 1273 16 H[en 1825 M3 mar 2683 6.9 3IM3 546

Reguired resres ma 2472 | =T} V5 2672 .l it ] 3253 3557

Exrass FESITYEL 3ab 4 m 236 386 46.8 F4.0 594 Ghl A

Commersial banks
P formign g scls 4.5 47.8 -54.0 1308 561 -51.0 =380 -60.9 M0 62
Foreign assals 1T 1281 . 104 " - -
Foreign liahililies -1125 -175.8 -5
Nt domeslic el 14376 1814.3 1991.4 12 18956 19659 19972 21807 M3 160TE
Dumeslicendn 14798 18256 ¥H.3 ms ey 18471 1861.2 HERR 2EMA 2ETS
Claine ongevermers i net) 8158 1074.9 087 Hp7  ceesn mrr 11me 10084 a0 BaTa
Claim aar 10749 0.6 m = -
Tepauiis 4.0 =40 <+

lainm on private 1 652.2 674.9 THL T T35 684 #1582 b 11550 1431.2

sk in forein comney nr 244 LETS]

Cluing oo publicenterpries 1a T4 a54 ar @ 759 751 oLy 122 150
Resers 1624 207 2082 Z4T 9.2 4.0 3.1 a1 a2 426.8
Bt clainmsian contral bank %] 55.8 ] 6er @y ar .7 Gar ER7 @r
‘T s e -2 -36.8 2612 -AT48 BN S2ERE -X6.8 -Iras G0 -3154

& whichy revaluation i oa -6.2 -10 149 -29 RER| B [ I |- K

Tl dep il linhilities 14421 1TGES N3 [LEL TR k] 12088 1222 2119.8 1Em3 0 2604
DR aepedicg 4433 LFEN 5754 = 6.3 SEERS 5Ti0 G29.6 B0 .5
Savings depixils 6.5 LR L] 923 2053 2663 o h] a0es 998.3 1o 11%04
Tima cepirils =ik} 410.0 9B 0T 4268 443.0 4477 o149 5392 5E9E

Memorandum|semas (using TAU exchange res):

T exchangerys (dalisisper SI0R) i .3 N3 2.2 1 2.2 222 2z 2

Cenral Bask: of The Cambia
Nel foonigmasrns 12620 13063 1MEx 1312 142656 15233 16611 111 19mn

tin milisnsof SDR=) 602 614 5.6 604 42 =) 48 a2 T
LT LT 1572 1riet2 L] 19388 20744 2I6E  1ESS

tinmillions ol SDRs) Bl a8 T a3 831 ] o2 9.8 .
Foreign linbilities -4d0T 455.4 <orz 42000 -420.0 415.5 4113 -M65 W35S
tin millions of S TEs) -mr -4 -191 -18.8 -8 -lar -18.6 - =160
Meisdomer's assals 431.5 42329 -404 020 464.8 -443.0 4806 vl =
Dhamearen wredil -51T6 4548 4326 494.5 553 -545.5 =SIOE GME -GS

ganmea: The Gumbian authorities; and ST extimutes and projectess,
B Aulvances tn banks and commercial kank holdings of genwsl bk bills.
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Tuhke B The Cambia: Balasce of payments. 1558307
(In rlliors alE0Ra, unksseiberse indicated)

1908 1090 frin o] 2001 2002 2003 S 2005 TME 2007
Frel Frel.  Prog. Frel. Prog. P, Pro. Praj. Prog.  Pmj
Exports, Tob, 058 (3] 955 1053 103 1194 1248 1292 1357 417 133
Sroundnuiygroundnut products ah 73 [E 103 112 2.1 133 154 1349 143 143
Cther domesticexports 56 43 Al T3 13 2 B3 B8 2 a7 100
Reexports A0.6 63 TG Gl ] 1030 107.0 12 1178 13046
Imporis. T ok 1527 -l415 1459 1712 =1Th6G -IR30 -1BRS -1912 -18ER 2114
For domestic use a7.7 T SV S (1% R I A 1260 S11TE 0 -1IRE (12000 -1243 (12RO
Of wlich; ol products a2 -1Li 177 182 182 =183 -18.2 -190 205 3237
Far reexport -35.0 406 -5l 355 580 -62.7 452 -61.7 T1.3 5 -RLG
TFinaPrelabed imports [<Xs} 00 0.0 00 0.0 [} -112 -134 1532
Total Impris (including PRSP 0.0 00 0.0 ] 0.0 oo =ad2 -200.0 2064 =
Factor services (net) 52 5.0 48 -3 54 63 =10 74 4. -7 -AT
MNontactactorservios balance o 13 -0 L3 15 0% 22 13 a7 ns 49
arwiiich: Travel income 51D 466 62 inG 182 40.7 42.6 432 454 475 493
P'rivate unrequited] trarsfors {net § 15 148 170 175 210 non 230 5 M7 250 271
Official unrequited transfers (net) .3 24 na LY .0 14 35 M3 4 34 247
Current acoount balance. including PRSP
Exchuling official rarsfers -15.6 ) 3ET ARE =it 11 di.6 411 520 -AT5 0 4L
including official trams fors a3 =135 148 -4 -20.0 -152 -21.7 20060 W24 ol -164
Capital account 164 158 158 EE] 14 23 A0 43 29 33
OFficial loars (net) 18 3l 45 6.0 13.0 25 -1.1 -02 02 -0e
Froject rebiad 104 104 132 113 251 136 11 106 111 114
Amortiztion -6 5.4 -8 -173 -121 -114 -111 -loE -lae -12d
Privatzcapital inflow 124 128 114 i3 154 -11.4 -2 4.1 45 7 39
Foreign direct invesumeant (nat) HR 54 1.2 LN 4.0 53 5.6 50 5.0 6.1 2
Cotmmercial loans (net) -03 -0 0.0 -0 A3 -0 -13 -13 -3 -12 0.0
Shart-term capitalinen L 24 nl 37 0 4.0 20 (K] 1.5 n [ati] [+11]
Suppliers'cradits 65 81 L5 03 54 =130 5.5 -2.0 -2 -2. 23
Overall balance 71 23 Lo 0.l -10.3 -13.8 254 =264 205 42 132
Financing 71 23 -1.0 al 10.3 15 4.0 3.0 0.7 08 62
Changein gross official reserves (increase= -3 -l 27 82 29 -4.9 6.3 4.1 -6d 45 s 53
Repurghases/iepuyments IMF) -40 31 L7 0.5 4.5 04 41l L8 -1.E 32 2
Parchasesloany (IMED i3 14 [ 7 T a0 00 [114] 00 0o 0.
bt reliel 0.0 o 0.0 an 0.0 [t} an [il§} [81%} o 00
Financinggap 0o 0n 0.0 on 0.0 1n3 214 236 212 o 7
Bemorndum itens:
Current account balance (in percent of GO
Fxcluding ofTicial ransfers -1L.6 -11.7 121 124 -14.8 -132 =155 -144 -l00 -104
Including ofTicial transtars =30 -44 4.7 2.4 07 50 LY -6.0 24 2
Current account balance (in percent of G, excluding PRSP imporis
Excluding oficial transfers -14a -11.7 121 -l2e -l4E =132 12.1 Ia -2 -0 -104
Including o fficial tramsfers A0 44 4.7 -29 -7 50 0 4.8 24 -24 2
aroas o fTicia | reserves (end of period)
In millionsal SDRs 754 TA.1 a3 9 E ) 91K 102 Is.1 1mE 1151
In menths of imports, cif Al iR [ 51 48 3 55 56 5k 55
In momths of impons, cif
Crver the next 12 months 45 54 52 3l 4.7 15 52 53 53 52 50
Plus all other services paymenis 39 45 43 43 4.1 41 44 4.6 46 ]
Dizht Service ratio I 5/
Including the Fund 114 114 B3 183 1.0 114 17 1.7 103 nr oo
Exeluding the Furxl 83 55 Tl 155 133 113 104 11 93 52 8l

Sources: The Gambian authorities: and stafT estimatesand projections.

4 Including errorsand omissions.
L In percent of exports and travel income.

AIm 2001 the increase in debt sarvice mainly reflacts paymenis o Alimenta (the last payment made in Auopost).
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Table 9. The Gambia: Extemal Debt Service Belore and Adier Traditional Debt Reliel and After Enhanced HIFZ Initiative Assistance, X00407

Finte 2001 L] 2003 D004 JO0E 304 2007
Proj.
(in millions of L& dollars, unless ntherwise indicat ady

Total debt servios befre traditional debt-reliel mechanisms 19.9 227 231 225 37 M1 259 282
Principal 13.7 15.5 5.2 15.1 11 1.6 1 8.6 210
Inierest &2 [ 7.0 74 14 75 7. 72
Scheduled debt service on exiging contractad delt 19.7 20 211 12.7 0.3 204 198 19.4
Principal cmedium and lang term 137 16.5 142 151 141 lai 162 141
Multilateral 17 22 B0 8D 8.0 92 10L] L5 110
Crficial bilateral 44 ] B.2 1 70 [ 58 Al

Paris Club 22 25 1.8 L8 L& 1.3 0.8 0ns
Pastcutafl date 14 1.9 1.2 1.2 1.1 08 0.7 07

Re-outolT date [ [Eh] 05 (] 0.5 18] 0l il

ither official bilateral 22 .0 64 54 54 54 5.0 43
Posteutofl date 0z 40 3 43 43 43 43 7

Precuiefll date 20 0 n 12 ] 0.8 0.6 i

Interest fmedivum and long term) 6.0 55 a0 4.6 2 EX 36 i3
Mulilateral s 32 an 28 24 2 23 22
fizied hilakeral 25 23 0 1.8 L& 14 2 1.1

Pariz Club [RE] i 05 0.4 03 02 0.2 0.z
Posi-cutofl date ] 04 03 n3 02 0z 0z 02

Pre-cutell date 03 02 02 nl 0.l o0 0.0 00

Oither official bilateral 1.7 L& 15 14 13 1.1 L Ik
Post-cotodT date L4 14 1.5 14 2 1.1 L0 09
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June 25, 2002

Mr. Horst Kohler
Managing Director

International Monetary Fund
Washington, D.C. 20431

Dear Mr. Kohler:

1. On behalf of the government of The Gambia, we have the honor of transmitting the
attached memorandum of economic and financial policies (MEFP) that sets out the objectives
and policies that the government intends to pursue during 2002/03—-2004/05 (April-March).
The MEFP is itself based on the Strategy for Poverty Alleviation (SPA II—our version of the
poverty reduction strategy paper (PRSP)),'> whose focus is on a longer-term development
strategy to reduce poverty with sustainable growth and external debt management, as well as
structural reforms. The reforms entail enhanced public participation in policy formulation,
accelerated economic growth with increased private sector activity, and various social sector
measures to enhance human capital. The government intends to make the contents of this
letter and those of the attached MEFP and technical memorandum of understanding (TMU),
as well as the staff report on the request for the three-year arrangement under the Poverty
Reduction and Growth Facility (PRGF), available to the public and authorizes you to arrange
for them to be posted on the IMF website, subsequent to Board approval.

2. In support of these objectives and policies, the government of The Gambia hereby
requests a three-year arrangement under the PRGF, in an amount equivalent to SDR 20.22
million (65 percent of quota). Moreover, in support of its overall economic program, the
government will also be requesting support from bilateral and multilateral donors and
creditors.

3. The government of The Gambia will provide the Fund with such information as the
Fund requests in connection with the progress made in implementing the economic and
financial policies and achieving the objectives of the program.

4. The government of The Gambia believes that the policies and measures set forth in
the attached memorandum are adequate to achieve the objectives of the program, but it will
take any further measures that may prove necessary to this end. During the period of the
three-year PRGF arrangement, the government will consult with the Managing Director on
the adoption of any measures that may be appropriate, at the initiative of The Gambia or
whenever the Managing Director requests such a consultation. Moreover, after the period of

'> The PRSP was forwarded separately to you and the President of the World Bank.
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the three-year arrangement and while The Gambia has outstanding financial obligations to
the Fund arising from loans under that arrangement, The Gambia will consult with the Fund
from time to time, at the initiative of the government or whenever the Managing Director
requests consultation on The Gambia’s economic and financial policies.

Sincerely yours,

/s/ /s/
Famara L. Jatta Momodou C. Bajo
Secretary of State for Governor
Finance and Economic Affairs Central Bank of The Gambia

Attachments (2)
Memorandum of Economic and Financial Policies for 2002/03—-2004/05

Technical Memorandum of Understanding
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THE GAMBIA

Memorandum of Economic and Financial Policies for 2002/03-2004/05
V. INTRODUCTION

1. This memorandum reviews performance under the recently completed program
supported under the Poverty Reduction and Growth Facility (PRGF) for 1998-2001. It also
outlines the government’s medium-term program for 2002/03—2004/05 (April-March),
focusing especially on the current financial year, in support of which the government of The
Gambia is requesting a new three-year arrangement under the PRGF. The government’s
program is formulated against the background of the launching of the Strategy for Poverty
Alleviation (SPA II—our version of the poverty reduction strategy paper (PRSP)) and the
December 2000 decisions by the Fund and World Bank Executive Boards approving debt
relief for The Gambia under the enhanced Initiative for Heavily Indebted Poor Countries
(HIPC Initiative). The latter provided a significant boost to the government’s effort to reduce
poverty.

VI. PERFORMANCE DURING THE PRGF-SUPPORTED PROGRAM AND RECENT ECONOMIC
DEVELOPMENTS

A. Performance under the PRGF-supported program (1998-2001)

2. Overall economic performance under the PRGF-supported program for 1998-2001
was mixed. Notwithstanding robust real GDP growth (led by a recovery in the agricultural
sector, particularly groundnuts), accompanied by low inflation and good progress in a
number of structural reforms, there were slippages in implementing the budget. In addition to
shortfalls in customs revenue collection (partly reflecting the faulty introduction of a
preshipment inspection (PSI) scheme during 1999-2000 and weak customs administration),
budgetary expenditure exceeded program targets as a result of payments associated with the
government’s seizure in January 1999 of property belonging to Alimenta—a Swiss
groundnut marketing company—and on-lending to the electricity public enterprise to
purchase generators. Accordingly, the fiscal deficit (excluding grants), which had declined
from 7.8 percent of GDP in 1997 to 3.6 percent in 2000, increased to 8.7 percent in 2001.
Borrowing to cover the fiscal deficits and delays in the receipt of donor grants contributed to
an increase in domestic debt to over 33 percent of GDP by end-2001. Broad money growth
was uneven and accelerated to 35 percent in 2000 in conjunction with efforts to finance the
groundnut crop before moderating toward the end of the program.

3. The external sector, while experiencing a significant improvement, remained under
pressure, partly reflecting delays in the disbursement of donor grants. Thus, international
gross reserves declined to the equivalent of 4.9 months of imports at the end of the program,
while the exchange rate depreciated by an average of about 4 percent annually in real
effective terms during 1998-2001. However, the depreciation contributed to the
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improvement in The Gambia’s external competitiveness, as did the extensive reforms to
reduce the maximum external tariff from 90 percent in 1998 to 18 percent in 2000; the
number of tariff bands was reduced from 30 to 3 over the same period.

4. Among the key structural reforms were the fiscal reforms entailing the

(a) introduction of an automated system for customs data (ASYCUDA); (b) preparation of
public expenditure reviews (PERs) for three key social sectors with assistance from donors;
(c) enhanced expenditure control and reporting, partly through procedures to better manage
the below-the-line (BTL) accounts; and (d) closing of government accounts for 1991/92
(July-June)—1999; the latter two reforms were implemented with the assistance of a Fund
resident budget advisor. Significant legislation was prepared and part of it approved by the
National Assembly to support the legal and institutional reforms for the financial sector and
to enhance private sector activities (on issues such as privatization, regulation, and
competition). The government privatized the Atlantic Hotel and the Trust Bank in 1999.
Moreover, it reached a settlement with Alimenta on the property dispute, and the democratic
process was strengthened through elections.

5. The government remains determined to consolidate the overall economic gains made
over the last four years. Accordingly, and in conjunction with the preparation of the PRSP, it
is coordinating with its development partners the preparation of a comprehensive technical
assistance program to strengthen institutional capacity. This should allow the achievement of
better results, building on past efforts that include (a) an emphasis on continued robust
economic growth (focusing on the groundnut sector) to enhance income-generating activities;
(b) budgetary reforms to improve transparency, accountability, and the allocation of
resources (targeting agriculture, education, and health) in order to enhance the provision of
services; and (c¢) an enhanced focus on developing the financial sector, and more broadly
private sector activities, via a supportive macroeconomic and legal environment as part of a
strategy to broaden economic participation. These and other initiatives to better involve the
Gambian people, especially the poor in the poverty reduction and growth process, will
inform our efforts in the future, as discussed below.

B. Recent Economic Developments16

6. In 2001, real GDP is estimated to have grown by 6 percent, thanks to the robust
performance of the agricultural sector (especially groundnuts), which benefited from very
good rain distribution. At the same time, the fisheries, construction, trade, and transport and
communication sectors experienced rapid expansion. Notwithstanding the good harvest, the
expansionary fiscal policies and sizable depreciation of the dalasi (see below) contributed to

' Details of developments through September 2001 are provided in our letters to you dated
June 29, 2001 and November 14, 2001, as well as the Staff Report for the 2001 Article IV
Consultation (Country Report No. 01/148).
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higher inflation: end-of-period inflation increased to 8 percent compared with the program
target of 3% percent.

7. The external current account deficit (excluding official transfers) widened to about
14% percent of GDP in 2001 as a result of the unprogrammed importation of three electricity
generators (funded from a donor concessional loan and supplier’s credit) and higher imports
for domestic use. Gross official reserves, at the equivalent of about five months of imports,
also fell short of the 2001 target, largely because of an estimated delay in the disbursement of
donor grants of 1.6 percent of GDP. The latter also contributed to a further depreciation of
the dalasi of 8 percent in real effective terms in 2001.

8. Slippages occurred in the implementation of the 2001 budget; the overall deficit
(excluding grants) is estimated at 8.7 percent of GDP, exceeding the revised target of

5.9 percent of GDP. This was mainly the result of shortfalls in customs duty receipts, but
recurrent expenditure, including other charges, also exceeded the program target. In addition,
the government incurred unprogrammed expenditure (on-lending to a public enterprise) in
purchasing electricity generators and related equipment and making payments to commercial
banks (see below). Since September, further shortfalls in customs and sales tax (on imports
and domestic goods) revenue amounting to an estimated 1.3 percent of GDP have
accumulated, including a buildup of tax arrears by public enterprises. Notably, the Gambia
Telecommunications Company (GAMTEL)—which operates a fast-growing mobile
telephone business with significant forward sales of telephone cards—incurred tax arrears
amounting to D 32 million,'” while the National Water and Electricity Corporation
(NAWEC) was unable to pay D 27 million in tax arrears. There were also shortfalls in nontax
revenue (0.5 percent of GDP) and overruns in net lending (0.4 percent of GDP), reflecting
the financial problems of public enterprises. An additional 0.4 percent of GDP in excess
outlays was incurred through the BTL accounts to accelerate development projects in
response to election pressures. The government had recourse to net bank financing
amounting to about 26 percent of beginning period money stock, compared with 8 percent
under the program; outstanding government domestic debt had risen to about 33 percent of
GDP by end-2001."

0. In 2001, domestic credit expansion was dominated by government borrowing, which
crowded out the private sector. This outcome resulted in part from government payments to
commercial banks (D 64 million, equivalent to 1.1 percent of GDP) for the nonperforming

7 Owing to delays in closing its accounts, GAMTEL was also recently assessed an estimated
D 25 million in overdue income tax, which, together with sales tax arrears, amounts to
0.4 percent of GDP.

'8 This outcome was in part aggravated by the payment (amortization) for the Alimenta
settlement (US$6.7 million in 2001) and the nondisbursement of donor grants that could have
partly offset this payment.
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crop finance loans extended to private operators in 1999/2000 in the aftermath of the seizure
of the Alimenta assets. Nevertheless, broad money growth was contained at 19 percent

(35 percent in 2000) following efforts by the central bank to mop up liquidity through sales
of treasury bills; these sales contributed to an increase in the treasury bill rate from

12 percent to 15 percent during the year. Notwithstanding these efforts, four quantitative
performance criteria for end-March 2001 and one such criterion for end-September 2001
were not observed; however, waivers were approved by the Fund’s Executive Board. With
regard to fourth quarter performance, two end-December 2001 quantitative indicative targets
concerning net bank credit to, and the basic primary balance of, the central government—
were not observed (Appendix I, Table 1).

10.  On December 17, 2001, the National Assembly approved the budget for 2002,
providing for an overall deficit (excluding grants) of about 4 percent; including grants, the
deficit was projected at 1 percent of GDP. The budget incorporated poverty-reducing
expenditure funded with interim debt relief under the enhanced HIPC Initiative and also
reflects key sector priorities derived from PERs in the agricultural, education, and health
sectors. In January 2002, the central bank seized the Continent Bank, following a further
deterioration in the latter’s financial situation and pending a resolution plan.

11. The implementation of structural measures was somewhat behind schedule;
nevertheless, by end-2001, all but one of the structural performance criteria and structural
benchmarks had been fully implemented (Appendix I, Table 2). There were technical delays
in establishing a regulatory framework, issuing guidelines, and authorizing commercial banks
to establish foreign currency deposits. However, by year’s end, one bank had been authorized
to offer foreign currency deposits, while others were working toward reaching this goal.
Moreover, the Central Bank of the Gambia (CBG) introduced a 364-day treasury bill
effective September 2001 and had earlier established a new Department of Rural Finance to
focus efforts on improving the supervision of microfinancing institutions and promoting the
provision of rural/informal finance, consistent with the authorities’ efforts to better serve the
poor. The Central Statistics Department (CSD) suffers from an acute manpower shortage and
has not been in a position to either improve the consumer price index (CPI)"” or to rebase the
national accounts to a more recent date (from the 1976/77 base currently used). The Fund
technical assistance mission in September 2001 recommended emergency measures to
bolster the CSD personnel, and the government agreed to provide funding for an immediate
increase of personnel in the National Accounts Section.

12. Progress on other key reforms has been encouraging. With the assistance of the Fund
budget advisor, government accounts for 1998-99 were closed in August 2001 and, as in the
case of the 1991/92-97 accounts, were submitted to the Auditor General; it is expected that,

' The CPI covers low-income urban households, and the basket has not been updated since
1974.
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despite the loss of some relevant public records, arrangements can be made to complete the
audit of these accounts and permit the timely audit of public accounts for subsequent years.

13.  During 2001, substantial progress was made in improving access to technical
assistance in order to strengthen institutional capacity. Government undertook initial
discussions with Fund staff on the proposed Technical Cooperation Action Plan (TCAP),
which aims to provide more comprehensive and better-coordinated technical assistance in
support of an improved formulation and implementation of macroeconomic policies. Within
this context, the Fund agreed to extend the services of the resident budget advisor for one
year, and to provide a macroeconomic advisor in the Department of State for Finance and
Economic Affairs (DOSFEA). To complement these efforts, several Fund technical
assistance missions were mounted to review (a) the capacity to track poverty-reducing
expenditures, including those funded from enhanced HIPC Initiative debt relief; (b) the need
for strengthening tax administration; (c) the means to enhance the compilation of monetary,
price, and national accounts data; and (d) the requirements for strengthening the institutional
capacity of the central bank. The most recent mission found that, despite its considerable
need to strengthen institutional capacity, the central bank had implemented only a limited
number of past IMF recommendations. It was thus important to use a more integrated
approach for future technical assistance and monitor it carefully; meanwhile, the central bank
would have to continue to demonstrate its strong commitment to implement reforms.

14. The government also worked better with multilateral institutions and donors in
identifying the technical assistance requirements for the PRSP. To this end, DOSFEA set up
a technical assistance coordination desk and has been working closely with the United
Nations Development Program (UNDP) in preparing a comprehensive technical assistance
program for the SPA II (PRSP). Moreover, the government agreed on a Capacity-Building
Project with the World Bank to strengthen public finance systems. The World Bank and the
United Kingdom Department for International Development (DFID) have also provided
assistance in developing the PERs, the poverty assessment, and the participatory process.

15. With regard to the governance and political process, the settlement reached with
Alimenta should enhance investor confidence and catalyze reforms in the key groundnut-
marketing sector. The presidential elections were conducted in October 2001, and President
Jammeh was reelected with 53 percent of the vote. During his second inauguration in
December, he condemned the September 11 attacks, granted amnesty to the former president
and his family, and called for national unity. The National Assembly elections took place in
January 2002, and the new Assembly was inaugurated on February 1. Following these
elections, the United States agreed in March to remove the suspension of economic aid to
The Gambia in force since the military coup in 1994. Local government elections were held
in April 2002.

16. Economic developments through the first quarter of 2002 were characterized by the
implementation of expansionary fiscal policies. While revenues were broadly on target
(reflecting continued robust economic activity that benefited income tax collections and
measures to close tax loopholes, especially for public entities) expenditure overshot the
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targets by about 2 percent of GDP, as elections-related outlays continued. There were some
increases in recurrent expenditure, funded mainly from the BTL accounts, where timely
reporting and control proved ineffective. Construction was started on the Mandinaba-Soma
road, funded by a payment of US$2.6 million on the US$35 million contract with the
construction company (Tetrax), and the implementation of a number of projects was also
accelerated.” A balance from the disbursement of some funds by Taiwan Province of China
for the power project (including electricity generators imported in 2001) helped cushion the
level of the net government credit from the banking system and led also to a drop in the stock
of outstanding treasury bills. However, the end-March 2002 quantitative indicative targets
with respect to the basic primary balance of the central government and the net domestic
assets of the central bank were not observed. Delays in receipts of groundnut exports and
border controls that impeded the reexport trade added to pressure on the exchange rate of the
dalasi. Notwithstanding sales of foreign exchange by the central bank, the dalasi depreciated
by 5 percent vis-a-vis the U.S. dollar. The end-March 2002 indicative target on net official
international reserves was not observed.

VII. OBJECTIVES AND POLICIES FOR 2002/03-2004/05

17. Consistent with the SPA II (the full PRSP) objectives, the government has formulated
a medium-term macroeconomic framework that aims at achieving macroeconomic stability
through market-based incentives that are conducive to robust private sector activities and
poverty alleviation. To this end, the focus will be on (a) further strengthening public finances
to contain the budget deficit and thus the high level of domestic debt; (b) continuing and
deepening structural reforms; (c) strengthening institutional capacity through extensive
recourse to technical assistance; (d) implementing a comprehensive social sector agenda,
especially in the agricultural, education, and health sectors; and (e) further strengthening the
macroeconomic and social databases to facilitate the formulation of policies that link
macroeconomic and social targets, especially focusing on the poor.

18. The key macroeconomic objectives are to (a) maintain real GDP growth of about

6 percent annually during 2002—-05; (b) limit average inflation to below 4 percent per annum
over the 2002—05 period; (¢) contain the external current account deficit (excluding official
transfers) at about 10 percent by 2005; and (d) maintain gross external reserves over the
period at about 52 months of imports of goods and services. Total investment is projected to
increase from 17% percent of GDP in 2001 to 27" percent in 2005 from (4% percent to

12%4 percent, respectively, for the government), and the envisaged increase in the government
saving-investment balance of 7 percentage points of GDP (before PRSP-related expenditure)
would contribute to the improvement in the external current account

?% This level of implementation is not sustainable given resource and other constraints
including the onset of rains in May—June.
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VIII. THE PROGRAM FOR 2002/03

19.  For 2002, real GDP is projected at about 6 percent on the basis of expected continued
strength in agriculture, buttressed by the reforms envisaged in groundnut marketing
following the settlement of the Alimenta dispute. Moreover, tourism and the reexport sectors
are expected to recover fully with the improved border relations, and overall economic
activity should benefit from improved infrastructure and utilities (electricity and telephones).
With the help of good weather and a bumper crop in 2001, coupled with tightened financial
policies, inflation is projected to decline to below 6 percent by end-2002.

A. Fiscal Policy

20. Modifications have been introduced in the budget for 2002 to incorporate the impact
of recent developments, including the preliminary outturn for 2001 and the updated PERs in
the key social sectors, which reflect the costings of the priority policy interventions. The
budget incorporates interim debt relief of about US$4.4 million under the enhanced HIPC
Initiative provided by the Fund, the World Bank, and the African Development Bank/Fund.
On this basis, the overall deficit (excluding grants) is now projected at 5 percent of GDP;
including grants, the deficit will be reduced to 2)% percent of GDP. Allowing for the
enhanced HIPC Initiative debt-relief expenditure, the overall deficit would reach 6% percent
of GDP.

21.  Revenues are projected at about 17" percent of GDP in 2002, underpinned by
measures to improve tax administration. These measures, in turn, are supported by Fund (tax
administration and tax policy missions visited Banjul in November 2001 and February 2002,
respectively) and World Bank technical assistance under the Capacity-Building Project.
Measures have been taken to prevent the emergence of new tax arrears®' and collect existing
arrears (estimated at D 32 million, or 0.5 percent of GDP), while a decision has been made to
discontinue the summer sales tax relief for hotels that was granted in 2001. The government
undertook an independent audit of the 2001 operations of the Customs and Excise
Department in April to ascertain and, if necessary, address revenue leakages; this constitutes
a prior action for the PRGF-supported program. With a view to ensuring satisfactory control
of duty exemptions and the timely collection of customs duties, the authorities will no longer
use the direct delivery system (with the exception of perishable and bulk cargo items) unless
a voucher is presented at the time of clearance. At the same time, action has been taken to
process such applications expeditiously to minimize the inconvenience to importers. To
support these efforts, the list of exemptions has been updated and will be gazetted shortly. As
recommended by the Fund tax administration mission, the domestic sales tax unit will be
transferred from the Customs and Excise Department to the Central Revenue Department as

21 A directive was issued in February 2002 that, henceforth, oil companies will pay the full
customs duty due on all oil products imported on behalf of NAWEC, thereby fully closing a
loophole through which that enterprise had accumulated tax arrears.
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soon as possible to facilitate tax administration.”” Measures have been initiated to set up a
headquarters office to oversee the proposed tax reforms (and leave the existing Tax
Department to focus on collecting revenue) as a first step toward establishing an autonomous
revenue authority. Coordination among the revenue departments should benefit from
computerization, including the planned implementation of ASYCUDA II in the Customs and
Excise Department. Moreover, the government intends to follow up on the recommendations
of the Fund tax policy mission. A joint World Bank/Fund mission in June 2002 prepared a
joint work agenda to introduce the other planned reforms.

22. On the expenditure side, the aim is to reduce recurrent expenditure to 17% percent of
GDP in 2002 from the estimated 204 percent in 2001 (the latter partly reflects the
nonrecurring current expenditure from last year). The key social and poverty sectors
identified in SPA II (PRSP) have received allocative priority, while a 6 percent across-the-
board increase in the civil service salaries and public wages has been provided to help retain
skilled staff following a wage freeze for senior personnel in 2001. The government provided
a one-month salary advance to civil servants for Tobaski (a religious festival falling in
February 2002), which is repayable over a six-month period through automatic salary
deductions. Additional resources from the enhanced HIPC Initiative interim debt relief will
augment allocations to the priority social sectors. With donor support, capital expenditure is
projected to increase to 6% percent of GDP in 2002 (4% percent in 2001), in order to
strengthen the physical infrastructure and the agricultural, health, education, and judicial
sectors; the ultimate goal is to alleviate poverty, strengthen private sector activity, and
promote exports.

23.  To address the first quarter expenditure overruns, the government has agreed to
finance the Mandinaba-Soma road project with grants now expected from two donors.
Progress has been made in this regard, and as of early June 2002, US$1.6 million in grants
had been disbursed. Moreover, funds that had been set in escrow for this project (D 42
million) have been repatriated and paid back into the consolidated revenue fund. Recurrent
expenditure and the disbursement on a number of development projects, including the
Mandinaba-Soma road, will be slowed via tightened controls on the relevant BTL accounts.
Effective May 2002, all expenditure from BTL accounts will require proper documentation
and reporting. Additionally, the filling of vacancies in the budget unit and the Auditor
General’s office should help improve expenditure control and auditing.

24. A cabinet paper approved in September 2001 outlined comprehensive budgetary
reforms associated with the requirements of the SPA II (PRSP), triggers for debt relief under
the enhanced HIPC Initiative, and the PRGF-supported program. These reforms are centered

22 Access to corporate income statements provides the Central Revenue Department with the
best means to also administer the domestic sales tax. This will require a change in the law to
mandate the relevant department to assume such responsibilities, even though administrative
changes have already commenced.
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on the Accountant General’s Office and are aimed at improving the reporting and control of
expenditure, including the BTL accounts, as well as expediting the reconciliation and closing
of public accounts. The new system should also subsequently facilitate conversion to
program budgeting in line with the objectives of the PERs (and, eventually, the medium-term
expenditure framework—MTEF) and improve expenditure classification to reflect better the
SPA 1I (PRSP) and enhanced HIPC Initiative priorities. Complementary reforms will also be
aimed at the Auditor General’s Office, among other things, to expedite the audit of accounts.
Currently, the white paper on the Commission of Inquiry on the former Auditor General and
a paper on its recommendation have been placed on the cabinet’s agenda. The government
looks forward to continued Fund technical assistance in those areas, with the return of the
resident budget advisor and the placing of a DOSFEA macroeconomic advisor in Banjul. The
work of the latter would also facilitate coordination within DOSFEA and between the
DOSFEA and the central bank through improved regular reporting and projections of fiscal
data (revenue, expenditure, debt service, external assistance, and government borrowing
requirements); the latter is a key input in liquidity forecasting and would facilitate monetary
policy formulation. Other donors, including the World Bank, UNDP, and DFID, would also
play a key role in implementing these reforms.

25. The government is implementing measures to deal firmly with the reemergence of
cross arrears between the government and the public enterprises (PEs), including the above-
mentioned tax arrears, owed, among others, by GAMTEL and NAWEC. As of end-
January 2002, the government had accumulated arrears of D 43.5 million (0.7 percent of
GDP) to PEs, while the latter had accumulated an estimated D 138 million in arrears to the
government. A cabinet paper was prepared to highlight the problem and proposed a
comprehensive program to address the financial problems of the PEs and a mutual settlement
of these arrears. Quarterly targets leading to the elimination of these cross arrears by mid-
2003 were agreed with the key public enterprises. The longer-term issues of PEs will be
addressed in a donor-funded study that will provide recommendations to restructure or
privatize eight Track II PEs (see also Subsection D below).

B. Monetary Policy and Financial Sector Reforms

26. The key objectives of monetary policy during 2002 are to reduce inflation and
strengthen external reserves. To these ends, the government will maintain prudent fiscal
policies and a tight monetary policy (while providing adequate credit to the private sector),
and promote exchange rate flexibility consistent with a further buildup of official reserves.
The avoidance of unprogrammed increases in net credit to the government, such as those
associated with payments to Alimenta and related developments in 2001, will also be an
important objective for monetary policy in 2002. Through sales of securities, the central bank
will seek to moderate the growth of broad money from an estimated 19 percent during 2001
to 13 percent by end-2002, in line with projected nominal GDP growth.

27. Reforms in the financial sector will aim at improving the operation of the money
market, making interest rates more flexible, and enhancing the soundness and efficiency of
the financial system. To assist in these tasks, the CBG received three Fund technical
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assistance missions in 2001, including the December mission, which undertook a diagnostic
review of the capacity requirements and past Fund technical assistance. In August 2001, the
CBG received additional Fund technical assistance, which recommended measures to
improve monetary statistics. The recommendations of these missions to address weaknesses
in the CBG’s core functions—supervision, monetary operations, reserve management,
payments systems, and internal controls—will form a key part of the medium-term reforms.
The latter in turn, should also take into account the need for the central bank to continue to
demonstrate a strong commitment to implement reforms, as well as the means to improve the
effectiveness of technical assistance. To these ends, the central bank has started to implement
a package of measures that will also trigger its access to Fund technical assistance under the
TCAP. These measures include (a) a CBG board resolution to support the above-mentioned
reform measures; (b) initiation of a review of the Central Bank Act; (¢) revision (to reflect
the mission’s recommendations) and resubmission of the Financial Institutions and the
Insurance Bills for parliamentary approval; (d) establishment of a committee to prioritize,
coordinate, and enhance the CBG’s training program; (e) preparation of a resolution plan for
an insolvent bank and two insurance companies; (f) introduction of a liquidity-forecasting
framework and operation of the book-entry system; (g) issuance of the revised foreign
currency deposit prudential regulations to commercial banks; and (h) the filling of vacancies,
particularly in the banking and insurance areas. Items (a) and (b) above, which were both
implemented in February 2002, are also prior actions for the PRGF-supported program for
2002/03-2004/05. The proposed legislation and the various technical assistance
recommendations require extensive revisions in the financial institutions’ reporting
requirements, which will be addressed during 2002—-03.

28. Nonperforming loans had declined to 6.8 percent of total outstanding loans by end-
March 2002 from 13.6 percent in June 2000, and provisioning for nonperforming loans at
end-March 2002 remained above 90 percent of such loans in 2001. The government will
encourage banks to maintain their capital adequacy ratios above the legal requirement of

8 percent and has taken steps to strengthen the management capacity of a financial institution
that has not been meeting some of these standards.”> The CBG is now working on a
resolution plan for the Continent Bank and has commissioned an audit of the bank by an
international firm—KPMG. Details of the resolution plan will be discussed with the Fund
before it is finalized and implemented. The CBG’s Rural Finance Department is expected to
play a key role in efforts to improve the supervision and growth of the microfinance sector.

29. During 2002, The Gambia will continue to pursue regional monetary integration
through collaboration with five other countries in west Africa® to establish a West African

> The CBG proscribed the Continent Bank in August 10, 2001 and seized it on
January 11, 2002 following a deterioration of the latter’s financial situation.

** The other countries that are signatories to the April 2000 Accra Declaration are Ghana,
Guinea, Liberia, Nigeria, and Sierra Leone.
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Monetary Zone (WAMZ) by 2003. In April 2001, the West African Monetary Institute
(WAMI) was established, with a mandate to prepare the groundwork for the establishment by
2003 of the West African Central Bank (WACB), which will function as the central authority
of the WAMZ.

30. To address the problem of the large stock of government domestic debt (33 percent of
GDP at end-2001), whose service absorbs more than 20 percent of government domestic
revenue, the government has focused on efforts to reduce the fiscal deficit (excluding grants
and the fully-funded HIPC Initiative expenditure) to sustainable levels. Furthermore, the
government plans to use part of the proceeds from privatization, available donor assistance,
and a part of debt relief under the enhanced HIPC Initiative to further reduce the stock of
domestic debt. Since a sizable part of this debt is held by commercial banks, it will be
important that its reduction avoid an injection of liquidity in the economy. A solution may lie
in the establishment of an offshore entity that would take over the debt, or through
debt/equity swaps for selected public institutions.

C. External Sector Policies

31. On the basis of the economic policies detailed above, the external current account
deficit (excluding official transfers) is projected to decline to about 13 percent of GDP in
2002. The volume of total exports (excluding reexports) is projected to increase by about
6.8 percent, reflecting a further expansion in groundnut, fruit, and fish production. It is also
expected that groundnut exports will contain a larger proportion of high-quality nuts. While
import volumes are projected to decline by about 2.7 percent in 2002, the reexport trade is
expected to continue to recover, with improved cross-border relations and external
competitiveness via a depreciated exchange rate, as well as the better availability of foreign
exchange, including through the introduction of foreign currency deposits. The terms of
trade, excluding reexports, are projected to improve by 1.4 percent in 2002. Receipts from
tourism are expected to increase significantly as the sector—supported by an increase in
weekly flights and the recent creation of the National Tourism Authority (see below)—
continues to recover from the sharp decline in 2000. Donor assistance is also projected to
increase, contributing to gross official reserves of SDR 87.7 million in 2002, a level
equivalent to about five months of import cover. A financing gap of SDR 10.3 million is
projected for 2002 (SDR 76.5 million, including PRSP-related funding gaps for 2002—05),
which is expected to be covered by recourse to Fund and donor assistance, the latter likely
through a donor roundtable meeting planned for September 2002.

32. The government remains committed to a liberal trade and exchange system. It will
continue to assess the impact of the reduction in the external tariff to a maximum rate of
18 percent and in the number of tariff bands from ten to three in 2000, as well as of the
reforms in the neighboring West African Economic and Monetary Union (WAEMU)

%> Taking into account the generators imported in 2001.
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countries (which maintain a maximum external tariff of 20 percent). Efforts have been
intensified to improve the balance of payments data, based on the recommendation of the
September 2000 Fund technical assistance. Technical assistance was received from DFID

in 2001 to launch surveys of foreign direct investment, while the UNDP assisted with the full
introduction of ASYCUDA to, inter alia, generate trade data on a timely basis. The reduction
in external tariffs, together with the pursuit of prudent financial policies and a market-based
flexible exchange rate, should benefit The Gambia’s external competitiveness.

33. The government intends to use the remaining proceeds of the Fund interim assistance
under the enhanced HIPC Initiative, approved on December 15, 2000, to meet debt-service
payment on its existing debt to the Fund as they fall due during 2002. Measures have been
taken to strengthen the loan and debt management unit at the DOSFEA with additional
staffing and equipment, in order to improve the quality and timeliness of external debt data.
Efforts are also under way to obtain debt relief from all other creditors. The Gambia will opt
to participate in the sovereign credit rating assessment, funded either by the U.S. government
or the UNDP.

D. Structural and Sectoral Policies

34, The efforts to modernize business-related legislation and regulations have gathered
momentum with the December 2001 National Assembly enactment of the Regulatory and
Procurement Acts, which also provide for the establishment of implementing agencies to
regulate privatized utilities and handle public procurement, respectively. A contract has been
tendered for a DFID-funded PE regulatory study. Since May 2000, the government has
worked closely with the Commonwealth Secretariat to develop a competition policy (a draft
has been completed) and, eventually, a Competition Bill to remove legal and regulatory
impediments to competitive markets. In July 2001, legislation was approved by the National
Assembly that, inter alia, set up the National Tourism Authority (a largely private sector-
driven body) to promote the industry, including through the classification of hotels to
improve the quality of service. Preparatory work is about to be launched on the Tourism
Master Plan for 200220, funded by the AfDB. A part of the broader agenda on private
sector legislation will entail efforts to introduce various bills (on business transactions,
organization, and partnership), which together, will replace the existing antiquated Company
Act. The Mortgage and Money-Laundering Bills will be drafted, which would help to
streamline and further strengthen the regulation of the financial sector.

35. Regarding the public enterprise sector, the Privatization Act introduced in 2000, inter
alia, formalized the establishment of the Gambia Divestiture Agency (GDA). The GDA is
undertaking a major review of public enterprise finances to help disentangle government
finances from the former, while a longer-term study will pave the way for further
privatization. Already, the privatization of Track I public enterprises*® has been approved by

?® Ten public enterprises that can be sold without need for legislative and regulatory support,
including the former Alimenta, Denton Bridge, and Kaur processing plants and barges.
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cabinet; the GDA will channel part of the privatization proceeds into the divestiture account
at the central bank. In 2002, up to D 25 million will be transferred from the divestiture
account to reduce the government’s domestic debt.

36. During 2002, the government will start to implement the Trade Gateway Project
(US$23 million) approved by the World Bank in February 2002. The project will, among
other things, enable The Gambia to establish an export-processing zone to promote private
sector activity consistent with the PRSP objectives. The project will also promote investment
in the country through the one-stop Investment Promotion Center and will support further
efforts toward privatization. To this end, further studies on public enterprises, beyond the
cabinet paper mentioned above, would assist the government in elaborating policies and
reforms in this area.

37. In agriculture, the government intends to continue to work with the European Union
(EU) and the Agri-Business Service Plan Association (ASPA), the latter comprising farmers
and buyers, in order to improve the marketing of groundnuts and encourage the ASPA to
adhere to a schedule of public announcements of producer prices early in the planting season.
The settlement of the Alimenta dispute and the proposed privatization of its processing plants
and barges among competing and reputable firms should promote private crop financing
while contributing to better earnings by farmers. This privatization program is being prepared
by the GDA; meanwhile, experts provided through EU technical assistance have evaluated
the assets in preparation for their expected offers for sale. Already, the government has
injected some D 15 million to improve these assets, in order to facilitate groundnut marketing
during the 2001/02 season and the subsequent asset sale. Moreover, the proposed EU audit of
the 1999/2000 operations of the trading companies will provide remedies to ensure adherence
to proper internal control measures in compliance with industry standards. The government
intends to make timely arrangements to help provide improved seed, fertilizer, and
microfinance facilities to farmers, the latter through the US$10 million International Fund for
Agricultural Development Rural Finance and Community Initiative. Significant support for
the fishing sector will be provided by projects, worth some US$13 million, to build a second
cold storage facility and establish artisanal facilities in during 2002.

38. The government is implementing a governance program adopted during the

March 2000 roundtable meeting in Banjul, including reforms to (a) strengthen the
constitutional and electoral processes; (b) strengthen the National Assembly structures and
processes; (¢) promote civic education and enhance civil participation in the political process;
(d) improve the legal and judicial processes; (€) decentralize and reform the local
government system; and (f) improve the management and transparency of public finances. A
number of these reforms are also being supported by the DFID, EU, and UNDP and are being
implemented in the context of the SPA II (PRSP).

39. As part of implementing the PRGF-supported program, the government intends to put
in place measures that comprise structural benchmarks outlined in Table 11 of this Appendix.
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E. Social and Poverty Reduction Policies

40. The launching of the SPA II (PRSP), which has drawn on The Gambia’s experience
since 1992 to develop a comprehensive poverty reduction strategy, marks a milestone in,
among other things, the evolution of the PRGF-supported program. The latter is now based
on SPA II (PRSP) and thus incorporates the views of Gambians, including the poor. SPA 11
(PRSP) has significantly improved the government’s ability to identify the poor and the
sources of poverty, and to intensify efforts to develop intervention to better target the poor.
Accordingly, the PRGF highlights the SPA II (PRSP) program “pillars,” namely, the efforts
to create an environment conducive to sustained high growth (targeting income generation in
rural agriculture), while providing the means to increase the allocation of public resources
and the delivery of social services. While our articulation of the agricultural sector strategy
will require more time to develop, the preparation of PERs in key sectors has provided an
early means of linking sector and national budget priorities—a process that has been
reinforced by interim resources provided through debt relief under the enhanced HIPC
Initiative. Moreover, the PRGF-supported program draws extensively on our efforts, in
collaboration with various donors, to promote the role of the private sector; enhance
transparency and accountability for public finances; improve macroeconomic and social data
to strengthen poverty policy analysis; and access technical assistance to support institutional
capacity.

41. The budget for 2002 provides the first attempt at integrating PERs and debt relief
under the enhanced HIPC Initiative, in order to allocate increased resources for the social
sectors and for development expenditure. The system for reporting on poverty-reducing
expenditure established last year, including the special HIPC Initiative account at the central
bank, will become fully operational in 2002 with the issuance of the first biannual reports
(May and November), designed, inter alia, to make further progress toward the triggers for
the enhanced HIPC Initiative completion point. The broader resource requirements of the
SPA 1I (PRSP) have been evaluated in conjunction with the financing gaps in the PRGF-
supported program and will be presented to the donor roundtable meeting planned for the
second half of 2002.

42. The government is aware that the updating of the comprehensive poverty reduction
strategy will place a considerable burden on institutional capacity and necessitate further
reforms to improve the delivery and monitoring of enhanced public services. In this regard, it
intends to intensify collaboration with donors, including the Fund, to ensure timely access to,
and effective use of, technical assistance.

F. Statistical Issues

43. The Gambia’s economic and financial statistics remain in need of improvement,
especially with regard to the major components of the balance of payments, the national
accounts and prices, public investment, the public enterprise sector, and employment.
Moreover, data on the social sectors and poverty need to be substantially improved and better
integrated with mainstream economic data. The government has benefited from the
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recommendations of various recent Fund technical assistance missions to strengthen the
compilation of economic data. A notable development is the recent effort to improve the
staffing of the CSD on an interim basis, pending the longer-term restructuring of the
department into an independent agency, by offering better incentives to retain staff. Apart
from generating macroeconomic data, the CSD is expected to play an important role in
carrying out the household survey, the baseline delivery survey for social amenities, and the
2003 housing and population census. These efforts are key to improving the capacity for
undertaking poverty and social impact analyses. The country is also benefiting from
participation in the General Data Dissemination System (GDDS) and uses the framework to
improve the quality, timeliness, and transparency of data provision.

G. The Technical Cooperation Action Plan (TCAP)

44.  Following our request to the Fund management for technical assistance in April 2001,
the government has worked closely with the Fund staff and other donors to prepare a
comprehensive technical assistance program for the PRSP. It is expected that the coordinated
effort will promote complementary efforts aimed at covering the key requirements for
technical assistance through a careful identification of gaps. These gaps would then be
presented to the donor roundtable meeting planned for September 2002, together with the
SPA II (PRSP) for funding. Within this framework, considerable work has been undertaken
by the Fund staff to prepare a comprehensive TCAP aimed at promoting performance under a
possible new three-year PRGF arrangement.

IX. PROGRAM MONITORING AND REVIEW

45. To monitor policy implementation under the program, prior actions, a number of
quantitative performance criteria for end-September 2002, and quantitative benchmarks have
been identified. Issuance of the papers on the request for the PRGF arrangement will be
subject to three prior actions, comprising (a) a CBG board resolution in support of the
reforms recommended by the December 2001 Fund technical assistance mission; (b) the
initiation of a review of the Central Bank Act, with a view to modernizing the act; and (c) the
audit of the 2001 operations of the Customs and Excise Department. Items (a) and (b) are
drawn from a group of measures that will also trigger Fund technical assistance to the CBG
under the TCAP.

46.  Performance under the first annual program under the PRGF arrangement will be
monitored on the basis of the following quantitative performance criteria for end-

September 2002: (a) a ceiling on net bank credit to the government; (b) a ceiling on net
domestic assets of the central bank; (c) a floor on the basic primary balance of the
government; (d) the nonaccumulation of external payments arrears; (¢) a minimum level of
net official international reserves; (f) a limit on new nonconcessional external loans
contracted or guaranteed by the central government in the maturity ranges of 1-12 years; and
(g) a zero ceiling on the outstanding stock of short-term external public debt (excluding
normal import-related credits). The performance criterion on the nonaccumulation of external
payments arrears will be applied on a continuous basis. Also, quantitative benchmarks have



- 60 - APPENDIX I
ATTACHMENT II

been established for these variables for end-June 2002; indicative targets on the same
variables were agreed for end-December 2002. In addition, quarterly financial indicators
were established on total government revenue, the wage bill, and the primary budget balance.

47. The program also includes a number of structural benchmarks for various dates as
indicated in Table 2 of this Appendix.

48. In addition, policy implementation under the first annual program under the PRGF
arrangement will be assessed by two reviews. Disbursement of the second loan under the
PRGF arrangement will be conditional on the observance of the end-September 2002
performance criteria and the completion of the first review no later than end-December 2002.
The disbursement of the third loan will be subject to the observance of the end-March 2003
performance criteria and completion of the second review no later than end-June 2003.
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Table [. The Gambia: Quantitative Performance Criteria, Banchmarks and IndicativeTargets Under the First Annual Program
Under the Three-Year Poverty Reduction and Growth Facility Arrangement, April 1, 2002 - December 3 1, 2002

2001 2001 2002
End-Dec.  End-Dec.  End-Dec End-Mar.  End-Mar. End-Tun. Erd-Sep. End-Dec.
Indicative Indicative Cuantitative  Performamos  Quantitative
Prel. Target Prel. Target Prel. Bendmaks Criteria Benchmarks
Performance criteria (Stocks) {In millions of dalasis; change froam beginning of the calendar year)
Net bank creditto the central government (ceiling) 142/ 5ga.2 158.8 B05 .8 6.6 3.2 -83.7 85,8 -75.5
Met domestic assets of the central bank (eailing )1 Y L4115 a5 54,9 -1.4 183.0 2.5 231.3 -17.8
Basic primary balance of the central government { floor ) 1/ 4f 9.7 0.0 2.2 -40.7 67.4 141.8 225.7
External payments arrears of the central povemment(ceiling )5/ 00 0.0 00 00 o0 0.0 0.0 0.0
{In millicns of S0Rs; change from baginning of the calendar year)
Met official international reserves (floor) 6 &0.2 2.0 4.6 11 5.6 0l 4.0 8.3
New nonconcessional debt contracted or guarantesd by
the government {eeiling ), 1-12 year maturity 7/ Qo0 00 an [y} 0.0 oo 00
Outstanding stock of extemal public debt
with amaturity of less than 1 year (ceiling) 3/ (NN} 0.0 00 00 00 0.0 oo
(Inn millicns of dalasis: change frm beginning of' the eal ndar vear)
Finaneial indicators
Total domestic povernment revenue (floor 1,100.8 499,89 25,3 2685.4 64,2 BeR.8 1,211.5
Government wage bill (ceiling) u2.8 2.0 1nz.% 7.0 19.2 277.4 M6
Memarandum item:
External budgetary assistance® .2 00 100 0o 50.0 0.0 0.0

17 The ezilingswill be adjusted downward by the amountof external budgetary assistance in excess of that programmed. In the event of a shortfall in external budgetary
assistance 45 defined above). the ceilings will be adjusted upward by the amount of the shortfall.

2} Defined as claims on govemment (net)in the monetary survey.

3 Defined as the differencebetween the net official internaticnal reserves and reserve money.
4 The basic primary balance is defined as domestic revenue minus total expenditureand net lending, excluding interest payments and extermally financed capital expenditure.

50 Tobe applied on a continuous basis.

assistanee (as defined abowve), the floor will be adjusted downward by the amountof the shortfall.
W External debt contracted or guaranteed other than that with a grant element equivalent to 35 percent or move, calculated using a discount rate basad on OECD commercial

interest reference rates.
& Excluding normal importerefated credits.
& Including grants, loans, and debtrelief, but excluding project aid.
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Tahla 2. The Gambia: Prior Actions and Structural Benchmarks Under the First Annual Program
Under the Three-Y ear Poverty Reduction and Growth Facility Arrangament, April [, 2002 - March 31,2003

Measures

Expectad Date of status
Completion

Prior actions

A Central Bank of The Gambia (CBG) board resolution in supportof e reforms recommend ed
b the December 2001 Fund technical assistance mission.

[nitiation (a request by the CRG and approval by the government) of a review of the Central
Bank Act, with a view to modernizing the act.

Audit of the 2001 operations of the Customs Revenue Department.

Structural benchmarks

Completion of Stage [ of the household survey DryrSeason) that will foom a basis for
constmeting an updated and comprehensive consumer price index.

Completion of the updated automated customs data system (ASYCUDATI).

Public reports on the povertv-reducing expenditura. 1/

Cuarterly schedule eliminating cross government/public enterprise arrears basad ona review of
public enterprise study and cabinet paper.

Completion of the enterprise survey in order to compile data on the international investment
position in the balance of paviments.

Completed March 2002,

Completed February 2002,

Completed April 2002,

End-September 2002

End-Octobar 2002

End-Movember 2002

End-July 2002 Complated May 2002

End-July 200%
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Table 3. The Gambia; Pror Adtion Stroctural PerformanceCriteran, and Stuctural Benchmarks
Under the Peverty Reduction and Growth Facility, October ], 2020 - Seplember 30, 2001

Dtz

status

Prior action

Subimit 1o pariament the supplemantary budgat measures, including the
contingency budgeat to be funded from interim debt reliel urder the enhanced
HIPC Initiative,

Structural performance criferion

Establish and begin o implemant a comprehensive gocounting framework o
momitorexpenditure on povaty reduction, ineluding expendiure fundzd firom
ahanced HIFC Initiative dabt relief.

Simctural bemchmarks

Initinte a register of establishmentsimvolvad in balance of paymenis transactions
and completeimplamentation of surveys of these establishmints.

Extend the mandate of the extermnaldebt unit of the Department of Jwats for
Finance and Feonomic Affairs and have it starifo compile data on publicly
euaranteed extamal debt other exiarnal contingent liabilities of the govemment
and domastic deht

Complete the full installation of ASYCUTA L the automated systiem for customns data.

andusz it 1o generate eredadata reclissified by cconomic categories.
Complete the rebasing ol national income accounts to | 555,

Establish the regulatory framework. issue guidelines. and authorize
commercial banks to esiablish forei gncumency deposils.

Invreduse the book-eniry system for freasury bill auctions and finalize
plans for infroducing lenger-tenmireasury bills and govermnmmaent bonids,

End-Dacembear 2000

End-February 200 1

EnckJunz 2001

End-March 20601

Enel-April 2031

Fnd-Tune 2001

End-foogust 2001

Submittad 1o parliament on June 14,2001; i1 was approved
an June 25,2061 .

Complatedat end-May2001.

Completed at end-Decanber 2.

Completad on schadule.

[elay in recaving UMETAD technical assistance.

[alayed

Complaed in Docember 2001,

Intreclucedin August 2001,
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The Gambia: Technical Memorandum of Understanding

(As of May 8§, 2002)

I. INTRODUCTION
49. This memorandum sets out the understandings between the Gambian authorities and
staff 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. The tables with the latest actual data for the monetary aggregates, as well as
the preliminary estimates for March 2002 used for the derivation of the flows for the program
period, are included in the staff report (Tables 6 and 7).

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

50. 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, 2002. The NIR
shall be converted into dalasis at the exchange rate prevailing on March 31, 2002 (estimated
at D 21.3000 per SDR). Reserve assets are defined for this purpose as external assets readily
available 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 liability, are to be excluded.

51. Adjustment clauses. The floor on the net international reserves of the central bank
will be adjusted upward (downward) by the amount of disbursed 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 budget (Appendix I, Table 1).

52. Supporting material. Net international 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

53. Definition. The net domestic assets of the central bank are defined as the difference
between reserve money (the sum of currency outside banks and all deposits of the
commercial banks, excluding deposits of the central government) and the net foreign assets
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.
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54.  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 end of each quarter in excess (in
shortfall) of the programmed amounts in the budget (Appendix I, Table 1).

55. Supporting material. Net 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

56. 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.

57.  Adjustment clauses. The ceiling on net claims on the central government by 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 end of each
quarter in excess (in shortfall) of the programmed amounts in the central government budget
(Appendix I, Table 1).

58. 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

59. 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

60.  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.

61. Supporting 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
owed by the central government and other public sector entities to Paris Club creditors, non-
Paris Club creditors, and other creditors.
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F. New Nonconcessional External Public Sector Debt

Contracted or Guaranteed by the Central Government
62.  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
original maturity of 1-12 years by the government.”’ Excluded from this performance
criterion is debt with borrowing from the IMF and with a grant element of at least 35 percent.
The grant element is to be calculated by using currency-specific discount rates reported by
the OECD (commercial interest reference rates): for maturities of less than 15 years, the
grant element will be calculated based on six-month averages of commercial interest rates,
and, for maturities longer than 15 years, the grant element will be calculated based on ten-
year averages.

63. 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 year includes financial
leases and other instruments giving rise to external liabilities, contingent or otherwise, on
concessional terms.

G. Outstanding Stock of External Public Debt

64. This performance criterion is the outstanding stock of external public sector debt with
original maturity of less than one year owed or guaranteed by the central government.*®
Excluded from this performance criterion are normal import-related credits.

65. Supporting material. A comprehensive record of all external debt with original
maturity of less than one 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.

III. PRIOR ACTIONS AND QUANTITATIVE PERFORMANCE CRITERIA AND BENCHMARKS

66. To monitor policy implementation, three prior actions 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 2002 (see Appendix I, Table 1). The

27 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 no. 9 of the “IMF Guidelines on
Performance Criteria with Respect to Foreign Debt,” adopted on August 24, 2000.
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prior actions entail (a) a CBG Board resolution in support of the reforms recommended by
the December 2001 Fund technical mission; (b) initiation of a review of the Central Bank
Act; and (c) an audit of the 2001 operations of the Customs and Excise Department. The
proposed benchmarks for end-June 2002 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 government,
defined to exclude interest payments and foreign-financed investment spending; (d) the
nonaccumulation of external payments arrears; (¢) a floor on net official international
reserves; (f) a ceiling on new nonconcessional external loans contracted 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 normal
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 2002
will serve as quantitative performance criteria. Indicative targets have been set for end-
December 2002. Five structural benchmarks are outstanding, set for specific dates through
end-November 2002, and a continuous indicative target on the avoidance of external arrears
has also been set (Appendix I, Table 2).

IV. STRUCTURAL PERFORMANCE CRITERIA AND BENCHMARKS

67.  Lastly, the authorities will notify the African Department of the Fund of
developments with respect to structural performance criteria 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) complete Stage I of the Household
Survey (dry season), which will form a basis for constructing an updated and comprehensive
consumer price index; (b) complete the automated system for customs data (ASYCUDA) II;
(c) complete public reports on poverty-reducing expenditure; (d) complete a quarterly
schedule for eliminating government-public enterprise cross arrears based on a review of a
public enterprise study and cabinet paper; and (e) complete the enterprise survey in order to
compile data on the international investment position in the balance of payments.

V. OTHER ELEMENTS OF THE PROGRAM — PROGRAM-MONITORING COMMITTEE

68. 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.
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VI. DATA REQUIREMENTS
A. Production and Prices

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

B. Government Accounts Data

70. Reporting standard. A consolidated budget report of the central government will be
transmitted comprising (a) the revenue data by each major item, including that collected by
the Commissioner of Taxes and the Customs and Excise Department, as well as transfers
from privatizations to the budget; (b) details of the recurrent and capital expenditure of the
central government; (¢) details of budget financing (domestic and external), which will be
transmitted on a monthly basis within six weeks of the end of each month; and (d) details on
the government’s outstanding arrears outstanding, as of end-March 2002, 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 43 million as of end-December 2001, while public enterprises owed the
government about D 138 million.

C. Monetary Sector Data

71. Reporting standard. The balance sheet of the central bank and the consolidated
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 institutions), and interest rate developments will be transmitted on a monthly
basis within two weeks of the end of each month.

D. External Sector Data

72. 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 (c)
balance of payments data will be transmitted on a quarterly basis within six weeks of the end
of each quarter.
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Membership Status: Joined 09/21/1967; Article VIII

APPENDIX II

VII. 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
VIII. SDR DEPARTMENT SDR Million % Allocation
Net cumulative allocation 5.12 100.0
Holdings 0.05 1.0
IX. OUTSTANDING PURCHASES AND LOANS SDR Million % Quota
Enhanced Structural Adjustment Facility (ESAF)/ Poverty
Reduction Growth Facility (PRGF) arrangements 20.61 66.3
X. LAETST FINANCIAL
ARRANGEMENTS
Type Approval Expiration Date Amount Approved Amount
Date (SDR Million) Drawn
(SDR Mill
ion)
ESAF/PRGF 06/29/1998 12/31/2001 20.61 20.61
ESAF 11/23/1988 11/25/1991 20.52 18.02
Structural Adjustment Facility 09/17/1986 11/22/1988 10.86 8.55
(SAF)
Projected Obligations to the Fund® (SDR million; based on existing use of resources and present
holdings of SDRs):
Overdue Forthcoming
04/30/2002 2002 2004 2005 2006
Principal 0.7 1.4 2.7
Charges/interest 02 0.2 02 02
Total 0.2 0.9 1.6 2.9

* Repurchase obligations: Repurchases in the credit tranches including the Compensatory Financing
Facility, are to be completed in 3 % - 5 years. Repurchases under the External Fund Facility (EFF) are

due in4 2 - 10 years.
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Implementation of HIPC Initiative

Enhanced
framework
Commitment of HIPC assistance
Decision point date® 12/11/2000
Assistance committed (end-1999 NPV terms)’’
Total assistance (US$ million) 66.6
Of which: Fund assistance (SDR million) 1.8
Completion point date Floating
Delivery of Fund assistance (SDR million)

Amount disbursed 0.08
Interim assistance 0.08
Completion point™

Amount applied against member’s obligations

(cumulative) 0.02

* Decision was approved in principle by the Fund. World Bank Board decision was taken on
12/14/00.

3! Net present value (NPV) terms at the completion point under the original framework, and NPV
terms at the decision point under the enhanced framework.

32 Under the enhanced HIPC linitiative, the nominal amount of assistance disbursed will include an
additional amount corresponding to interest on amounts committed but not disbursed during the
interim period, calculated using the average return (during the interim period) on the investment of
resources held by, or for, the benefit of the PRGF-HIPC Trust.
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Safeguards Assessments

Under the Fund's safeguards assessment policy, the Central Bank of The Gambia (CBG)
is subject to a full Stage One safeguards assessment with respect to the forthcoming
PRGF arrangement. Based upon the off-site review of information submitted by the
CBQG, it was concluded that a safeguards mission should be conducted to draw definitive
conclusions and determine possible recommendations, including timing, prior to
completing the safeguards assessment. In this regard, an on-site safeguards assessment
mission will visit The Gambia before September 2002. The first review under the PRGF
arrangement will address potential issues emerging from the safeguards assessment.

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-April 2002, the midpoint exchange rate in the interbank market was D 18.7 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 2001 Article IV consultation (Country Report No. 01/148) was concluded by the
Executive Board on July 13, 2001. The Gambia is on the standard 12-month cycle for
Article IV consultations.

Technical assistance
A long-term Fund resident macroeconomic advisor arrived in Banjul in April 2002.

The long-term Fund resident budget expert assisting the authorities in strengthening
budgetary expenditure reporting and control (see below) returned to Gambia in March 2002
for another one-year term.

A technical assistance mission from FAD to advise on tax policy visited Banjul in
February 2002.

A technical assistance diagnostic mission from MAE visited The Gambia in December 2001.

A technical assistance mission from FAD on income tax and customs administration visited
The Gambia in November 2001.

A technical assistance mission from STA visited Banjul in August—September 2001 to assist
with the improvement of National Accounts and Price Statistics.
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A technical assistance mission from STA on Monetary and Financial Statistics visited Banjul
in August 2001.

A technical assistance mission from FAD visited Banjul in July to assess the authorities’
capacity to track poverty-related spending.

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

A technical assistance mission from STA on balance of payments 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 forecasting 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 1999 to review the statistical collection in
order to develop a 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—visited The Gambia in early September
1999.

An MAE short-term expert visited Banjul in November 1999 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 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.
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An MAE technical expert provided assistance to 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 World Bank Group
(As of April 30, 2002)

1. The World Bank, through IDA, has assisted the government in pursuing four main
objectives: (a) establishment of a macroeconomic and sectoral environment conducive to
economic growth; (b) rehabilitation and development of infrastructure; (c) development of
human capital through the provisions of more efficient social services; and (d) capacity
building in departments that have a key role for economic management. Instruments used in
supporting these objectives have been adjustment lending (first and second structural
adjustment credits (SAL I and SAL II)), buttressed by sector-based rehabilitation and
investment projects.

2. In addition to SAL II, which provided a global framework for its support, past IDA
lending has supported policy and institutional reforms. Among others, the Enterprise
Development Project assisted in promoting private sector investment in small and medium-
scale activities. Past projects in the transport, utility, and urban sectors promoted private
sector activities by improving the maintenance and rehabilitation of infrastructure, and by
rendering better services with a more efficient use of public resources.

3. The Country Assistance Strategy (CAS) for The Gambia for fiscal years (FY) 1998-
2001, endorsed by the Board on September 10, 1998, is under implementation. At the end of
FY 2001, the Bank’s lending portfolio reflected its base-case scenario, and the proposed
Trade Gateway Project would occur under the high-case scenario. A new CAS is under
preparation (Board presentation currently scheduled for fall 2002).

4. As of April 30, 2002, IDA had approved 30 credits for a total amount of about
US$271 million, with an undisbursed amount of about US$70 million. The current portfolio
consists of six projects in health, education, poverty alleviation, capacity building for
economic management, and the private sector, totaling US$99 million.

5. In health, the Participatory Health/Population/Nutrition operation was approved in
March 1998. It aims at improving the quality of services related to reproductive health, infant
and child health, and nutrition for women of reproductive age, infants, and children. It also
aims at improving the quality of management and implementation of a family health
program. An HIV/AIDS Rapid Response operation was approved in January 2001. The
project aims at (a) containing the HIV/AIDS pandemic; (b) reducing the spread of the
pandemic and mitigating its effects; and (c) increasing access to prevention services, as well
as treatment, care, and support for those infected and affected by HIV/AIDS.

6. In education, the Third Education Sector Project was approved in September 1998 to
support the implementation of the second half of the government's Education Sector Policy
Framework, 1988-2005, and its accompanying investment program.

7. A Poverty Alleviation and Municipal Development operation was approved in
March 1999, with the following objectives: (a) to reduce the backlog in public infrastructure
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development and improve the maintenance of public assets; (b) to alleviate poverty through
the creation of temporary jobs and improvements in the selection of small and medium-sized
investments, which should aim at upgrading the living environment of the poor; and (c) to
strengthen the technical and managerial capacity of local authorities (with an emphasis on
their financial situation), local private firms (namely, consultants and contractors), and
Gamworks (a procurement agency).

8. A Capacity Building for Economic Management Project was approved in July
2001 to help (a) build government capacity for economic planning, policy formulation, and
execution, and (b) build the capacity of the judicial and financial systems to facilitate private
sector development.

9. A trade Gateway Project was approved in February 2002 to help the country
establish itself as a globally competitive export and processing center by laying the
foundation for expanded private investment, export-oriented production, and employment,
through the establishment of a free zone and an improved institutional environment.

10. As of April 30, 2002, the IFC’s portfolio had two investments with a balance of about
US$0.6 million. The current portfolio includes investments for a medical clinic (Ndebaan),
and commercial fishing (Lyefish).

11. IDA, MIGA, and the IFC will continue to coordinate their respective roles to support
development activities in The Gambia. These activities are being enhanced by the IFC’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 April 30, 2002; in millions of U.S. dollars)

Projects Commitment Disbursed Undisbursed
24 credits closed 171.8 172.8 0.0
Ongoing projects
Gateway 16.0 0.0 15.7
CB for Econom Mgmt Project 15.0 0.0 15.5
HIV/AIDS Rapid Response 15.0 0.0 15.3
Participatory Health/Pop./Nutrition 18.0 4.2 13.3
Third Education 20.0 8.7 11.0
Poverty Alleviation and Municipal Dev. 15.0 5.0 9.0
Subtotal 83.0 17.9 64.1
Total 270.8 198.5 70.4
Source: The World Bank Integrated Controller’s System ( — 4/30/02).
The Gambia—Statement of IFC’s Held and Disbursed Portfolio
(As of April 30, 2002; in millions of U.S. dollars)
Committed/Held Disbursed
IFC IFC
FY Company Loan Equity Quasi Partic Loan Equity Quasi  Partic
Approval
1993 AEF Ndebaan 0.2 0.0 0.0 0.0 0.2 0.0 0.0 0.0
(Medical Clinic)
1994 AEF 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 0.6 0.0 0.0 0.0

Pending commitments 0.0 0.0 0.0 0.0
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The Gambia: Statistical Issues

73. There are substantial weaknesses in The Gambia's economic and financial statistics,
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 authorities 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 Department'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 on the Fund’s Dissemination Standards Bulletin Board (DSBB).

Real sector

74. An STA real sector expert provided assistance on the Consumer price index (CPI)
and national accounts in August 2001. According to his report, annual national accounts
estimates are compiled on the basis of indicators in the absence of comprehensive
information on various economic activities and are available only from the production side.
Reliable data on employment and labor costs are also not available. The breakdown by
expenditure category is largely estimated by Fund staff. It should be possible to make
independent estimates from the expenditure side for the year 1998, when a comprehensive
household survey was carried out. However, improvements in accounts will require adequate
staffing of the CSD and the improvement of data collection through surveys.

75. STA technical experts 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 (June—July) and
calendar years 1997 and 1998 will be completed by year’s end. Currently, the national
accounts section of the CSD is engaged in the following improvements: (a) to move the base
year from 1976/77 to a more recent year; (b) to provide estimates of private final
consumption; and (c¢) to change the framework of national accounts from the 1968 System of
National Accounts (SNA) to the 1993 SNA.

76. Currently, the CSD publishes low-income CPI data using weights based on the
1976/77 survey. The geographical area covered by the price survey is also limited to the
greater Banjul area, and there are consistency issues in price data for nonfood items. 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. However, the household survey data underlying these weights
are thought to be rather weak. During 1998, an extensive household survey was undertaken
to map the poverty situation in the country. As the survey covered all of the country and was
large in size, it could form the basis for a new weights system for the CPI. As with the
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national accounts, improvements in the CPI will also require adequate staffing of the CSD
and the improvement of data collection through surveys.

Government finance

77. The authorities provide the staff with current information on central government
revenue and expenditure. 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 latest annual data reported for publication in the Government Finance Statistics
Yearbook and International Financial Statistics (IFS) correspond to 1993.

Monetary data

78. Monthly balance sheet data of the Central Bank of The Gambia (CBG) are available
within two weeks after the end of the reference month, and data for the monetary survey with
a lag of one 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 of the monetary accounts in an
attempt to improve sectorization and coverage, as well as to harmonize the data reported to
STA and AFR.

79. The STA mission on monetary statistics in August 2001 made recommendations
regarding the inclusion of noncommercial bank depository corporations (the Postal Savings
Bank and Village savings and credit associations (VISACASs)) in the monetary survey. In
addition, the mission recommended reclassification of several items on the balance sheets of
commercial banks and the CBG, and suggested changes in the reporting procedure to
harmonize data between STA and AFR. The CBG has made some progress in implementing
these recommendations, and STA is envisaging a follow-up mission later this year.

Balance of payments

80. 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 payments 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 arrival data from the relevant ministry. Data
on private capital flows are 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.

81. The Fund provided technical assistance (TA) on balance of payment statistics in June-
July 1999 and September 2000. In reviewing progress, the 2000 mission noted that
significant advances had been made in the compilation of balance of payments statistics and
that several of the 1999 mission’s recommendations had been implemented. Based largely on
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the mission’s recommendations, The CBG established a balance of payments unit, equipped
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.

82.  Further steps to improve cooperation and coordination between the Central Statistics
Department and Customs and Excise Department have been taken. The CBG has recently
received assistance from DFI, which is a United Kingdom-based consulting company
contracted by the U.K. Department for International Development (DFID) to support the
central bank in estimating the level of private capital flows. As part of this support, the CBG
will be establishing a balance of payments committee consisting of relevant government
agencies, companies, and organizations, partly to raise awareness and partly to ensure their
cooperation in providing information on a timely basis. A register of establishments has been
compiled with support from The Gambia Chamber of Commerce and the Registrar of
Companies, and a survey of these has been undertaken (a structural benchmark for
September 30, 2001).
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The Gambia: Statistical Indicators
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1/ A=annually; D=daily; M=monthly; Q=quarterly; and W=weekly.

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

4/ C=unrestricted use; and D=restricted until officially published.
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Public Information Notice (PIN) No. 02/115 International Monetary Fund
FOR IMMEDIATE RELEASE 700 19" Street, NW
October 8, 2002 Washington, D. C. 20431 USA

IMF Concludes 2002 Article IV Consultation with The Gambia

On July 8, 2002, the Executive Board concluded the Article IV consultation with The Gambia.’
Background

Overall economic performance in The Gambia during 2001 and the early part of 2002 was
mixed. The economy benefited from robust real GDP growth with moderate inflation. Notable
progress was also achieved in the settlement of the property dispute with Alimenta? (the last
payment of US$5 million out of a total of US$11.5 million was in August 2001). Important gains
were made in implementing economic and structural reforms. However, there were budgetary
slippages leading to a sizeable increase in the overall budget deficit. Presidential, national and
local elections were held in late 2001 and early 2002 and the full Poverty Reduction Strategy
Paper (PRSP) was finalized and forwarded to the Fund and the World Bank in May 2002.

In 2001, real GDP growth was 6 percent, underpinned by strong performance of agriculture,
tourism, and the construction sectors. Average annual inflation (based on the low-income
consumer price index) edged up to 4%z percent, slightly above the target of 4 percent, driven by
higher imported inflation (via the depreciation of the dalasis) and expansionary fiscal policies.

" Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral 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 headquarters, 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. In this PIN, the main features of the Board's discussion are described.

2 A Swiss groundnut marketing company whose assets were seized by the government in January
1999.

Washington, D.C. 20431 e Telephone 202-623-7100 o Fox 202-623-6772 « www.imf.org
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The external current account deficit (excluding official transfers) is estimated to have increased
to 14% percent of GDP in 2001 from 12 percent in 2000, reflecting one-off importation of
electricity generators to improve generation and distribution; reexports were slowed by cross-
border difficulties. The real effective exchange rate of the dalasi depreciated by 8 percent during
2001, contributing to an improvement to the external competitiveness of The Gambia. The non-
disbursement of donor grants (equivalent to 1.6 percent of GDP) contributed to the decline in
gross official reserves to SDR 81.4 million at the end of 2001 (against SDR 86.3 million in
2000), equivalent of about 4.9 months of import cover.

The overall fiscal deficit (excluding grants) increased to 8% percent of GDP in 2001 from about
3%z percent in 2000. The deficit including grants, at 7.6 percent of GDP, significantly exceeded
the target of about 3 percent, reflecting delayed receipt of donor grants. The government
incurred one-off expenditures comprising (a) repayment to commercial banks related to the
1999/2000 groundnut financing; (b) D15 million to rehabilitate the former Alimenta assets in
order to facilitate groundnut marketing; and (c) on-lending to a public enterprise to improve the
supply of electricity; and (d) election-related outlays. Additionally, there were revenue shortfalls,
including in customs revenue (1.3 percent of GDP), reflecting weak performance in tax
administration and financial problems of public enterprises, as the latter built sizeable arrears to
the government.

Monetary policy was accommodating as domestic credit expansion, both to the government and
the private sector, exceeded the targets at end-2001. Through end-2001, net credit to the
government increased by 8.3 percent of GDP, which was significantly above the target, while
credit to the private sector increased by 12.8 percent. However, broad money growth, which
accelerated to about 35 percent in 2000, moderated to 19.4 percent in 2001, reflecting
measures to mop up banks’ excess reserves. Reserve money, mainly currency outside banks,
also exceeded the program target. The treasury bill rate was raised from 12.5 percent in August
to 15 percent by October 2001.

Notwithstanding some delays, there was significant progress in implementing structural reforms
and arrangements to access technical assistance to strengthen the limited institutional capacity.
A number of reforms were implemented to strengthen budgetary performance, including the
closing of public accounts for 1991/92-1999, developing an accounting framework to monitor
expenditure on poverty reduction, including expenditure funded from the enhanced HIPC
Initiative debt relief, developing a framework to facilitate timely reconciliation of treasury cash
books with the accounts of central bank, and bringing a number of below-the-line accounts
under budgetary control and reporting procedures. Donors provided financial support for public
expenditure reviews in key social sectors (agriculture, education, and health) to ensure a better
linkage of sector policies to budgetary priorities in the PRSP. In the financial sector, the
authorities took further steps to broaden and deepen the money market, with the introduction of
longer maturity treasury bills and the book-entry system to facilitate the trading of treasury bills
and other securities. As part of the effort to promote attractiveness of The Gambia as a regional
entrepdrt and financial center, commercial banks were allowed to open foreign currency-
denominated deposits for their customers.
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Consistent with the PRSP objectives, the National Assembly enacted key legislation to
encourage private sector activities, including the Privatization, Regulatory and Procurement
Acts. To complement these efforts, Cabinet approved a fast-track privatization program for a
number of public enterprises that do not require regulation, including the former Alimenta
assets. There were also renewed emphasis on implementing agricultural marketing reforms and
providing extension services, improved inputs, and access to credit for farmers with support
from donors.

The authorities intensified their efforts to access technical assistance in order to strengthen the
implementation of broad-based structural reforms. This was achieved partly through better
coordination of donor technical assistance, to which the Fund is contributing through the
Technical Assistance Action Plan (TCAP) to strengthen the formulation and implementation of
policies. Moreover, in July 2001 the World Bank approved the World Bank’s Capacity Building
for Economic Management Project to help strengthen key economic institutions.

The full PRSP was submitted to the Fund and the World Bank in May 2002, and the authorities
also achieved significant progress in implementing triggers for the enhanced HIPC Initiative
Completion Point, especially in key social sectors (education and health). There were efforts to
redirect government spending to social sectors (agriculture, education and health), as witnessed
by increased capacity at training institutions for agricultural extension specialists, lower basic
education teachers, and primary health care technicians. Moreover, the girls’ scholarship
program, which started in 2001, on a pilot basis in two poor regions, has become a great
success in increasing girls’ enrolment, especially among the poor households; plans are
underway to extend the scholarship to all poor households in the country.

Executive Board Assessment

Directors noted that The Gambia’s economic performance during 2001 had been mixed.
Positive developments included continued robust real GDP growth, moderate inflation, the
preparation of a comprehensive PRSP, and the settlement of the property dispute with
Alimenta. Commendable progress was also achieved in implementing the enhanced HIPC
Initiative completion point triggers, notably on education and health. However, Directors noted
with concern that, partly due to one-off factors, fiscal slippages, which continued through the
first quarter of 2002, had undermined earlier progress toward fiscal consolidation. They also
noted the widening of the external current account deficit.

Against this backdrop, Directors welcomed the steps taken by the authorities to reverse the
recent fiscal slippages, as well as their renewed commitment to press ahead with reforms aimed
at achieving a durable improvement in fiscal performance. Building on earlier progress, the
2002/03 program will also deepen broad-based economic and financial sector reforms to
strengthen the foundations for private sector confidence and investment, and for poverty
reduction. Directors were encouraged that, with donor relations improved, these reforms should
benefit from closely coordinated technical assistance, and, in this context, looked forward to the
TA program to be presented at the upcoming donors’ roundtable meeting. The Fund’s Technical
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Cooperation Assistance Plan to enhance macroeconomic policy formulation and implementation
will be an important contribution in this regard.

Directors urged the authorities to adhere strictly to their plans to strengthen fiscal performance
in line with the revised targets of reducing the overall deficit (excluding grants) to 5 percent of
GDP in 2002, and to about 2 percent by 2005. On the revenue side, efforts should aim at a
sustained improvement in the institutional capacity of the tax administration, including the
customs administration. Strict implementation of the measures to eliminate tax and other
arrears owed to the government by a number of public enterprises, as well as perseverance
with reforms to improve tax efficiency and reduce tax exemptions will also be crucial.
Directors welcomed recent steps to contain public spending, and urged the authorities to
maintain tight controls over expenditures from below-the-line accounts. Going forward, the
authorities should give a high priority to budgetary reforms to enhance transparency and
accountability of public expenditure, as this will also be crucial to ensure satisfactory
implementation of the poverty reduction strategy and the enhanced HIPC Initiative assistance.
In particular, Directors encouraged the authorities to press ahead with the appointment of an
Auditor General with substantive responsibilities to audit public accounts on a timely basis, and
to collaborate effectively with donors in improving and broadening public expenditure reviews,
with a view to developing a medium-term expenditure framework encompassing all major
expenditure programs.

Directors supported the Central Bank of The Gambia’s continued pursuit of a prudent monetary
policy, which aims at maintaining low inflation and strengthening external reserves while
providing adequate room for private sector credit growth. They agreed that the emphasis should
continue to be on an improved and expanded use of indirect instruments, taking advantage of
Fund technical assistance. Directors noted the steps taken to strengthen the management
capacity of the Continent Bank, but urged the authorities to act expeditiously to address the
Bank’s financial problems, including completion of a resolution plan to establish the full cost to
the budget of either recapitalization or liquidation of the bank. They looked forward to the
enactment of the anti-money laundering bill, and of measures to strengthen the central bank’s
supervisory functions and enhance its independence.

Directors welcomed the full PRSP, which benefited from a highly participatory process and
provides the building blocks for the poverty-reducing policies and reforms incorporated in the
PRGF-supported program. They urged the authorities to continue with work to refine sector
priorities, further articulate and strengthen the governance component of the PRSP, and
improve the macroeconomic and social data that will help assess the impact of adjustment and
reform on the poor.

Directors underscored the importance of continued efforts to consolidate and broaden structural
reforms, which are key to stimulating private sector activity and accelerating a reduction in
poverty. Priorities include improvements in business legislation, establishment of a framework
for the regulation of public enterprises, and continuation of the privatization program. They also
urged the authorities to make further progress toward a sustainable marketing arrangement for
groundnuts with minimal government involvement.



Directors commended the authorities’ commitment to a liberal trade and exchange system.
They considered that continuation of a flexible exchange rate policy remains appropriate for
maintaining the country’s external competitiveness in the context of the planned prudent
financial policies.

While The Gambia provides data to the Fund that meet the requirements for effective
surveillance and program monitoring, Directors welcomed The Gambia’s participation in the
General Data Dissemination System and encouraged the authorities to continue their efforts to
reduce reporting delays and to upgrade the quality of data used for economic analysis.

Public Information Notices (PINs) are issued, (i) at the request of a member country, following the
conclusion of the Article IV consultation for countries seeking to make known the views of the IMF to the
public. This action is intended to strengthen IMF surveillance over the economic policies of member
countries by increasing the transparency of the IMF's assessment of these policies; and (ii) following
policy discussions in the Executive Board at the decision of the Board.
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1997 1998 1999 2000 2001 2002
Est.  Prel.  Prel. Proj.
(Annual percentage changes)

Domestic economy
Real GDP 4.9 3.5 6.4 5.6 6.0 6.0
Nominal GDP 93 6.1 110 94 10.6 93
GDP deflator 2.6 2.5 4.4 3.8 6.4 4.5
Consumer price index (period average) 2.8 1.1 3.8 0.9 4.0 3.0
Groundnut production (in thousand of metric tons) 78.1 735 1230 138.0 1414 161.0

(In percent of GDP)

Gross fixed investment 172 184 178 173 177 19.4
Government 8.4 5.9 53 4.6 4.7 5.7
Private 88 125 125 127 130 13.7

Gross domestic savings 7.1 7.5 7.9 4.9 41 6.7

Gross national savings 135 153 135 126 137 143
Government 8.4 93 8.3 7.6 55 6.9
Private 5.1 53 5.2 5.0 8.2 7.4

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

Exports, f.0.b.

Imports, f.0.b.

Current account balance
Excluding official transfers
Including official transfers

Current account balance
Excluding official transfers 3/
Including official transfers 3/

Overall balance of payments

(In percent of GDP unless otherwise specified)

19.1
17.6
-7.8
-6.5

4.9

0.1
223

18.8
18.0
4.4
24

5.6

0.7
10.2

17.9
18.0
-4.8
-3.5

4.6
-0.2
12.1

18.5
18.3
-3.6
-1.4

4.6

0.2
34.8

16.2
20.2
-8.7
-7.6
-13
-4.0
19.4

17.5
17.6
-5.0
-2.2

33
-0.2
13.2

(In millions of SDRs, unless otherwise indicated)

78.8

127.9

-31.4
-11.0

-10.6
-3.0
4.7

95.8

152.7

-35.6
-9.3

-11.6
-3.0
7.1

87.9

141.5

-36.4
-13.5

-11.7
4.4
2.3

95.8

145.9

-38.7
-14.9

-12.1
-4.7
1.0

110.3

171.9

440
-20.0

-14.8
-6.7
-10.3

119.4

-176.6

-40.6
-15.2

-13.2
-5.0
-13.8



Gross official reserves (end of period)
In months of imports, c.i.f.

External debt service 4/

External debt outstanding

Exchange rate (dalasis per SDR)

69.6
5.6
13.5
107.5
13.9

75.4

5.1
11.4
975
14.4

78.1
5.8
11.4
101.6
15.9

86.3
6.1
8.5

110.0

16.9

81.4
4.9
16.0
126.9
20.7

87.7
5.1
11.9
130.7

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

1/ Until 1996/97, fiscal years (July-June); from 1997, calendar years.

2/ On a commitment basis.
3/ In percent of GDP.
4/ In percent of exports and travel income.
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News Brief No. 02/74 International Monetary Fund
FOR IMMEDIATE RELEASE 700 19th Street, NW
July 23, 2002 Washington, D. C. 20431 USA

IMF Gives Final Approval of a Three-Year, US$27 Million PRGF
Arrangement for The Gambia

The Executive Board of the International Monetary Fund (IMF) has given
its final approval of a three-year arrangement under the Poverty Reduction
and Growth Facility (PRGF) for SDR 20.22 million (about US$27 million)
for The Gambia.

The final decision of the IMF Executive Board was contingent on a
decision by the Executive Board of the World Bank on July 18, 2002. That
decision concluded that Gambia’s Poverty Reduction and Strategy Paper
(PRSP) provides a sound basis for concessional assistance by the World
Bank.

The final approval of the arrangement makes the first disbursement of
SDR 2.89 million (about US$4 million) available for The Gambia under the
PRGF arrangement (See Press Release No. 02/32).

EXTERNAL RELATIONS DEPARTMENT
Washington, D.C. 20431 « Telephone 202-623-7100 * Fax 202-623-6772 + www.imf.org
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Press Release No. 02/32 International Monetary Fund

FOR IMMEDIATE RELEASE Washington, D.C. 20431 USA
July 10, 2002

IMF Approves In Principle a Three-Year, US$27 Million PRGF Arrangement
for The Gambia

The Executive Board of the International Monetary Fund (IMF) today approved in principle a
three-year arrangement under the Poverty Reduction and Growth Facility (PRGF) for

SDR 20.22 million (about US$27 million) for The Gambia. The IMF’s Board’s decision will
become effective after the World Bank Executive Board’s review of The Gambia’s Poverty
Reduction Strategy Paper (PRSP), scheduled for July 16, 2002. Upon effectiveness of the IMF’s
Board decision, The Gambia will be able to draw SDR 2.89 million (about US$3.8 million)
under the arrangement.

The PRGF is the IMF’s concessional facility for low income countries. It is intended that
PRGF-supported programs will in time be based on country-owned poverty reduction strategies
adopted in a participatory process involving civil society and development partners, and
articulated in a PRSP. This is to ensure that each PRGF-supported program is consistent with a
comprehensive framework for macroeconomic, structural, and social policies to foster growth
and reduce poverty. PRGF loans carry an annual interest rate of 0.5 percent and are repayable
over 10 years with a 5 ¥2-year grace period on principal payments.

After the Executive Board’s discussion on the Gambia, Eduardo Aninat, Deputy Managing
Director and Acting Chairman, stated:

“The Gambian authorities have achieved a broadly encouraging economic performance under
their previous PRGF arrangement, including sustained real GDP and per capita income growth,
and low inflation. Notable achievements include the reforms in the financial sector, the
substantial reduction and rationalization of external tariffs, the settlement of the property dispute
with Alimenta, and the preparation of a comprehensive PRSP. However, fiscal slippages in 2001
and continuing through the first quarter of 2002 have partly undermined these positive
achievements.

“The Fund therefore welcomes the authorities’ renewed commitment to strengthen fiscal
performance. The new PRGF-supported program aims at improved fiscal discipline, further
progress in ensuring good governance, and the continued implementation of broad-based

Washington, D.C. 20431 e Telephone 202-623-7100 ¢ Fax 202-623-6772 « www.imf.org



economic and financial reforms which are key to promoting private sector activity and reducing
poverty. Better coordination of donor aid, including a comprehensive technical assistance
program which will be presented to a donor conference, will help support the implementation of
the PRSP. The Fund contributes to this effort, and the staff has prepared a Technical Cooperation
Action Plan to improve macroeconomic policy formulation and implementation.

“The revised budget for 2002 provides for an appropriate strengthening of fiscal performance to
reduce the fiscal deficit and the stock of domestic debt in line with the medium-term framework.
To achieve the program’s fiscal objectives, the authorities will press ahead with reforms to
further strengthen revenue, including by improving tax administration; maintain strict
expenditure controls, especially on the below-the-line accounts; and slow down the pace of
implementation of certain projects. Broader budgetary reforms aimed at enhancing the
transparency and accountability of public expenditure will also be crucial to support the
emphasis on key social sector priorities, in line with the PRSP and HIPC Initiative objectives.

“The pursuit of a prudent monetary policy, while providing adequate private sector credit
growth, will remain key to containing emerging inflationary pressures. The authorities should
also act expeditiously in addressing the Continent Bank’s financial problems, including
finalizing a resolution plan for the distressed bank.

“Implementation of structural reforms, including measures to improve business legislation,
continuation of the privatization program, and the creation of a sustainable marketing
arrangement for groundnuts with minimal government involvement, will be essential to
strengthen the foundations for private sector activity and accelerating poverty reduction,”
Mr. Aninat said.



LRLINLNBAN
Recent Economic Developments

Under the 1998-2001 PRGF arrangement supported by the IMF, The Gambia overall registered
significant gains on the macroeconomic and structural policy fronts, although performance was
somewhat uneven, especially towards the latter part of the program period. A recovery in real
GDP growth, led by improved agricultural performance, including in the key groundnut sector,
helped reduce inflation. There was considerable fiscal and external sector adjustment, and
exports and imports recovered significantly.

Economic performance during 2001 was mixed. Real GDP grew by 6 percent, underpinned by
the strong performance of the agriculture, tourism, and construction sectors. Average annual
inflation edged up to 4 ¥2 percent, driven by higher imported inflation and expansionary fiscal
policies. In the fiscal area, the budget deficit before grants widened to 8 3% percent of GDP in
2001, compared with the revised program target of 5.9 percent. Including grants, the deficit
increased to 7.6 percent of GDP from 3 percent in 2000. In addition, revenue shortfalls,
including in customs revenue, reflected weak tax administration and the financial problems of
public enterprises. Overall, domestic revenue declined to 16.2 percent of GDP in 2001 from
18.2 percent in 2000.

To ensure that there is no recurrence of the recent slippages, the authorities have slowed project
execution and maintained tighter expenditure controls. On the revenue side, there was a
significantly enhanced revenue performance in the first quarter of 2002.

Program Summary

The PRGF arrangement is underpinned by macroeconomic adjustments, including fiscal
measures and reforms to strengthen the financial sector that will help the poor.

Real GDP growth is projected at 6 percent for 2002. This outcome is supported by the expected
privatization, and reforms in groundnut marketing; the continued recovery in the re-export and
fishing sectors, and improved confidence.

After a surge from end-2001 through early 2002, annual average inflation is expected to stabilize
at 5 ¥2 percent, following measures to tighten financial policies.

Fiscal policy aims at reducing the overall budget deficit to 5 percent of GDP, compared with the
4 percent in the original budget. This revised budget target is based on an expected recovery in
revenue, the nonrecurrence of previous exceptional outlays in 2001, and measures to tighten
expenditure controls. The revised budget reflects an emphasis on increased expenditure
allocations for key sectoral priorities such as agriculture, health, and education.

The key objectives of monetary policy during 2002 are to maintain low inflation and strengthen
external reserves. The monetary program for 2002 targets a reduction in end-period inflation to



3 % percent and the maintenance of adequate gross official external reserves. In this context, the
government will maintain a tight monetary policy, while providing adequate credit to the private
sector, and continuing to promote exchange rate flexibility.

On the structural front, areas covered include the modernization of business-related legislation,
the regulation and public procurement, the competition policy, and public enterprises divestiture.

The PRSP Process

The main objectives of The Gambia’s PRSP are to promote growth and employment, enhance
the provision of social services and mainstream cross-cutting policies for gender issues and the
HIV/AIDS problem, as well as to improve the economic environment in order to accelerate
poverty reduction.

The PRSP provides a clear set of indicators and targets for monitoring and evaluating the
implementation of the strategy in the health and education sectors in an innovative approach. It
proposes to integrate conventional quantitative approaches to monitoring with participative
methods, involve civil society groups in the budget process to increase transparency, and include
indicators on the new area of social capital along side the more traditional indicators of physical
and human capital.

The Gambia joined the Fund on September 21, 1967. Its quota is SDR 31 million (about US$41
million), and its outstanding use of IMF resources as of April 30, 2002 is SDR 20.61 million
(about US$27 million).
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1997 1998 1999 2000 2001 2002
Est. Prel.  Prel. Proj.
(Annual percentage changes)

Domestic economy
Real GDP 49 35 6.4 5.6 6.0 6.0
Nominal GDP 9.3 6.1 110 94 10.6 9.3
GDP deflator 2.6 2.5 4.4 3.8 6.4 4.5
Consumer price index (period average) 2.8 1.1 3.8 0.9 4.0 3.0
Groundnut pro d_l-wn (in thousand of metric 781 735 123.0 1380 1414 161.0

(In percent of GDP)

Gross fixed investment 172 184 178 173 177 194
Government 84 5.9 53 4.6 47 5.7
Private 88 125 125 127 130 137

Gross domestic savings 7.1 7.5 79 4.9 4.1 6.7

Gross national savings 135 153 135 126 137 143
Government 8.4 9.3 83 7.6 5.5 6.9
Private 5.1 53 5.2 5.0 8.2 74

Financial variables
Government revenues
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)

Exports, f.0.b.

Imports, f.0.b.

Current account balance
Excluding official transfers
Including official transfers

Current account balance
Excluding official transfers 3/
Including official transfers 3/

Overall balance of payments

(In percent of GDP unless otherwise specified)

191 188 179 185 162
176 180 180 183 202
-78 44 48 36 87
65 24 35 -14 -16
4.9 5.6 4.6 46 -13
0.1 07 -02 02 -40
223 102 121 348 194

17.5
17.6
-5.0
2.2

33
-0.2
13.2

(In millions of SDRs, unless otherwise indicated)

788 958 879 958 1103
-127.9 -152.7 -1415 -1459 -171.9
-314 -356 -364 -38.7 -440
-11.0 93 -135 -149 -200
-10.6  -11.6 -11.7 -12.1 -14.8

30 30 44 47 -6.7
4.7 7.1 23 1.0 -103

1194
-176.6

-40.6
-15.2

-13.2
-5.0
-13.8



Gross official reserves (end of period)
In months of imports, c.i.f.

External debt service 4/

External debt outstanding

Exchange rate (dalasis per SDR)

69.6
5.6
13.5
107.5
13.9

75.4

5.1
11.4
975
14.4

78.1
5.8
11.4
101.6
159

86.3
6.1
8.5

110.0

16.9

81.4
49
16.0
126.9

20.7...

81.7
5.1
119
130.7

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

1/ Until 1996/97, fiscal years (July-June); from 1997, calendar years.

2/ On a commitment basis.
3/ In percent of GDP.
4/ In percent of exports and travel income.



Statement by the IMF Staff Representative
July 10, 2002

Information that has become available since the staff report (Country Report No.04/42) was
issued provides evidence of improving economic conditions, which do not affect the thrust of
the staff appraisal.

Adequate rains have been reported so far and the authorities are guardedly optimistic about
a good year for agriculture. Groundnut production is expected to benefit from increased
acreage and better inputs while marketing will be enhanced with an expected new entry of
new traders and the rehabilitation of a processing plant and 21 barges that transport
groundnuts. Acreage for food crops has increased and better inputs, especially the
introduction of high yielding rice varieties, augur well for increased production.

Tourist arrivals so far in 2002 have benefited from political calm and increased charter
flights, including for the summer season. Completion of major renovations at the leading
hotels will also contribute to at least a 15 percent increase over 2001.

Annual Inflation through April 2002 was about 5.6 percent, having moderated from

8 percent at the end-2001, as prices for mostly imported food items have continued to
increase albeit at a slower pace in line with moderating pressure on the fiscal and external
sectors; the dalasi has depreciated in nominal terms by less than 1 percent against the U.S.
dollar since the elections in late April.

Preliminary fiscal data for April-May show that expenditure growth has moderated
significantly especially on projects and now overall expenditure and net lending appears
within range of the end-June program target. On the revenue side, the good performance in
the first quarter appear to have slowed, as tax on international trade were adversely affected
by the border problems that hindered the reexport trade during the period. At end of May, a
Joint High Commission held meetings in Dakar, Senegal to resolve the issues in this area and
revenues are expected to recover.

Annual broad money growth stood at 22% percent at end-April, slightly down from the

25 percent recorded at end-March, reflecting the decline in credit to the government while
growth in credit to the private sector continued to be robust. Increased coordination between
open market operations and foreign exchange market intervention has improved liquidity
management in the banking system. As a result, the stock of treasury bills, sold to mop up
excess liquidity, has started to moderate significantly; the outstanding stock of treasury bills
at end-May was D 1883 million compared with D 1919 million at end-2001.

Relations with the Paris Club: A Paris Club creditor has reported long-standing technical
arrears of about US$7 million, on which it has agreed that no payments need to be made. The
Paris Club has indicated creditors’ willingness to provide a rescheduling on Cologne terms to
regularize the arrears and provide interim HIPC relief to The Gambia. The resulting cash



payments are similar to what was assumed under the program, and thus there is no effect on
the residual financing gap.

In late June 2002, The Gambia and the European Commission signed the release of

€ 3.7 million, which should be disbursed shortly and is expected to be used to reduce
government domestic debt. A Financing Agreement was signed concurrently in the amount
€ 4.255 million, including a 15 percent enhanced HIPC Initiative eligibility augmentation.
Thus, the residual financing gap in the PRGF program for 2002 should be covered.

On technical assistance issues, a June 2002 joint Bank/Fund tax mission agreed a work
agenda for 2002/03 for the tax revenue departments, including setting up a revenue project
management unit and headquarters office to oversee the reforms pending establishment of an
Independent Tax Revenue Authority. Proposed measures include setting up a large tax payer
unit, self tax assessment, computerization, setting up a taxpayer identification number
system, and better implementation and eventual upgrading of the automated system for
customs data. The detailed reform package will be incorporated into the PRGF program
during the September 2002 program review mission. Meanwhile, the Fund will send an
expert to Banjul in late summer to help with the drafting of a new Income Tax Bill.
Separately, the authorities have requested the Fund to provide a follow up mission to the
central bank (planned for late July 2002) to initiate a work on a comprehensive program
under the Technical Cooperative Action Plan.





