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FROJECT AUTiJORIZATION

CC'UNTRY : THE GAl·lln l\

r' R)JEcr: :::CONmu c l'~,D FIIJ;\:KIAL POLICY ;-:l,\L'lSE5

PROJECTNQ: 635-0225

Pursuant to Part I, Chapter 1, Section 121 of the Foreign Assis­
tance Act of 1961, as amended, and the authority delegated to me
under Africa Bureau Delegation of Authority No. 140 ,Revised, I
hereby autnorize a Grant to the Government of The Republic of The
GaJTll-.,ia, the "Cooperating Country", of not to exceed Two Million
United S~ates Dollar~ ($2,000,000) to assist in financing certain
foreign exchange and local currency costs of goods and services
required for the Project as described in the follov,.'ing paragraph.
The PACD is September 30, 1988.

The Project will increase the ability of the staff of the Ministry
of Finance and Trade ("HOFT") .to organize, conduct and disseminate
sound economic and financial analyses for national policy considera­
tion and implementation. In particular, the Project will give assis­
tance to the Statistics and Special Studies Unit within the MOFT so
as to enhance its management of information flows and policy studies.
The Project will accomplish the above by providing technical assis­
tance, long and short-term training, training workshops and seminars,
commodities and equipment, and' support for local operations.

I hereby authorize the. initiation of negotiation and the execution
of the Project Agreement by the Officer to whom such authority has
been delegated in accordance with A.I.D. regulations, subject to the
following essential terms and covenants, together with such other
terms and conditions as A.I.D. may deem appropriate.

A. Source and Origin of Goods and Services

Goods, services and ocean shipping, financed by A.I.D. under the
Project, shall have their source and origin in the Cooperating Country
and in. countries incl'lded in A. I. D. Geographic Code 941, except as
A.I.D. may otherwise agree in writing.

B.' Covenants.

1. The Cooperating Country agrees to maintai n the posi tion, salary,
and benefits of each participant trainee financed under this

Grant throughout the duration of his/her training.

2. The Cooperating Country agrees to pr~vide A.I.D. prior to each
participant IS depa'rture for training an agreement signed by such
participant trainee with the Cooperating Country that he/sh~

shall return to The Gambia immediately upon completing his/her
studies to work for the Cooperating Country for a minimum of
two (2) years for everyone (1) yeilr of training received/finan­
ced hereunder.
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3. The Cooperating Countr'jl agrees t:'l give those participants who
successfully complete t.heir lonq-term trnining: (a) st.rong
preference in filli~g pos~tions in the Stutistics and Special
Studies Urlit of the l-lOF"l.' dnd, at a minimum, employment in
some other di vi~;ion of the !'lOFT; and (b) irrunediate empluyment
and salary at a Grade 13 level or higher.

c. Waiver

The purchase for the Project of 2 vehicles of non-U.S. manufacture
from A.I.D. Code 935 sources and origin per Annex f; of the Project
Paper is hereby authorized.

Concurred in by:

ABIDJAN 10267
Laurance W. Bond
Director, REDSO/WCA

Date :__J_U_iN_E_l_5_,_1",-9_8_4 _

~I&tL·v
Thomas R. Mahoney
Acting AID Representative
to The Gambia
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PROJECT RATIONALE AND DESCRIPTION

Background and Problem

The Gambia, a small, densely populated country with approximately
700,000 inhabitants, is classified by the UN as a least developed
country. Its economy is predominantly agricultural (58 percent of GDP)
with groundnuts the major product, comprising between 30 and 40 percent
of GDP and providing 90 percent of the country's export earnings.
Subsistence cropping consists primarily of millet, sorghum, rice and
maize. Local production provides only 70 percent of the population's
food requirements and about 30,000 tons of rice are imported commercially
each year. Trade and transpnrt are also important elements of the
economy which is reflective of the country's role as a major port for
Senegal and other countries in West Africa. Tourism has emerged as a
factor, contributing 6 percent ofGDP and employing 3,000 persons.
Industrial activity is limited to two groundnut oil mills, a hrewery, a
soft drink factory, and a shoe manufacturer.

The Gambia's second Five-Year Development Plan (1981/2 - 1985/6)
gives high priority to the development of agriculture, and especially:
(1) increasing food production so as to raise nutritional levels and
reduce imports; (2) achieving speedy recovery in the production of
ground nuts in order to increase foreign exchange earnings and farmers'
incomes; (3) rural development and reduction of urban-rural income
disparities; and (4) diversifying food and export crop production.
Equivalent importance is attached to cereals and groundnut production
increases; and goals are to be achieved hy (1) improving farmers' support
services including extension and (2) more efficient operation of the
Gambia Produce Marketing Board and like agencies. The Plan charges the
nation's financial agencies with promoting development while maintaining
financial discipline.

In the longer run, The Gambia, like nearly all LDC's, faces difficult
choices in programming its development so as to create employment
opportunities for a rapidly growing population, keep its balance of
payments deficit to a le~el that can be covered by planned capital
inflow, and finance an expansion of public services commensurate with
popular aspirations. One choice would be massive government intervention
in resource allocation and production, promoting industrialization via
import substitution with heavy reliance on public enterprises and
controlling the balance of payments through import licensing. This
approach, chosen heretofore by the majority of African countries, has its
attractions. Given the Gamhia's small size and limited market, however,
such a strategy could not be sustained here. The challenge therefore is
to design and implement a policy mix that will enable The Gambia to take
advantage of the international division of labor, keep its production
costs competitive, and attract foreign investment to produce for the
world market, as it improves the productivity and incomes in its
agricultural sector. (Illustrative analytical approaches to this
challenge are presented in Annex K).
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A major feature of this challenge is tb protect The Gambia's
interests while carrying out the commitment of the country's leadership
to controlled economic integration with Senegal. While aware of the
limitations of The Gambia's small domestic market, Gambians recognize
that the Senegalese market, featuring a population of about 6 million
with a per capita GOP not exceeding $300, has considerable drawbacks.
Senegal's own progress depends on moving towards a set of policies that
enable it to take much more advantage of the European market than it
has done heretofore. In negotiating its economic association with
Senegal, The GambiA faces considerable risks. One is in the direction
of acquiescing in unequal arrangements which enable Senegalese
producers to dominate the Gamhianmarket while maintaining de facto
barriers against movement of Gambian goods to Senegali A second risk
lies in sacrificing its accesstoa much widerworld market which any
small LDe must have if it is to benefit from the economies of scale
that underline successful commercial production.

The challenge is made more difficult hythe precariousness of The
Gambia's immediate financial position, which must first be stabilized
if its long-term objectives are to be met. This position features
prolonged shortages of forei~n exch~nge and local currency income
necessary to sustain development activities, trade, and public services
at current levels. It results.from a program, commenced in the
mid-1970's, of high budgetary expenditures, expanded credit, and input
subsidies for promotion of agricultural exports, irrigated rice for
local consumption, and tourism. These activities failed to create the
broad-based, sustained increases in prodUCtion that would allow
continued high levels of investment or even meet recurrent costs.
Among the main causes of this fai1ure\.,rere disincentives to agriculture
(mainly through an over-valued exchange rate), a heavy emphasis on
infrastructure development during the first five-year plan, and
management and operational shortcomings. Oil price shocks, reduction
in foreign aid levels, an attempted coup, and failure to take early
corrective measures exacerbated the situation. Ultimately, foreign
exchange crises caused the government to turn to the IMF for relief
under two standby arrangements, one in 1982 and a second in 1984. In
return, the JMF is demanding cutb~cksin expenditures, tighter credit,
and reduced subsidies as well as a ptogram of price incentives to
production.

While the President and his Cabinet set policy, the Ministry of
Finance and Trade (MOFT), the Gambia Produce Marketing Board (G~IB),

and the Central Bank implement it. These ~re the three main agents
responsible for carrying out retrenchment· and policy redirection
required under the standby. These entities are attempting to cut back
and redirect but (i) the dynamics of many competing agencies struggling
to carry out their individual ~rog~ams and (ii) the momentum built up
by past expenditures, arrears, and subsidies hinder these efforts.
Personnel costs, Senegambia expenditures, and debt service are the main
components of increased government spending. Government agencies have
been able to force up thei r budgets by means of fourth quarter
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supplementary allocations, which - after three quarters of spending
faster than the approved annual rate - the HOFT must agree to or see
government operations disrupted. The Central Bank (through loans) and
the GPMB (through special contributions) are then required to help
cover the expenditures at the expense of other objectives including
their own financial stability.

These conflicting forces have placed severe strain on each of the
three policy agents. Regarding expennitures, the MOFT is continuously
left with the above choice between supplementary allocations and
disrupted government operations. Regarding revenues, it is able to
collect only fifty to sixty percent of the taxes and fees due it. Over
fifty percent of the loans from parastatal credit institutions are
uncollectible. The credit structure remains intact because the Central
Bank knows it is fruitless to call in its overdue loans. The strain on
the credit system is increased by its sensitivity to the actions of the
GPMB which has borrowed in excess of DlOO million (D3.6l=$1) to
maintain current operations and is in arrears on its taxes.

The pressure on the MOFT, the GPMB, and the credit system limits
the government's ability to promote production and curtails farm
income. The most striking example is the case of groundnuts in
1983/84. While production decreased by over 25 percent from 1982/83
the total value of the crop on the world market increased by nearly
forty percent because of a ninety percent increase in the world market
price (from D798 to Dl,5l3). Nevertheless, the precarious financial
position of the GPMB led to a reduction of the producer price from D520
a metric ton in January 1983 to D450 in January 1984. Peanut farmers
suffer doubly because the ground nut export tax (of 10 percent on the
f.o.b. price) is actually a 30-40 percent tax on their net incomes.
Similar, though not so dramatic or far reaching, situations prevail in
pricing structures for cotton, swamp rice, and cattle. Further, the
budgetary problems listed above have meant deterioration of existing
infrastructure and decreasing operational resources; thus staff
productivity also declines. Finally, across the board rather than
selective expenditure cuts and continued losses by several enterprises
give rise to doubt that scarce resources are being channeled into only
the most productive investments.

The GOTG has taken several initial steps to stop further
deterioration of the balance of payments situation and the government's
budgetary position as well as to restore the financial positions of the
major institutions. These include taking measures to reduce
expenditures, reducing and eliminating subsidies, devaluing its
currency and increasing interest rates. The primary area for
additional, major early improvements is revenue collection - the
government currently is restructuring its revenue collection procedures
and reviewing areas of taxation reform. Outstanding issues remain
regarding financial stabilization, recovery of institutional
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financial strength, and promotion of economic growth. These issues
require decisions on: undertaking additional devaluations; selecting new
measures for eliminating supplementary allocations; increasing revenues;
freezing wages anci hiring; GPMB responsihiHties (including transfer of
responsibility for subsidies back to the GOTG); and increasing the
efficiency of budgetary allocations. Resolution of these issues in the
interest of policy coherence and flexibilitj requires continuous analysis
to evaluate impact. Devaluation, for instance,will not be successful in
resolving foreign exchange problems if its real effects are not sustained
through budgetary and credit restraint.

Of the policy execution arms of the government, the HaFT is clearly
~enior. Tn acidltion to the implementation responsibilities mentioned

·above, it is responsible for formulating fiscal, monetary, and pricing
policies (incluciing exchange rates, agriculture producer prices and
consumer food prices) and submitting them to Cabinet for approval. The
MOFT also has supervisory responsi bilitfesover both the GPMB and other
parastatal corporations as well as the banking system. It is the
government's responsible financial agent for financial, technical, and
professional relations with international and other overseas financial
and trade organizations including the IMF.

In view of the MOFT's importance in dir~cting and controlling The
Gambia's financial processes, its central role in forming government
economic policy, and current crisis conditions, its need for specialized
staff and appropriate working arrangements is crucial. Over the years,
the government has taken several steps toward creating the working
groups, procedures, and organizational entities necessary to manage a
sophisticated development effort~ Comparatively, it has made much less
progress in securing the needed professional skills. Most of the
technical staff possess the bookkeeping and accounting skills more
suitable to an earlier time ~hen the Hinistry's role was more limited.
Only a few of the Ministry's staff have acquired extensive training in
economics, finance, and budgeting necessary to give policy guidance to a
complex development effort (such guidance must also satisfy
simultaneously a wide variety of financial and economic performance
criteria). These persons were put in senior administrative positions on
receipt of their training. (See In~titutional Analysis annex for re~iew
of MOFT). .

The Project, as described below, will address these problems through
provision of long and short-term technical assistance and t raining and
thereby support the MOFT in its efforts to address immediate policy
issues, strengthen its institutional capability and improve the country's
macroeconomic situation.

AID/Banjul's Strategy

As discussed in the CDSS and reaffirmed in the FY 1985 Annual Budge:
Submission, FY 85 Priorities Paper andFY 86 CDSS update, a fundamental
element of AID/Banjul's strategy in The Gambia is to help the
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6OI'G stabilize its balance of payments situation whi Ie simultaneously
assisting to strengthen its economic policy fjamework. The Project will
respond directly to that strategy by assisting the MOFT in increasing its
abil tty to organize, conduct and utilize sound economic and financial
analyses. The Project also is consistent with other AID activities in
The Gambia in that it builds upon AID's short-term economic advisory
assistance provided to the MOFT in late 1983 and early 1984 and directly
complements the proposed PL.480 Title II Section 206 Food for Development
Program. That is, Section 206 self-help measures are being developed in
conjunction with the design of this project and, further, those
improvements effected by this project in macroeconomic policy formulation
will enable the GOTG to make more effective use of local currency
generated from the Title II f60d sales. Similarly, rationalized pricing
policies and other policy measures sought under this project will
encourage increased private investment in agricultural production as well
as the production mix that meets b6th domestic consumption and export
needs. Such policies are very important, and possibly crucial, to the
success of the research and promotion activities envisaged under the
Research and Diversification Project (635-0219). The success of these
projects ultimately depends on the agricultural policy of The Gambia, the
effectiveness of which is determined by macroeconomic policy. It is
being recognized increasingly that these macroeconomic factors have a
greater impact on agriculture than all of the projects undertaken by the
Ministry of Agriculture.

The Project:

Th0 goal of the 4-year Project is the promotion of sound
macroeconomic policy decisions, thereby enhancing the development of The
Gamhia. In order to achieve this, the Project's purpose will be to .
increase MOFT staff ability to organize, conduct and disseminate sound
economic and financial analys~s for national policy consideration and
implementation. The outputs necessary at the end of the Project to
attain that purpose are:

1) MOFT personnel with improved analytical, technical and managerial
skills; 2) an organized system for producing policy studies and
efficiently organizing and managing the flow of information for use by
decisionmakers; 3) policy studies for consideration by decisionmakers and
use as models for MOFT research; and 4) a greater appreciation on the
part of MOFT and other GOTG decisionmakers of the cost of non-economic
ohjectives in official policies and the economic ramifications of their
policy decisions~ As fully descrihed below, the Project will provide the
following: 1) one technical. advisor for 3.5 years plusth.e equivalent of
3 years of short-term consultancies; 2) 8 academic years of long-term
training in U.S., 3 person-years of short-term training in U.S. and third
countries, and training courses, workshops and seminars in The Gambia; 3)
commodities and equipment, e.g. ~. handheld calculators/computers,
in-country training supplies, vehicle, office equipment and supplies,
etc.; l~) local support, e.g. , administrative/secretarial assistance,
fuel, and vehicle maintenance; 5) other costs, e.g. , evaluation, audit,
contingency and inflation.
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A. Technical Assistance

The first of the two major thrusti of the Project will be the
provision of technical assistance to deal with immediate policy needs and
promote regular, long-term institutional development a~tivities. The

. long-term advisor (Ph.D. economist with a minimum of 3 years experience
as an economist in LDCs) will undertake the following: 1) in conjunction
with short-term consultants and MOFT personnel, conduct substantive
analyses of specific policy issues asrequesterl by the MOFT (see Annex I
for illustrative list and discussion. of likely policy topics)*; 2) assist
the HOFT in organizing more effective development and management of
information flows and policy studies; (Crucial to this task will be the
effective operation of the r~cently-formed Statistics and Special Studies
Unit within the HOFT. Special policy ~evelopment task fo~ces also will
be developed as needed to address separate issues. The Unit and task
forces must make full use of the newly-acquired skills of returned
participants while providing job satisfaction and sufficient remuneration
for their ret~ntion within the Ministry - see Conditions and Covenants.);
3) advise MOFT officials on theid~ntificationof tasks to be assigned to
short-term consultants, draft corresponding scopes of work and assist
these consultants in fulfilling their assignments; 4) coordinate with the
contractor's home office to identify short-term consultant candidates for
consideration by the Hinistry; 5) play an important role in s·taff
development by collaborating with and involving HOFT personnel in their
day-to-day work, and ensuring the transmission of analytical techniques
and experiences; 6) coordinate the selection and placement of participant
trainees by serving as liaison between MOFT and the contractor who will
be responsible for all aspects of participant training; 7) work with the
MOFT to organize and conduct local training courses, workshops and
seminars on special topics; 8) to the extent possible, ensure that
personnel who undertake long-term training programs reenter jobs in the
MOFT's Statistics and Special Studies Unit with assignments that
emphasize practical application of the techniques and concepts they have
learned; and 9) as the contractor's representative, provide all necessary
support for successful implementation of the Project.

The Project also will provide short-term technical assistance to
address short-run adjustment policies and long-run development
strategies. In view of the present econo;Diccrisis and required
adherence to stringent economic performance criteria set by the IMF
standby agreement, the GOTG is having to make critical short-run policy
decisions that will achieve rapid economic adjustment. How the economy
adjusts and who bears the cost of this adjus~ment is important for both
economic and political reasons, with significant implications for the
longer-term growth of the Gambian economy.

Given the high priority that now must be attached to formulation of
short-run adjustment policies, coupled with the problem of limited loc~'

capacity to analyze policy alternatives, the short-term consultants.vill
study these adjustment issues and give advice on longer-run development
strategies (see Annex J for illustrati~e list of studies).* Moreover, since
the heart of the Project is to build local capacity for policy analysis, the
short~term consultants will be utilized to conduct in-country training courses,
workshops and seminars.

*Also see Annex K for potential impacts from policy studies.
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B. Training

The second major thrust of the Project will be the enhancement t

through long and short-term training, of the capability within the MOFT
to organize and conduct analytical studies and make policy
recommendations.

The Ministry and consultants have identified the following areas
where staff capacity must be enhanced to permit the Ministry to perform
its required role in formulating and implementing policy:
1) basic techniques of project appraisal to guide evaluation and advise
on proposed public investments; 2) knowledge of macroeconomic theory and
analytical tools to be able to conceptualize research programs and
formulate policy interventions necessary to manage the government's
short-run monetary and fiscal affairs; 3) techniques of
cost-effectiveness analysis in departments responsible for budgetary
matterS t so as to, inter alia, substitute selective cuts made on
cost-effective basis for arbitrary,across-the-board cuts; 4) tax
incidence and tax administration to advise on reform of a severely
outdated income tax structure which has to be modified to raise revenues
to meet IMF conditions on The Gambia's standby loan and to finance
development; 5) economic issues (e.g., international trade policies and
how they relate to industrial competitiveness, integration and custom
union issues in theory and practice) to, inter alia, guide work on the
important matters of tbe Senegambian confederation; and 6) the doctrine
of export-led growth and policies which have enabled the most successful
Lues to attrA.ctforeign investment and break into world markets.

To address these problems, it is essential that careful attention be
paid not only to how the formal and informal training component of the
Project is accomplished but also to maximfzing the training investment
after participants have returned to work. In the first case, importance
will be attached to: 1) minimizing the burden on existing MOFT
capabilities by carefully scheduling personnel leaving for training
courses; 2) selection of qualified candidates for Masters degrees and
short-term training courses; 3) choice of suitable training institutions;
and 4) planning the proper mix of educational fields to fit the
Ministry's needs for qualified personnel. Toward this end t the Ministry
has completed a survey of levels of education attained by MOFT staff and
identified future personnel requirements (see Annex H).

Secondly, once training is completed and in order to reap maximum
returns from this investment, .the long-term advisor and Ministry
officials will pay particular attention to placing returned participants
in positions which make full use of their newly-acquired skills and, in
the longer-run, to retaining these people in the MOFT through proper job
motivation and remuneration. With these necessary conditions in mind,
the most efficient use of those trained at the Masters level will be to
place them in the Ministry's recently-established Statistics and Special
Studies Unit or on special task forces with a charge to organize, conduct
and report on policy studies. The Unit will be a focal point of the
Project and an essential component for Project success (see Conditions
and Covenants).
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As an element to maximizing the training investment, the long-term
participants returning to the Unit will be given higher civil service
grades (Le., grade 13 or higher; see Conditions and Covenants) to reduce
the likelihood that employment opportunities outside the Ministry will
entice them to leave. (The grades for prof~ssional staff in the
newly-formed unit range from 13 to 18 which is equivalent to a Deputy
Permanent Secretary's grade.) Further, a bonding arrangement will be
established to discourage returned participants from seeking and
accepting alternative employment. AID/Banjul is currently in the process
of negotiating an across-the-board participant bonding agreement with the
GOTG which calls for two years of relevant government service for each
year of training. A covenant to each trainee's departure will be
submitted evidence of the individual's bonding agreement with the
government.

Notwithstanding the enactment of the above and careful planning, the
most important element for successful use and retention of returned
students will be the work of the long-term advisor and short-term
consultants. Their contribution will be to assist these people in
putting their skills to work on practical, applied policy problems, and
to create an exciting and challenging work environment, while providin~

on-the-job training.

The Project will finance up to 8 acadmeic years of training in
economics, business administration or related fields at the MA/HBA level
or equivalent (including preparatory training at the Boulder Institute or
similar program) and 36 person-months of shott-term training in areas
such as project appraisal, program budgeting, taxation, computer
programming and data processing, public enterprise management, and
commodity agreement and contract negotiation. The training will be
offered primarily to MOFT staff, although candidates from other agencies
will be eligible on the certification by the Ministry officials that
their future assignments would relate closely to the intents of the
Project. Discussions with the Ministry indicate that graduate level
training in the following fields will be needed to staff the Special
Studies Unit with 4 professionals~ trad~ and balance of payments, tax
incidence and administration, financIal .analysis and project appraisal,
macroeconomics, computer sciences and statistical analysis.

C. Commodities

The MOFT has an NCR office computer with capacity presently exceeding
the demands and skills of the Ministry. As noted above, training in
computer programming is required to upgrade the skills of the MOFT staff
who already have received introductory training. In order to supplement
the data processing capabilities of the Ministry staff, however, the
Project will provide, as determined by the long and short-term advisors
personal calculators/computers for first-stage data analysis.

The Project will fund, in addition to what MOFT provides, all
equipment and supplies necessary to conduct the in-country training
courses, workshops and seminars. A provision also is made for office
equipment and supplies to supplement those provided by the HaFT for the
technical assistance team. Lastly, one ~roject vehicle will be provided
for the long-term advisor with an allowance for a replacement vehicle in
the unlikely case that the predominantly urhan-used vehicle becomes
irreparable before the Project Assistance Completion Date.
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D. Local Support

In view of limited qualified staff at all levels within the Ministry
and the anticipated demands of the long and short-term advisors, a provision
has been made for locally hiring through informal competitive procedures an
administrative/secretarial assistant. The individual will be employed by
the contractor for up to 3.5 years, I.e. ,the term of· the long-term advisor.

. .

The U.S. Embassy/Banjul currently supplies duty-free petrol for project
and contractor vehicles. Consequently, the budget includes funds for the
contractor to pay for Project-related fuel expenses as well as vehicle
maintenance and repair. .

E. Other Costs

During the lif~of the Project, .two evaluations will be conducted.
The first will occur approximately midway through the Project while the
second will take place some six months before the PACD (see Evaluation Plan
for details); An.atidit will be conducted n~ar the end of the Project by ~n

independent public accounting firm.
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SUMMARY COST ESTIMATE AND FINANCIAL PLAN

($000) .

Inputs

Technical Assistance

Long-term Advisor
3.5 py @$150/yr.

Short-term Consultants
36 pm @$13/pm

Training'

Long-term (U.S.)
8 academic years @$30/yr.

Short-term (U~S. & 3rd country)
36 pm @ $5/pm

In-country

Commodities

AID
FX -LC

525

468

240

144

36

GOTG
LC

35

10

15

TOTAL
FX LC

525

468

240 35

144 10

51

Handheld calculators/computers

Training materials/supplies

Office equipment/supplies l

Vehicles (2)1

Local Support

Administrative/secretarial assistant

Vehicle fuel/maintenance/repair

GOTG staff salaries and facilities
(in kind)

Other Costs

Evaluation

Audit

Contingency (15%)

Inflation (15%) 2

10

10

10

20

15

15

190

170

5

10

15

15

41

61

50

2

10

8

310

10

10

10

20

15

15

] 90

170

50

7

20

23

15

310

41

61

Totals 1,817 183 440 1,817 623

lDue to foreign exchange problems in The Gambia, many local suppliers are
requiring payment in Dollars or Sterling.

2Disproportionate percentage of inflationary allowance provided for The Gambia
in view of present low inflationary rate in U.S.



Projection of Expenditures By Fiscal Year
. ($000)
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FY

84

85 .

86

87

88

Contingency (15%)

Inflation (15%)

AID

10.0

. 298.9

456.7

454.2

318.2

231. 0

231.0

GOTG

60.0

100.9

100.1

101.1

77.9

TOTAL

70.0

399.8

556.• 8

555.3

396.1

231. 0

231. 0

Totals 2,000.0 440.0 2,440.0
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IMPLEMENTATION AND MONITORING PLAN

As detailed in the project description section and summarized below,
AID/Banjul in conjunction with REDSO/WCA will contract with a U.S.
educational institution to provide virtually all components of the Project.
After reviewing possible alternatives, AID/Banjul and the MOFT have
determined that the required skills and institutional support for the
Project would be provided best by a U.S. university. Consequently,
AID/Banjul through AID/Washington will publicize in the Commerc~ Business
Daily its intention to negotiate on a competitive sources selection basis
only with educational institutions. This notice will precede by at leasi 15
calendar days the issuance of the Request for Technical Proposals (RFTP)
solicitation document which will be prepared by AID/Banjul and MOFT with
assistance from REDSO/WCA. After 60 days, an evaluation committee comprised
of appropriate representatives from the MOFT, AID/Banjul and REDSO/WCA will
review the proposals and conduct interviews, if deemed necessary. The
committee then will prepare a selection memorandum which will be forwarded
to the REDSO contracts office for contract negotiation and signing (see
Implementation "Schedule, Annex E).

Funds for vehicle procurement, evaluations, audit, contingencies and
inflation will be outside the direct AID contract and managed by AID/Banjul
in conjunction with the MOFT.

Input

Technical Assistance

Training

Commodities

.Local Support

Other Costs

Responsible Agencies

AID and U.S •.
University

AID/GOTG

Method of
Financing

Direct
Letter of
Commitment or
FRLC

.. and
Direct Payment

DLC or FRLC

Direct Payment

·Sub-Total

Cost $000

993

420

65

30

30

1,538

Contingency and inflation

Total

I,

2,000

The contractor will be responsible for the full support of the long-term
advisor (e.g., shipment of household effects and personal vehicle,
international travel, housing, furniture and appliances, utilities, etc.)
and all necessary support for the consultants. The long-term advisor will
be entitled to all allowances given to U.S. Government direct-hire employees
(e.g. , post differential, duty-free petrol, Embassy health services,
educational allowance, Rand R, home leave etc.). The consultants will be
entitled to"the prevailing per diem during international travel and while in
The Gambia.

John M
Rectangle
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All aspects of the placement, monitoring and return of trainees will be
the responsibility of the contractor in conjunction with the GOTG. To the
extent possible, AID/Banjul's Training Office will assist the contractor
representatives.

Lastly, the contractor will be responsible for all commodity procurem"ent
_ except the project vehicle. The limited amount of commodities will be

procured in the U.S., e.g., handheld calculators/computer with 220 V/SO hz
capabilities and some of the training materials,or "off-the-shelf" in The
Gambia, e.g., office equipment (for maintenance and repair reasons) and
general supplies. One vehicle,wlth a provision for a replacement if the
need arises, will be procured by AID/Banjul (see Annex F for source/origin
vehicle procurement waiver).

The Project will commence in June/July 1984 and will be completed by
September 30, 1988. The 4-year plus LOP will en~ble all long-term
participants whose training will" be phased to return to The Gambia and get
re-established within the MOFT prior to the departure of the long-term
advisor. This project life also will allow a sensible scheduling of the
short-term consultants so that the MOFT staff and long-term advisor may
utilize fully the consultants' time~

The AID/Banjul Project Development Office will be the responsible AID
representative for all aspects of the Project. Any additional support not
available within the Mission (e.g., legal and contracting) will be requested
from REDSO/WCA. See Annex E for detailed Implementation Schedule.
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SUMUARY OF ANALYSES

As discussed in the Project Rationale Bnd Description section and
detailed in Annexes I, J and K, there is a real and pressing need to enhance
the analytical and managerial skills of the MOFT staff and to deal with
irnmediatepolicy issues. In view of the Hinistry's important role in
controlling GOTG financial processes and its central role in·the formulation
of economic policy, it is imperative for the HaFT to improve both the
quality of policy analyses undertaken. and the effectiveness with which the
result~ are used.

The Hinistry, however, has only.a few staff who have acquired extensive
training in economics, finance, and.budgeting to attain ·reasonable levels of
technical competence. To address this problem of inadequate staff
analytical capacity and thereby strengthen the ~OFT's ability to fulfill its
required role in financial stabilization and economic structural adjustment
efforts, the Ministry has requested AID to assist with a program of staff
training and technical advisory assistance. The Project's aim will be to
build the MOFT's capability to analyze economic problems relevant to each of
its operating divisions and strengthen staff capacity in day-to-day
management of monetary and fiscal affairs •.. The Ministty also requires
technical assistance to organize more efficiently administrative processes
and information networks in order to make more informed and timely policy
decisions. Frequently, available information and analyses are not gathered
in an orderly and timely fashion to be ~tilized by decisionmakers. This
problem is compounded when several ministries are involved in the decision
process.

Currently, technical assistanc~ and training are being provided to the
MOFT by the IMF, World Bank, FAa and CFTC. However, all of the technicians
function as on-line staff or bolster technical field operations. The
majority of these advisors assist in strengthening such related but
non-policymaking operations as stati~ticaland auditing services, revenue
administration, budget preparation, and monitoring of the IMFstandby
agreement. It is expected that the· technical assistance provided by these
other advisors will complement the Project.

The financial costs of the Project, which will address the problem
through long and short-term training, policy advice and policy studies, can
be stated precisely while the economic costs can be estimated and the
economic benefits can be expreased with even less precision. In the range
of probable outcomes, the financial benefits will be significant, with the
actual benefits realized depending on the particular policy decisions
influenced by the Project. Calculations of the potential financial impact
of policy changes resulting from Project activities show that they will have
large financial benefits (e.g. policy changes in the areas of expendit!j"0
control, monetary and balance of payments policy, tax administratin, ~,I,:~

collectionj GOTG maintenance budget, macro policies affectine farffi~rs, and
improved financial management of parastatal organizations).

Therefore, while it is difficult to determine precisely the net
-financial benefits of the Project "it is relatively easy to show that

because of the national economic significance of the issues the training and
policy-related work will influence, the potential net financial benefits of
the Proj~ct are large. The main reason·is that at present the MOFT does not
have the staff with the analytical.and mariagerial capacity to efficiently
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and effectively handle all of the tasks for which it is responsible. Hence,
there are relatively large financial returns from any systematic effort
which alleviates these capacity constraints.

In view of the nature of the Project, its economic costs and returns
only can be estimated. The Gambian contribution to the Project is so small
(i.e., $130,000 since $310,000 in staff salaries and facilities would be
incurred without the Project) that there is little point in adjusting each
project component to reflect its social opportunity cost. For AID, the
economic cost of the Project is the alternatives foregone by not allocating
the $2 million to other projects in The Gambia. Judged in these terms, the
opportunity cost of the resources devoted to the Project is low.
Conversely, the opportunity cost of funds diverted from the Project to other
AID activities such as the Mixed Farming, the Agriculture Research and
Diversification, and the Title II Section 206 Projects is high. The main
reason is that the ultimate success·of these other projects depends on the
types of policy changes and policy issues that are dealt with by the MOFT.
There is clear evidence that in most developing countries the macro-policies
adopted by central authorities are usually more important for the
advancement of agricultural development than the total of all agricultural
projects. Hence, if the maximum potential benefits are to be achieved from
the various AID projects in the agricultural sector, the training and
policy-related work at the MOFT has to be undertaken.

While the size of the Project is about the maximum the MOFT can
accommodate at this stage, particularly in view of its Umi ted staff, the
case for reducing the Project's size and transferring the funds to other
projects is weak. Indeed, without this project AID's other activities in
The Gambia would be seriously endangered.

As detailed in the project description section, the immediate
beneficiaries of the Project will be those Gambian civil servants who will
receive long and short-term training in the U.S. I third countries or The
Gambia. These individuals, particularly the long-term participants, likely
will receive larger salaries and more responsible positions as a consequence
of their training. In fact, a covenant to the Project Grant Agreement will
be that the returned long~term trainees receive remuneration befitting the
position they hold within the MOFT (see Conditions and Covenants section).
The benefits derived by the 25 or more participants, however, will be paled
by the impact the Project may have upon the entire Gambian population
through just one sound macroeconomic decision. One example will illustrate
this point. If Project activities are instrumental in income tax reform and
improved administration (especially the widening of the tax base,
curtailment of incentives provided by the Development Act of 1973 and
acceleration of tax collection), then substantial funds could be available·
for neglected or reduced national development and infrastructure maintenance
activities. For example, the collection of taxes and charges owed by the
country's hotels would provide the GOTG with D3 million in arrears and
approximately D2 million per annum, that is, over $3 million by the PACD~

Similar calculations of the potential impact of policy changes resulting
from the Project's training and. policy-related activities in the areas of
expenditure control, monetary and balance of payments policy,macro-policies
affecting farmers (such a~ the ground nut export tax and the overvaiued
exchange rate), and improved financial management, particularly of the
parastatal organizations, show that they also could provide major benefits
to all Gambians.
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An initial Environmental Examination which recommended a negative
threshold decision was included in the approved Project Identification
Document.
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CONDITIONS AND COVENANTS

Conditions Precedent .

Prior to the first disbursement, the GOTG will submit to AID the
following:

A. an opinion of counsel that the signed Project Grant Agreement
constitutes a valid and legally binding obligation of the GOTG; and

B. a statement of the names of those individuals who may act on behalf
of the GOTG and specimen signatures.

Covenants

In order to maximize the training, it is essential for the MOFT to
retain the returned participants within the Ministry. There are three
covenants which will increase this likelihood:

A. the GOTG must agree to maintain the position, salary and benefits of
of each participant train~e financed under the Project througho~t the
duration of th~ individual's training;

B. the GOTG must agree to provide to AID before each participant's
departure for training a copy ·of a signed ~greement between the GOTG
and trainee that he/she will return to The Gambia upon completion of
his/her studies for a minimum'of two years for each year of training
received. AID/Banjul already is negotiating with the government an
across-the-board participant bonding agreement which stipulates this
two for one arrangement; and

C. the GOTG must agree·togive those participants who successfully
complete their long-term tr~ining the following: 1) a strong
preference in placing them in positions within the Statistics and
Special Studies Unit.of the MOFT or, at a minimum, a r~levant

position in another division of the Ministry; and 2) immediate
employment and salary at a Grade 13 level or higher.

The GOTG also must agree to establish in conjunction with AID an
evaluation program as illustratively laid out in the Evaluation Plan. The
program will provide for: an evaluation of the progress towards achieving
the objectives of the Project; the identification and evaluation of problem
areas or constraints that may inhibit attaining these objectives; an
assessment of how such information may be used to help overcome any such
problems; an assessment of ihe need for any follow-on assistance from AID;

. and ,to the extent possible, an overall impact evaluation of the Project.



21 •••

EVALUATTON·PLAN

During the life of the Project, two evaluations will be undertaken.
The first will occur at approximately the 26th month when all major
Project components will have identifiable accomplishments, such as the
return of the first long-term participant. The purpose of this
evaluation will be to compare PP expectations with achievements and
recommend to AID/Banjul and the MOFT.any necessary corrective measures.

The second evaluation will occur in ~pproximately the45th~onth of.
implementation. Its purpose will be to review Project accomplishments
against anticipated outputs and EOPS (et:td·of project status) and assess
whether a second phase is necessary to fulfill the institutional
development intent of the Project. If a. second phase is deemed
necessary, sufficient time will be availahle to amend the Project and
extend the technical assistance contract.

The evaluations will he conducted by REDSO/WCA and/or AID/Washington
staff in conjunction with AID/Banjul and HaFT personnel. Funds for these
evaluations will be controlled by AID/Banjul and outside the technical
assistance contract. The detailed scopes of work will be prepared by
AID/Banjul in conjunction with the HaFT.
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LOGICAL FRAMEWORK

Project Title & Number: Economic and FinanciaL PoLicy AnaLyses (635-0225)

NARRATIVE SUMNARY

Program or Sector Goal:

"The promotion of sound
macroeconomic poLicy deci­
sions, thereby enhancing the
development of The Gambia

OBJECTIVELY VERIFIABLE INDICATORS

Measures of Goal Achievements:

GOTG policy decision-makers consider
the micro and macroeconomic impLica­
tions of each course of action
before making poLicy decisions.

MEANS OF VERIFICATION

Stated poLicies
- Economic poLicies

impLemented.

IMPORTANT ASSUMPTroNS

Assumptions for
nchieving goal targets:

MOFT economic and finan­
ciaL anaLyses are utiLiz~

ed by GOTG decision­
makers
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NARRA TI VE SUMMARY

Project Purpose:

OBJECTIVELY VERIFIABLE INDICATORS

Conditions that will indicate pur­
pose has been achieved: End-of­
Proj ect status.

MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS

Assumptions for achieving
purpose:

To increase Ministry 0f 1.
Finance and Trade
(MOFT) staff abiLity to 2.
organize, conduct and
disseminate sound eco­
nomic and financiaL
anaLyses for nationaL
poLicy consideration

'0 and impLementation.

SpeciaL studies unit capabLe of
conducting anaLyticaL studies.
PoLicy studies undertaken were
reviewed by decision-makers and
incorporated in nationaL poLicy.

•

MOFT staffing pattern
- MOFT budget aLLocations
- GOTG budget submissions

Reports by Gambian
anaLysts

- Cabinet decisions
- IMF reports and posi-

tions
- AID evaLuations

I
I
[
I
I

MOFT wiLL retain returned par­
ticipants through adequate
remuneration, professionaL
responsibiLities and bonding
agreements.
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NARRATIVE SUNNARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS

Assumptions for achieving
Outputs:

- MOFT has sufficient numbers an~

adequateLy trained staff to
receive further training. ~

MOFT/GOTG commitment to human ~

resource deveLopment.

- Training records
- MOFT staffing pattern
- Contractor quarterLy

reports
r-l0FT reports

- Interviews

Magnitude of Outputs:

1. Speci~L studies unit staffed by
returned participants.

2. (A) 4 MOFT staff trained at MA/MBA
LeveL in u.s.
(B) 20 t6 30 MOFT and other GOTG
staff receive short-term training
in U.S., third countries or The
Gambia.
10 to 12 pre-identified poLicy
studies ~onducted by short-te~m

consultants in ~onjunct;on with
r~OFT staff.

Projec.t Outputs:

1. Functioning MOFT
speciaL .studies
unit and, as re­
quired, speciaL
task forces.

2. Trained MOFT staff

l
l

to run and support
speciaL studies
un it. . I 3.

3. Pot icy studies fo~

consideration by l
decision-makers 'I'

and use as modeLs .
for further I

research. . i

•
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NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS

Proj ect Inputs:

Technical asst.
Training
Commodities

• Lota l support
Other costs
Contingency &

Inflation

AID: .

GOTG

Training
Commodities
Local support

... Tota l

\

Implementation Target(Type &
Quantity) .

$000 Approved project budget.

993
420

65
30
30

462

2,000 I
I
I

60
.62
318

440

2,440

I
I

Project Grant Agreement
signed.

I
I,
I
I
j

t
I
I

I
I
I
;

I

Assumptions for providing
Inputs:

- Congressional Notification
accepted.

- FY 84 funds·available.

I

I
r
~ .'
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3:43
EFFECTIVE DATE
September 30,1982

5C(1) - COONTRY CHECKLIST

Listed below are statutory
criteria a?plicable generally to
FAJ.. funes, and cr iter ia. .
applicable to individual fund
sources: Development lssistance
ana Bconomic Support Fund.

A. ~m:RAL CRITERIA FOR COO1"'I'RY
ELIGISLITY

1. :AA Sec. 481.· Bas it been
determ~ned tbat the
oovernment of the
recipient countr·y bas
failed to take adequ~te

steps to prevent narcotic
orugs and other
controlledsubstanc~s (as
de£i.ned by the
Comprehensive Drug Abuse
Prevention and Control
Act of 1970) produced or
processed, in whole or in
part, in such country.." or
transported through such
country, from being sold
illegally within the
jurisdiction of sucb
country to 0.5.
Government personnel or
their dependents, or from
entering the 0.5.
unlawfully?

2. FAA Sec. 620(c).If
assistance is to a
government, is the
government liable as
debtor or unconditional
guarantor on any debt to
a o.s. citizen for goods
or services furnished or
ordered Where (a) such
citizen has exhausted
available legal remedies
and (b) the cebt is not
denied or contested by
such goverf,lment?

BEST AVAILAB!...E COpy

No

a) No

b) No
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3. :';..).. $E:. b20Ce)(1). 1:
e.SSlstance lS to a
gover~me~t, has it
(including gover~~ent

agencies or sUbdivisions)'
. taken any action which
has the ef:ect 0:

- nationalizing,
expropriating, or
otherwise seizing
ownership or control of
property of o.s. citizens
or entities beneficially
owned by them without
taking steps to discba:ge
its obligations toward
such cit~zens or entities?

4. FAA Sec. 532(c), 620(a),
620(f), 620D: FY 1982 '
Aoorooriation Act Secs.
512 and 513. Is
recipient country a
Communist country? Will
assistance be prov~de~ to,
Angola, Cambodia, cut>a, .I'

Laos, Vietnam, Syria,
Libya, Iraq, or South
Yemen? will assistance
be provided to
Afghanistan or Mozambigue
without a waiver?

s. ~SDCA of 1981 Sees. 724,
727 and 730. For
soecific restrictions on
a;sistance to Nicaragua,
see Sec. 724 ,of the ISDCA
of 1981. For specific
restrictions on
assistance to El
salvador, see Sees. 727
and 730 of the ISDCA of
1981.

6. FJJ. Sec. 620(j). Bas the
country permltted, or
failed to take adequate
measures to prevent, the
damage or destruction by
mob action ofO.~.

property?

No'

a) No

b) No

c) No

N/A

No
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7. :h~ Sec. 620(1~. Bas the
COU:1t::y :a:.lec '=.0 enter No
into an as=ee~en~ wi~b

OPIC?

8. FAA Sec. 620(0);
Flshermen's ?=otec~ive

Ac~ of 1967, as amended,
Sec. 5. (a) Eas tbe
coun~ry seized, or
i~posed any penalty or
sanction against, any
U.S. fishing ac~ivities

in international waters?

(b) If so, has any
deduction reqUited by :he

. !ishermen's Protective
.Act been made?

No

9. FAA Sec. 620(0): ?Y:~'62

Ao~rooria:~on'Act Sec .
......,.fJ e

a) No, only grants to The Gambia

bJ No

10. FAA Sec. 620(s). If
contemplated assistance

. is development loan or
from Economic Support
Fund, bas the
.Acministrator taken into
account the amount of
foreign exchange or other
resources which the
cocnt:y has spent on
military equi?men~?

(~eference may be made to
the annual "Taking into

N/A
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Consioeratior.- memo:
-Yes, taken into account
by the Acministrator .at
time 0: 2?ptova1 of
Age~cy OYB.· This
approval by the
Ad~inist=ator of the
Ope:ational Year BUdget
can be the basis for an
affirmative answer during
the fiscal year unless
sig~i:icant changes in
circumstances occur.)

11. ?~ Sec. 620(t). Bas the
country severed
diplomatic relations with
the United States~ If
so, have they been
resumed and have new
bilateral assistance
agr'eementS been
negotiated and entered
into since such
resumption?

12. FAA Sec. 620(u). What is
t~e payment status of the
country's U.N.
obligations? If the
country is in arrears,
were sucharrearages
taken into account by the
AID Administrator in
determining the current
AID Operational Year
BUdget? (Reference may
be made to the Taking_
into Consideration memo.)

13. FAA Sec. 620A: FY 1982
Aooro~riation Act Sec.
520. Bas the coun~ry

aided or abetted, by
granting sanctuary from
prosecijtiQn to, any
indivi~ual or group which
has committed an act of
international terrorism?
Eas the country aided or

No

Payments are current

al No

b) No_

John M
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abetted, by granting
sanctuary from
prosecution to, any
individual or S=oup which
bas cocmitted a war crime?

l~. FAA Sec. 666. Does the
country obJect, on the
basis of race, relig~on,

national origin or sex,
to the presence of any
officer or employee of
the o.s. who is present
in such country to carry
out economic development
programs under the FAA?

15. FAA Sec. 669, 670. ~as

the country, after August
3, 1977, delivered or
received nuclear
enriehment or
reprocessing equipment,
materials, or technology,
without specified
arrangements or
safeguards? Bas it
transferred a nuclear
explosive cevice to a
non-nuclear weapon state,
or if such a state,
either received or
detonated a nuclear
explosive device, after
August 3, 19771 (FAA
Sec. 620E permits a
special waiver of Sec.
669 for pakistan~)

16. ISDCA of 1981 Sec. 720.
Was the country
represented at the
Meeting of Ministers of
Foreign Affairs and Beads
of Delegations of the
Non-Aligned Countries to
the 36th General Session
of the General Assembly
of the U.N. of Sept. 25
ana 28, 1981, ana failed

No

a) No

bl No

No



toeisassoc:'ate itself
from the co~rnu~ique

issued? If .so, ~as :ne
President taken it into
account? (Reference may
be made to tbe Taking
into Conside:ation memo.)

17. ISDCA 0:1981 Sec. 721.
See speclal requlrements
for assista~ce to Baiti.

B. FUND!NG SOURCB CRITERIA FOR
COUNTRY ELIG!~L!TY

1. Deve1o~ment Assistance
Country Criteria.

a. FAA Sec. 116. Bas tr.
Department of State
determined that this
government has engaged in
a consistent pattern of
gIoss violations of
internationally
recognizee human rights?
If so, can it be
demonstrated tbat
contemplated assista:·,ce
will directly benefi~ the
needy?

2~ Economic Suooort Fund
Country criteria

a. FAA Sec. S02B. Bas
it been determined that
the country has engaged
in a consistent pattern
of gross violations of
internationally
recognized buman rights?
If so, has the country
made such significant
improvements in its human
rights record that
furnishing such
assistance is in the
national interest?

•

AID HANDBOOK :' ,\Pi1 ::;\1

N/A

No

N/A
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TRANS. MEMO NO.

3:43
EFF ECTIVE DATE

September 30, 1982

b. ISDCA of 1981, Sec.
72S(b). If ESF is to be
furnished to Argentina,
bas the President· N/A
certified that (l)tne

.Govt. of Argentina·bas
made significant progress
in human rights; and (2)
that the provision of
sucb assistance is in tb~

national interests of tbe
u.s.?

c. ISDCA of 1981, Sec.
i26(b). If ESF
assistance is to be ~

furnisbed to Chile, has
the President certified N/A
tbat (1) the Govt. of
Cb~le has made .
significant progress in
human rights; (2) it is
in the national interest
of the O.S.; and (3) the
Govt. of Chile is nos.,.
aiding international
terrorism and has taken
steps to bring to justice
those indicted in .
connection with the
murder of Orlando
Letelier?

...
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'5C(2) ?RCJ~:T CEECKL:ST

~isted belowa:e s~atutory

cri:e:ia 2?plicable toproject~.

T~is section is divided into two
parts. ?art A.includes crite~i~
applicable to all projects. ?ar~

B. applies to projects funded
I ~rom'speci~ic sources only: B.l.

applies to all projec:s funded
with Develcpme~t Assistance
Funds, 3.2. applies to projects
~uncec wit~ Development '
Assistance loans, ana B.3.
applies to projects ~unde~from

ESF.

C:rtOSS REFERENCES: IS COUNTRY
CHECKLIST .~? a) Yes
TO DATE'; BAS
STANDARt ITEM b) Yes

CHECKLIST BEtN
REVIEWED FOR
TBIS PROJECT?

A. GENE~1 CRITERIA FOR PROJECT

1. FY 1982 Aoorooriation Act,
Sec. 523; FAA· Sec. 634A:
Sec. 653(b).

(a) Describe how
authoriZing and appro­
oriations committees of'
~enate and Bouse have
been or will be notified
concerning the project:
(b) is assistance within
(operational Year BUdget)
country or international
organization allocation
reported to Congress (or
not more than $1 million
over that amount)?

a) congressional Presentation (FY 85) an
Congressional Notification

b) Yes

2. FAA Sec. 6ll(a)'(l). prior
~o obligatlon in excess .
of SlOO,OO, will there b~
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(a) e~gineerins, finan­
cial or other plans
~ecessary ~o carry out
the assistance and (b) a
reasonably firn estimate
of the cost to tbeO.S.
of tbe assista~c~?

3. ?AA Sec. 611(a)(2). If
=ur~er le9~slat~ve
action is required witbin
recipient country, what
is basisfo: reasonable
expectation tbat such
action will be completed
in time to permit orderly
accomplishment of pu~pose

of the assistance?

4. FAA Sec. 611 (b): PY 1:>32
Appropriation.Act Sec.
501. If foz water or
water-related land
resource construction,
has project met the
standards and criteria as
set forth in the
Pr inciples and Standards
for Planning Water and
Related Land Resources,
dated October 25, 1973?
(See AID Handbook 3 for
new 9uidelines~),

5 •. FAA Sec. 611(6"). If
proJect is cap~tal

assistance (e.g.,
construction), and all
0.5. assistance .for it
will exceed $1 million,
has Mission Director'
certified and Regional
Assistant Administrator
taken into consideration
the country's capability
effectively to maintain
and utilize the project?

a) Yes

b) Yes

N/A

N/A

N/A

John M
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6. FAA Sec. 209. Is project
susce?~l~le.to execution­
as part of regional or
~ultilateral project? If
so, why is project not so
e%ecuted? Information
and conclusion whether
assistance will encourage
regional development
programs.

7 • FAA Sec. 601 ( a ) •
IIlfor~ati.on and
conclusions whether
project will encourage
efforts of the country
to: (a) increase the
flow of international
traae: (b) foster pr:'.ate
initiative and
competition: and (c)
encourage cevelopment and
use of cooperatives, and
CTedit unions, and
savings and loan
associations: (d)
discourage monopolistic
practices: (e) improve
technical efficiency of
industry, agriculture and
commerce: and (f)
strengthen free labor
unions.

8. FAA Sec. 601(b).
Information and ,
conclusions on bow
project will encourage
0.5. private trade and
investment abroad and
encourage private o.s.
participation in foreign
assistance programs
(inclUding use of private
trade channels and the
services ~f o.s. piivate
enterprise).

a) No
b) N/A
c) Assistance wil~ not encourage

regional development programs

a) National policy decisions
influenced by our assistance to
Ministry of Finance may have
an effect.

b) Possibly
c) Possibly
d) Not likely
e) Likely
'f) . Not likely

Changes in current national policies
due to project's analytical assis­
tance and studies may have a positive
influence.
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9. FAA Sec. 612(b), 636(h);
FY 1982 A~~ro~ria~ion

Ac~ Sec. 507. Describe
s~eps taken to assure
that, to the maximum
extent possible, the
country is ~ontributing

local currencies to meet
tbe cost of contractual
and other services, and
foreign currencies owned
by the u.S. are utilized
in lieu 0= collars.

a) Government will provide recurrent
cost and in-kind support as de­
tailed in Project Grant Agreement.

bl N/A

10.

11.

12.

FAA Sec. 612( d) .' Does
the 0.5. own excess
foreign currency of the
country and, if so, what
'ar~~ngeme~ts have been
made for its releas~7

FAA Sec. 601(e). Will
. the proJect utilize

competitive selection
procedures for the
awarding of contracts,
except wbere applicable
procurement rules allow
otherwise?

FY 1982 A~oro~riation Act
Sec. 521. If assistance
is for the proouction of
any commodity for axport,
is the commodity likely
to be in surplus on world
markets at the time the
resulting productive
capacity becomes'
operative, and is such
assistance likely to
cause suostantialinjury
to 0.5. producers of the
same, similar or
competing commodity?

No

Yes

N/A

13. . FAA 11 ~ (c) and (d) .
Does the proJec~ comply
with tne environmpntal
procedures ~et for:h in
AID Regulation 16: Does

...

a) Yes
b) N/A

John M
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the project 0: program
take into conside:ation
the problem of the des­
truction of "tropical .
fo:.ests?

14. FAJ.. 121(0). If a Sahel'
proJect, bas a determina­
tion been made that the.
bost government has an
adequate system for
accounting for and

'controlling receipt and
ex?enciture of project
funds (dollars or local
currency generated'
therefrom)?

B,. FUNDING CRITERIA FOR ?R~JECT

1. Deve100ment Assistance
proJec~ Criter1a

a. po AA Sec. 102 ( b), 111,
113, 281(a). Extent to
WhlCh activity will (a)
effectively involve the
poor in development, by
extending access to
economy at local level,
increasing labor-inten­
sive production and the
use of appropriate
technology, spreading
investment out from
cities to small towns and
rural areas, and insuring
wide participation of the
poor in the benefits of
development on a sus­
tained basis, using the
appropriate o.s. insti- .
tutions; (b) help develop
cooperatives, especially
by technical assistance,
to assist rural and urban
poor to help themselves
toward better life, and

Yes

a) Policy decisions influenced by
project activities may have
national effects such as these.

b) Policy decisions may change and
improve current cooperative mU'JE­
ments and local government insti­
tutions"
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other~ise encourage
democ:atic private an~

local governmental
institutions~ ec) ~upport

the self-help efforts of
developing countrie~: (~)
promote the participation
of ~omen in the national
economies of developing
countries and the
improvement of women's
status~ and ee) utilize
and encourage regional
cooperation by developing
countries? .

b.F1J.. Sec. 103, 103A,
104, 105, 106. Does the
pr~Ject fit the criteria
for the type of funds
(functional account)
being used?

c. FAA Sec. 107. Is
emphasis on use of appro­
priate technology
(relatively smaller,
cost-saving, labor-using
technologies that are
generally most appro­
priate for the small
farms, small businesses,
and small incarnes of the
poor) ?

d. FAA Sec. 110(a).Will
the recipient country
provide at least 25% of
the costs of the program,
project, or activitiy
with respect to which the
assistance is to be
furnished (or is the
latter cost-sharing
requirement being waived
for a -relatively least
developed- country)? ..

c) Likely

d) Likely

e) Not likely

Yes

N/A

The Gambia is a relatively least developed
country.
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e. FAA See. 110 (b).
Will gran: capl~al

assistance be disbursed
fot project over more
than 3 years? If so, bas
justification satis­
factory to Congress been
made, and efforts for
otber financing~ or is
the recipient country
-relatively least
developec·? (M.O. 1232.1
defined a capital project
as -tbe construction~ .
expansion, eguippingor
alteration of a physical
facility or facilities
financed by AID dollar
assistance of not l~ss

than S100,OO~, inclUding
related advisory,
managerial and training
services, and not under-
taken as'part of ~

project of a predom­
inantly technical
assistance character.

f. FAA Sec.· 122 (b). Does
tbe actlvlty give
reasonable promise of
contributing to the
development of economic
resources, or to tbe
increase of productive
capacities and self-sus­
taining economic growth?

g. FAA Sec. 281(b).
Describe extent to which
program recognizes the
particular needs,
desires, and capacities
of the people of the
eountry: utilizes the
country's intellectual
resources to encourage

No

Yes

The Project will promote sound macroeconc­
mic policy decisions which will enhdDc0

. overall. country development and I conse­
quently, address the needs and desires
of the people, .

The Project will provide, inter alia
.. advanced training for criticaGtaff-i~~
Minister of Finance (MOF) and thereby
assist in the institutional develorlTtc;;t
of the most important govprnment, miJJi~t:r-y I

i.e. MOF.

John M
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institutional development;
and supports civil
education and training in
skills required for
effective participation- in
governmental processes
esential to selt-government.

2. DeveloDment Assistance Project
Criteria (Loans only) N/A

a. FAA Sec. 122(b).
Information and conclusion
on capacity of the country
to repay the loan, at a
reasonable rate of interest.

b. FAA-Sec. -620(0).1£
assistance is for a~j
productive enterprise which
will compete with u.s.
enterprises, is there an
agreement by the reciDient
country to preven~ export
to the U.S. of more than
20' of the enterprise's
annual production during
the life of ~he loan?

c. 1SDCA of 1981, Sec. 724
(c) and (d). If for
Nicaragua, does the loan
agreement require that the
funds be used to the .
maximum extent possible for
the private sector?' Does
the project provide for
monitoring under FAA Sec.
624(g)1

3. Economic SUPDort Fund
project Criteria

a. FAA Sec. 531(a). Will
thi~'asslstance promote
economic or political

N/A
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stability? Tc tbe extent
possible, does it reflect
the prlicy directions of
FAA Section 102:

b. FAA ~ec. 53l(c). Will
aSSls~ance under this
chapter be used for
~ilitary,or paramilitary
activities? '

c. PAA Sec. 534. Will ESP
tunds oe used to finance'
the construction of tbe
operation or maintenance
of, or the sUpplying of
fuel for, a nuclear
facility? If so, has :~e

Pre.sident certifiedt.oat
such use of funds is
incispensable to
nonproliferation
objectives?

d. FAA Sec. 1)09. If
comrnoditiesare to be
granted so that sale,
proceeds ~ill accrue to
the recipient countrYj
have Special Account
(counterpart)
arrangements been made?

John M
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ANNEX D

THE REPUBLIC. OF THE GAMBIA
Ministry of Finance & Trade,
The Quadrangle, "
BQnjul, The Gambia.

Ref. No. MF/(C)/3/(2)

Dear Mr. Bahl,

30th May, 1984.

Re9u~st for Assi3tance - Economic
and Finane i 81 Po-l-i.-ey-ATr:rly s"es-f' roj ect

This is to re~uest formally from the
U. S. Agency for InternatiDnal Development
grant assistance in the amount of U.S. Dollars
2,000,000 in support of the Economic and
Financial Policy Analyses Project. As detailed
in the Project PQper, the Project wili increQse
the Qbility of the Ministry of Finance and Trade
Staff to organize, conduct Qnd disseminQte sound
economic and financial analyses for policy
consideration and implementation.

2. The Government of The Gambia in support of
the Project will contribute the equivQlent of
U.S. DollQrs 440,000 in CQsh and in kind.

Yours sincerely,

£1. A. '...>L.-~
( S."~ • 5I SAY) •

Minister of Financ

Mr. gyron H. Bahl,
AI0 Repre~Atative,

- jguckle'':'Street,
Sanjul.

RECEIVED
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Month

o (June 1984)

2

3

4

5

7

9

10

11

12

13

15 (Sept. 1985)

25

26

27 (Sept. 1986)

ANNEX E

Implementation Schedule

Activity

Signing of Project Grant Agreement.

PIL #1 issued.
CBD notice published.
CPs to disbursement satisfied.

RFTP forwarded to educational institutions.
MOFTiAID begin identifying candidates for long­
term training.

AID/Banjul initiates vehicle procurement process.

Closing for receipt of technical proposals.
Evaluatlon of technical proposals.

Cost proposal requested from highest ranked firm.
Project evaluatlon program established;

Contract negotiated and signed.

Long-term advisor arrives.
Administrative/secretarial aSSistant hired.

Equipment and supplies procured.
Participant placement process begun.

First consultant arrives to undertake study and
develop in-country training program. 1

First short-term trainee begins course in U.S.
or third country. 1 and 2

First in-country course, workshop or seminar
conducted. 1
First 2 long-term trainees begin MA/MBA prepara­
tory training at Boulder Institute or similar
program. 2

First 2 long-term trainees begin 1 to 2 year MA/
MBA programs.

Second group of 2 long-term trainees begin
training at Boulder Institute or similar program.
First long-term trainee returns to MOFT.

Mid-term evaluation conducted.

Second group of 2 long-term trainees begin 1 to
1.5 year MA/MBA programs.

John M
Rectangle



Month

37

42

45

46

51 (Sept. 30, 1988)

Act ivi ty

Second and third long-term trainees return
to MOFT.

Last long-term trainee returns to MOFT.

Mission assessment of need for second phase.

Project audit conducted;

PACD
Long-term advisor departs.

The following occur throughout the life of the Project:

(A) consultants ~rrive for conducting studies and in-country
training programs;

(B) short-term trainees attend course in U.S. and third countries; and

(C) courses, workshops or seminars held in The Gambia.

2 The covenant that all participant trainees sign a bonding agreement
with the GOTG will be satisfied by each pafticipantprior to departure
from The Gambia.



.....

Annex F

Source/Origin Vehicle Procurement Waiver

Problem: A source/origin vehicle procurement waiver from AID Geo­
graphic Code 000 (U.S. only) to Geographic Code 935 (Special Free
World) is required.

a) Cooperating Country t The Gambia
b) Authorizing Document: Project Grant Agreement
c) Project: Economic and Financial Policy Analyses (635-0225)
d) Nature of Funding: Grant
e) Description of Commodities: Two (2) 4-door sedans
f) Approximate Value: $20 ,000
g) Probable Origin: France
h) Probable Source: 'fhe Gambia

Discussion: Section 636(i) of the Foreign Assistance Act (FAA) states
that motor vehicles must be of U.S. manufacture unless special cir­

cumstances exist which would permit procurement of non-U.S. manufac­
tured vehicles. Also, AID Handbook lB, Section 4C2d states that

circumstances which may merit waiving the ·requirement include "present
or projected lack of adequate service facilities and supply of spare
parts for U.S. manufactured vehicles". This special circumstance

exists in The Gambia. It is virtually impossible to obtain spare parts
or service for U.s. manufactured vehicles.

The subject project will be providing an advisor for four years
to the Ministry of Finance and Trade and the equivalent of three years
of short-term consultants. One vehicle will be provided for the long­
term advisor for project-related work and for use by the short-term
consultants. Budgetary provisions have been made for a replacement

vehicle in the unlikely case that the predominantly urban-used vehicle
becomes irreparable before the PACD. Hence, this waiver request for

two vehicles.

As documented in other vehicle waivers, there are no American vehi­
cle dealerships in The Gambia nor any'resident expertise to repair

American vehicles. The one General Motors dealership in The Gambia has
gone out of business.

Based on Handbook lB, Section 554a(61 and on the current non-availa-
bility of spare parts and maintenance facilities for U.S. vehicles, it

is felt that the objectives of the foreign assistance program would best
be met by permitting the local procurement of non-U.S. vehicles. The
necessary maintenance and repair facilities are available in Banjul for
other foreign-made vehicles.

Recommendation: That the AID Representative=

1) approve a change in the authorized Geographic Code from Code 000
(U.S. only) to Code 935 (Special Free World] to permit the procurement
of two 4-door sedans; 2) certify that e~clusion of procurement from
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Free World countries other than the cooperating country and Code
941 countries would seriously impede attainment of U.S. foreign assis­
tance program; and 3) certify that special circumstances exist to waive
the requirement of Section 636(i) of the FAA to permit this procure­
rrent.
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ANNEX I

INSTITUTIONAL ANALYSIS

The Ministry of Finance and Trade: Role and Position
in The Gambia'Policy Process

The Ministry of Finance and Trade (MOFT) is the Govern­
ment of The Gambia's (GOTG) senior agency in formulating
and implementing economic policy. Its authority encom­
passes macroeconomic and sectoral matters spanning issues
of monetary, fiscal, and exchange controls to supervision
of the country's parastatal corporations. In recent years,
the Ministry's preeminence has been progressively streng­
thened by measures adopted by Cabinet to deal with a grow­
ing balance of payments crisis, retrenchment of the econo­
my, and recovery from the abortive coup of 1981. The
restraints, controls, and targets specified in a January
1984 standby agreementw~th the International Monetary
Fund (IMF) have added even further to this growing autho­
rity, as the MOFT acts on behalf of the GOTG in both nego­
tiation and implementation of the loan to secure compliance
with the requirements?f·the Fund's performance criteria.

Today, the MOFTmaintains primary responsibility at the
macro level for key economic variables such as government
budgetary allocations for both recurrent and development
expenditures, the money supply and domestic credit, foreign
exchange rates, fiscal and international trade duties, do­
mestic interest rates, and wage levels for public employ­
ment. The Ministry exercises these responsibilities through
its operating divisions-- Trade, Price Controli Loans,
Customs and Excise, Income Tax, Administration and Account­
ing, and Audit (see.organogram of the Ministry, Annex G)-­
which oversee and direct the country's banks (Central Bank,
Commercial and Development Bank and the Agricultural Bank)
and monitor adherence with specified ceilings on budget
expenditures and borrowing of other ministries on a quar­
terly basis. The Ministry is also the GOTG's responsible
agent for financial, technical and professional relations
with international financial and trade organizations and,
in this capacity, has full responsibility for negotiation
of matters pertaining to the Senegambia confederation.
At the sectoral level, MOFT's authority includes statutory
control over smallholder credit policies, prices of agri­
cultural commodities and inputs, and energy prices, as it
exercises direct supervision of state-owned enterprises
like the Gambia Produce Marketing Board (GPMB) and Gambia
Utilities Corporation. Similarly, the Ministry influences
all sectoral development investment allocations derived
from agreements with external funding agencies, owing to
the regulation that any flow of external funds requires
prior approval of MOFT. The Ministry monitors compliance
with guidelines specifying that project implementation
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must be matched by external financing and new development
projects must be scrutinized for their impact on recurrent
costs. Particularly in this period of economic hardship
and stabilization measures negotiated with the IMP, there
is no substantial autonomus economic policymaking authority
in the GOTGwhich escapes the ~OFT's network of supervision
and evaluation nor, since the Permanent Secretary of Fi-

.nance is the senior member ofa variety of interagency com­
mittees (The National Investment Board, .The National ~evelop­

ment Council, The Economic Advisory Committee, and Thi:
National Projects Monitoring Committee) its influence on
economic and social policy.

Other important government agencies in The Gambia-'-The
Ministry of Economic Planning and Industrial Development
(MEPID) and the Ministry of Agriculture--hold potential in­
fluence over public policy, but the roles of these eni:i ties
are clearly subordinate· to the MOFT. MEPID' s major rE:!spon­
sibility is to oversee planning and technical aspects of in­
dustrial development projects. It also coordinates develop~

ment assistance in The Gambia, .reviewing project proposals
to ensure they address priorities identified in the F~ve

Year Development Plan and follow technical. design standards.
Following this review, proposals' are submitted to MOF~~ for
final evaluation and approval. The GOTG's Program Planning
and Monitoring Unit (PPMU), a nascent organization providing
planning and monitoring services for both the Ministry of
Agriculture and the Ministry of Water Resources, could be a
potential instrument through which the Ministry of Agricul­
ture might affect government policy decisions; however, to
date this agency has had no involvement in matters of public
policy. All government Ministries,·nevertheless,· participate
to some degree in the GOTG's policymaking process through
their membership on various committees and task forceE: and
as a consequence of their vote at cabinet sessions. Horeover,

.ways do exist for these agencies to initiate pOlicy propo­
sals. The procedure is simply to draft a proposal, submit
it to the appropriate interagency. review committee which
in turn will send:~he proposed policy change for final appro­
val to MOFT and Cabinet~ In both the specialized review
committee and Cabinet, the pOlicy proposal would be scruti­
nized in light of policy guidelines established by MOFT.

MOFT Capacity for Economic Analysis and Management of the
Economy

Considering its importance in controlling GOTG financial
processes and its central role in the formulation ofeconvrnic
policy, the need for highly qualified staff possessing both
analytical and managerial skills is crucial in the MOFT.
Yet only a handful of the Ministry's personnel have acquired
the necessary training (three at the postgraduate level) in
economics, accounting, budgeting, and administration (see
Annex H for a survey of educational levels attained by MOFT
personnel) to attain minimum levels of technical competence.

As evidence, the Ministry and consultants have identified the



j •••

following areas where staff capacity and understanding must
be enhanced to permit the'MOFT to perform its required tasks
in formulating and implementing policy:

i) basic techniques of project appraisal to guide
evaluation and advise on proposed public invest­
ments;

ii) working knowledge of macroeconomic theory and ana­
lytical tools to be able to conceptualize research
programs and formulate pOlicy interventions neces­
sary to manage the government's short-run monetary
and fiscal affairs;

iii) techniques of cost-effectiveness analysis in depart-
ments responsible for' budgetary matters I so as to, inter ali,
substitute selective cuts based on cost effective-
ness for arbitrary, across-the-board cuts;

iv) tax incidence and tax administration to advise on
reform of a severely outdated income tax structure
which has to be modified to raise revenues to meet
IMF conditions on'The Gambia~s standby loan and to
finance development 1

v) economic issues (e.g. international trade policies and
how they relate to industrial competitiveness, inte­
gration, and custom union issues in theory andprac­
tice) to, inter alia, guide work on the important
matters of Senegambian confederation; and

vi) the doctrine of export-led growth and policies which
have enabled the·mostsuccessful LDes to attract
foreign investment and break into world markets.

To address this problem of inadequate staff analytical ex~

pertise and thereby strengthen the Ministry's ability to play
a more forceful and knowledgeable role in future economic
stabilization and structural, adjustment matters, including the
important issues involved in a mutually beneficial confedera­
tion with Senegal, the Minister of Finance feels that a program
of staff training and technical advisory assistance is needed.
Such a program would aim at building the Ministry's capabi-
lity to analyze economic problems relevant to each of its
operating divisions (foreign trade, taxes, macroeconomic policy,
management of parastatals, and pricing and subsidy issues)
and strengthen staff capacity in day~to-day management of
monetary and fiscal affairs. In addition, the GOTG and MOFT
as its senior Ministry, require technical assistance to more
efficiently organize administrative processes and information
networks to make more informed and timely policy decisions. Fre­
quently, available information and analysis is not marshaled
in an orderly and timely fashion to be



usable when important policy 'decisions are taken \ Thi::;
problem is multipJied when several Ministries are involved
in the decision process. The predomi:nant·mechanism in the
GOTG for dissemination of information and analytical studies
is the regula.rly convened meetings of permanent secreta.;~ies

of economic ministries and authorities, The Permanent
Secretary of MOFT being the senior member of these 9athE~rings

is responsible for convening the sessions, establishing the
agenda, and guiding th~ presentattonof matertals~ One of
the functions of a technical advisor in the Ministry will be
to assist the Permanent Secretary in developrng an organized
system for producing pOlicy studies and more efficiently
managing the flow of information for uSe in current policy
delioerations, With this in mind ,the Minis1:ry has formed a.
research unit responsinle to the Deputy Permanent Secretary,
with a major charge to undertake research on pressing policy
issues, Project training and tecbnical assistance will focus
on building capacity in this unit,

Currently, technical advisory assistance and training in
The Gambia is being provided by I.MF, World Ba.nk, 1?AO f and
CFTC, however, all of the experts assigned to these projects
function as on-line Ministry staff or bols.ter technical field
operations, The majority of these advisors assist in streng-·
thening such related but non~olicYmaking opera.tions as sta~

tistical and auditing services, revenue adminis.tration, bud­
get preparation, and monitoring of tne IMP s1:andby agree:rnent .

. Several experts provide technical services to MEPlD on mat.,.
ters pertaining to the feasibility of various industrial pro­
jects~ Only in the Trade Division of the MOFT is there an
advisor r provided by the Commonwealth Secretariat, who works
on policy issues. So far his job has been narrowly circum­
scribed to technical issues surrounding th~ revision of
tariff levels and harmonization of trade pOlicies in the
event of a Senegarnbian confedera.tion, It is· expected thil.t
the technical expertise provided by tMse other advis.ory
personnel will complement the Economic and Financial poLLcy
Analyses Project.

Project Implementatipg

The goal of this project is. to develop insti.tutiona.l capa­
bility in the MOFT to more effectively formulate. and imple­
ment economic and financial policies to initiate stabili:t:a-­
tion andstructura.l adjustment of the Gambian economy. 'I'his
objective will be accomplished by a mix of; 11 University
and short""course formal educa,tion and on .....the-job tra,ininsr to
upgrade the analytical and managerial skills of Ministry per­
sonnel; 21 long-term advisory assistance on economic policy
issues and organization and management of administrative
process and information networks to enhance timrng and quality
of GOTG pOlicy deliberations? and 31 short-·term consultants
to analyze high~riority economic matters and investiga.te
alternative longer~ruri development strategies~ Specific
acidevernents of this' project will be; 1) more consi~tent and
rational economic policies and a wider range of well re~
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searched alternative long-run development strategies to
assist authorities in the stabilization and structural
adjustment of the economy; 2) a more efficiently organi­
zed and managed information system in GOTG for making
pOlicy decisions; 3) MOFT:personnel with enhanced analy-·
tic, technical, and mariagement skills organized to bring
these qualities to bear on pOlicy matters: 4) a high­
quality set of pOlicy studies for policy deliberations
of MOFTand for use as conceptual models for future re-

. search by Ministry personnel: and 5) a greater apprecia­
tion by MOFT officials and other GOTG authorities of
the cost of non-economic objectives in official policies
and, more generally, the economic ramifications of their
decisions. ..

The Contractor

The institutional contractor will mobilize, as both
long and short-term advisors, professional economists with
experience working in LDCs, preferably Africa, and with
academic and research qualifications in micro and macro­
economic development problems. This institution will have
in-house capability from which it can select professionals
to provide a reasonable proportion of the advisory tasks,
as well as wide ranging contacts with other similarly
qualified institutions from which it can recruit economic
advisors for consideration by the MOFT, enlisting them
under personal contracts upon Ministry approval. The con­
tractor will also coordinate long and short-term formal
participant training, involving assessment of candidates,
placement in appropriate educational institutions and
courses, and monitoring student progress. Additionally, the
contractor will organize in-country training courses and
workshops on special topics in economic and financial
management.

The Long-Term Advisor

The long-term advisor will act as a permanent liaison be­
tween the contractor, the MOFT, and USAID. This Ph.D econo­
mist, with a minimum of 3 years experience working as a pro­
fessional economist in LDCs, will: 1) conduct substantive
analyses of specific policy issues as requested by the MOFT;
2) assist the Ministry in organizing more effective manage­
ment of information flows for policy deliberation; and 3)
advise MOFT officials regarding the identification of tasks
to be assigned to short-term consultants, draft terms of re­
ference for such assignments, assist these consultants in
undertaking their assignments, and coordinate with the con­
tractor's horne office to identify short-term consultant
candidates for nomination to the Ministry. The long-term
advisor will also play an important role in staff develop­
ment by collaborating with MOFT and GOTG personnel through
involving them in his or her day-to-day work, and ensuring.
that analytical techniques and approaches are transmitted
as work proceeds. This advisor will also coordinate these­
lection and placement of participant trainees by serving as
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as liaison between mFI' and the training division of the contrae-·
tor's hare office, and~ in the case of scholarships financed out­
side the project, scholarship donors. Further, the long-tenn advi­
sor will work with the MJFI' to organize local training courses and
workshops on special topics. Finally,and of considerable inpor­
tance, the long-tenn advisor should be in place long enough to en­
sure that personnel who cc:rrplete fonral training programs abroad

. reenter jobs at M)FT with assignrrents that errphasize practical
application of the techniques and concepts they have learned. The
Ministry's research unit will be staffed by returning MA students
trained by this project and be the focus of technical assistance by
the long-te:rrn advisor.

Short-tenn COnsultants

Particularly at this ti..nE of econanic crisis and required adhe:rence
to stringent econanic perfonnance criteria set by the IMP standby
agreerrent, Gaffi is forced by necessity to· make critical short-run
policy decisions that will. effect rapidadjustrrent of the econarrt. Hav
the econany adjusts and who pays· for this rapid adjustIrent is impor­
tant for both econanic and political reasOns, with ensuing inplica­
tions for long-run grcMth of the. Gambian eeoncIlW and equitable distri­
bution of the gains fran this develOflTEI1t • Given the high priori1:y
that nCM must be attached to fonnulationof short-run adjusbTent
policies, coupled with the problem of limited local capacity to
analyze policy alternatives, short-tenn consultants will be needed
for several years to study these adjustment issues and to give advice
on longer-run develc:prent strategies. M::>reover, since the heart of
the Project is to build local capacity for policy analysis, short··teIm
aJI'lSultants will be utilized to conduct· in-eot.mtry training courses.
Discussions with MJFI' officials and several short-tenn advisors that
have worked in the IDFI' during initial AID-financed consultancies in
1983 and 1984 indicate that the follCMing list of in-COlIDtry training
courses and research topics should be programred into project acti.vi­
ties.

In-COlIDtry Training oourses:

(i) analytical rrethods in econanics and finance;

(ii) programning, bUdgeting, and control and financing of re­
current·costs;

(iii) research rrethodologies;

(iv) using carputers ~ cx:nputer progrannrlng and data processing;
and

(v) separate workshq>s on concepts and problems in; taxation
and tax administration, macroeconanic irrpacts of state­
CMned entet:prises,' p:J:'d)lens in stabilization and structl1~

ral adjust:rrent of LOC econanies, and issues in food policy
analysis.

Research Topics for the long...tenn advisor and short-tennconsultants:

(i) InCClYe tax reform - Updating of tax schedules and exenptions;
closing of loophOles with regard to nonpecmrlary benefits;
introduction of pay-as-you-earn (withholding) outside th::!
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(iii)

(iv)

(v)

(vi)

(vii)
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seIVice; bases for detennina·tion of presurrptive ineare for
certain categories of businesses and professions; and ade­
quacy of legislative authority for enforcanent/collection
and current procedures for applying it;

Overall tax administration - How to enhance efficiency in
collection of taxes currently administered by the ·M:lFT and
outside the Ministry by other authorities;

~diture control - Basic cost-effectiveness analysis of
Ministry activities; calculation and cc:rrparison of recur­
rent cost coefficients of different activities; refonn of
project aid procedures to minimize donor pressure on behalf
of projects with unaffordable recurrent cost inplications;
and budgetary inplications of civil service recruitlrent
policy;

Fiscal and balance of payments implications of agriculture
EQli£y - Analysis of trade-off between increment in budget
deI1clt and imports associated with input (especially ferti­
lizer) subsides and/or producer payments, and increm:mt in
net return to fanrers with its impact on production, exports
and rural arrployment;

COnsultancy for the analysis of GPMB~ations - This study
has four objectives: (a) to analyze ~econcrnic efficiency
of all the GPMB 1 s operations in The Gambia; (b) to examine
GPMB I S internal m:magerrent and budgeting procedures and re­
CCIllll:md improvements where applicable; (c) to develop busi­
ness plans which reflect both the soort-tenn (up to five
years) and longer-tenn (ten to fifteen years) strategies of
the Board taking into account the Board IS short-tenn finan­
cial constraints and longer tenn opportunities for nodifying
its operations; and (d) to make explicit the cost of the oon-.
econanic objectives of the GPMB so that clear objective cri­
teria for judging the Board I s business operations nay be set
by Government for which to hold GPMB accountable. And, in
addition, to study the possibilities for different types of
operating arrangem:mts bebNeen GaIG and GPMB (e.g. a con­
tract between the government and GPMB similar to the Sene­
galese arranganent with state-owned enterprises);

Macroeconanic ~ct of public enterprise operations - Mea­
surarent of net fJ.scal, nonetary and balance of payments
impact of operations of public enterprises, c::arpared with
alternative rrodes of business organization (e.g. applying
the rretlxx1ology newly issued by rnF, Departm:=ntal Mem:>randurn/
83/83);

Industrialization and export prarotion - Nhat regi.ma of tax
incentives, sUbsidies, export oonuses, protection fran foreign
and danestic canpetilion, guarantees to foreign investors, and
exchange rate rnanagem:mt will give the ItOst effective irrpetus
toward industrialization;

John M
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John M
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(viii) Senegarnbian Confederation - (a) Trade issues: what form
of Free Trade Area, subject to what safeguards, will best
ensure a regirre of balanced trade such that Gambian produ­
cers will not be swanped by the Senegalese in the dan:stic
market and can sell to Senegal. What concessions can The
Gambia safely offer Senegal on the re-export trade, with­
out depressing goverJ"lIOOI1t revenues. How to ensure that
trade arrangarent with· Senegal does not impede The· Gambia's

. penetration of wider international markets; and (b) MJne­
tary issues: assuming The Gambia retains rronetary autiJnany,
what scope is there for. coordination of rronetary policy
with Senegal, given present ties to sterling and the :Eranc,
respectively, and Senegalesemenbership in the BCEAO;

(ix) credit and rronetary policy - Developrent of MOFl' perspec­
tive on th.ese issues,· with. particular reference to deter­
mining a pennissable level of government and public enter­
prise l:x:>rrcMing fran the banking syst..an and appropriate in­
terest. rate structure ~ EKamination of feasibility of sti­
rmlating infonnal rroney market to inte1:ITediate between
banking systen and small entrepreneurs, including fanners;

(x) ll1FIIBRD-~rted stabilization programs- Analysis of
rracro-econam.c parameters. as a basis. for negotiating accep­
table ceilings on budget deficit, overall credit ~lsion
and credit to goverrnrent, revenue and expenditure per:Eor-
rrance; and .

(xi) Taxation of Agriculture - Impacts of macro-prices (exchange
rates, interest rates, tariffs and import taxes, export
duties, etc.) on the agricultural sector with implica"tions
for food policy and exports •.

Participant Training

Training, l:x:>th fonnal and infonnal, will be a key elem:mt .in develop­
ing institutional capability in MOF'l' to nore ably. fonnulate and irrple­
ItEnt policy. Hence, it is vital for project success that careful atten­
tion be paid not only to how the training ·phase of the program is
accanplished, but to maximizing the returns to this training investment
after trainees have returned. In the first case, importance will be
attached to: 1) nrinimizing the burden on existing capacity in the Hinis­
try by carefully scheduling personnel leaving for training courses; 2)
selection of qualified candidates for ·MAand soort-tenn training O)ur­
ses; 3) cl1oiceof suitable training institutions; and 4) planning the
proper mix of educational fields to fit. the Ministry's needs for qua­
lified personnel. Toward this end, the Ministry has canpleted a sur­
veyof levels of education attained by IDY!' staff and planned its
needs for future trained personnel (see Annex H) •

Secondly, once training is canpleted to reap maximum rewards frcrn
this investrrent, project leadership and Ministry officials must pay
particular attention to placing returned trainees in positions rrak:ing
full use of their newly attained skills and, in the longer run, to re­
taining these people in the M:JFT. It has been recxmnended to the
Ministry , with these problans inrnind, that the nest efficient use
of tlx>se trained at the MA level will be to place them in the Mini:5try' s
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research unit, responsible to the Deputy Penna.nent Secretary, with a
charge to study current FOlicy issues. The unit will be the main
focal FOint for technical assistance fran the long-tenn advisor and
short-tenn consultants. Gambian staff in the unit will be given
higher civil service grades (13 to 18) to reduce the FOssibility

. that enployrrent opportunities outside the Ministry will antiee them
to leave. A Tho or three year bond, which must be paid if a returned
trainee wishes to seek alternative enployrnent, is also recc:nm.:mded.
Notwithstanding enact:m8nt of these reccmnendations and careful plan­
ning, rrost important to successful use and retention of returned
trainees will be the ~rk of the long-tenn advisor and short-tenn
consultants. Their contribution will be to assist returned trainees
to .put their skills to ~rk on practical, applied FOlicy problems,
and to create an exciting and challenging ~rk enviroI'lI'reI1t, while
providing on-the-job training.

The project will finance 8 academic years of training in econanics,
business administration and related fields at the MA,IM:BA level or
equivalent, and 36 person~nths of. smrt-tenn training in areas such
as project appraisal, program budgeting, taxation, ccmputer program­
ming and data processing, public enterprise, and CCIllTOdity agrearent
and contract negotiation. The training will be offered prirrarily to
M)?I' staff, although candidates fran other agencies would be eligible
on the certification of Ministry officials that their future assign­
rrents would relate closely to national econanic and· financial FOlicy
formulation. Discussions with the Ministry indicate that graduate
training in the follCMing areas will be needed to adequately staff
the research unit· with 4 or 5 professionals: trade and balance of
payrrents, tax incidence and administration, financial analysis and
project appraisal, macroeconanics, cemputer sciences and statistical
analysis. . .



ANNEX J

Economic and Financial Analyeis

The financial costs of this project, which aims to improve analytical
and managerial capacity and strengthen the policy-making framework
through long-and short-:term training, policy advice and pOlicy studies,
can be stated precisely: the economic costs can be estimated Cthough
wi th less precision than the financial costs-}; and economic benefits can
be expressed even less precisely but nevertheless conclusively.

The direct financial cost of the Economic and Financial Analyses Pro­
ject to USAID, over its four year's duration, will be $2 million dollars
allocated as follows,

Item Year 1 Year 2 Year 3 Year 4 Total

Technical Assistance:

Long-term Advisor
Short-term Consultants

Training:

Long-term
Short-term

Commodities:

Calculators/Computer
Office Equipment
Vehicles
Supplies/Materials

Local Support:

Administrative/Secretarial
Vehicle (Yuel/Maintenancel

Other Costs:

Evaluation/Audit
Contingency
Inflation

Totals

75
78

30

10
15
10

5

3
2

51
51

330

150
156

60
60

5

4
3

15
60
60

573

150
156

120
60

5

4
5

60
fin

620

150
78

60
30

10
5

4
5

15
60
60

477

525
468

240
180

'10
15
20
20

15
15

30
231
231

2,000

Approximately one-third of the long....term advisor~s'time and one~half

of the short-term consultants I time will be devoted to training, Conse-·
quently, this is the largest component of the project accounting for
$420 thousand directly and approximately $410 thousand indi'rectly, This

. expenditure is consistent wi th project I· S emphasis on enhancing the analy­
tical and managerial capacity of the staff of the Ministry ot. Finance and
Trade to improve both the quality of the policy analysBs undertaken and
the effectiveness with which their results are used,

In addition to the cqst of the advisor, consultants and training,
$65 thousand will be spent on commodity purchases, $30 thousand for local
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costs, and an allowance of $49.1 thousand is provided for evaluation and
and.it, contingencies, and inflation, The anticipated contribution by

. the Gambian Government to the project will. be $60 thousand in local costs
for training, $62 thousand for. commodities, and $318 thousand for s:taff
salaries and facilities. All these costs will be incurred in local cur­
rency. Hbwever, since $310 thousand would have been incurred on staff
and benefits without the project, the additional cash cost of the pro­
ject ~o the Government will only be $130 thousand.

Therefore, an assessment of the financial benefits of the project
should be based on the $2 million cost to USAIO and the $130 thousand
incremental cost to the Gambian Government. Because precise figures
are not possible, only broad orders of magnitude will be given. At
one extreme, the project could yield no financial benefits. For this
to occur, all the training and policy-related work of the advisor and
consultants would have to be completely ineffective, This' possibility
is highly unlikely, since even if the policy work is ineffective over
the life of the project~ local experience with training programs indi­
catethat their financial returns at least cover the training costs.
Hence at a minimum, the financial benefits of the project would be
$830 thousand, in which case the net financial benefit to USAIO would be
-$1,17 million while for The Gambia it would be $.7 million ($,83 mil­
lion minus their.contribution of $.13 million). That is, under the worst
case scenario, the project will have a negative net financial return for
USAIO but a large positive net return for The Gambia.

In the range of probable outcomes, the financial benefits will be
significant, with the actual benefits realized depending directly on the
particular policy issues those engaged in the project influence. T'wo
examples will illustrate, If those associated with the project are in­
strumenta,lin having the Ministry of Finance and Trade collect the taxes
and charges owed by the hotels, the additional revenue to the Government
would be 03 million in arrear-s and approximately 02 million per annum.
At the current exchange rate, this' is $3 million, well. in excess of the
project's cost, Similarly,. the project would have· a substantial effect
if those involved could help increase. the allocation in the government
Budget for maintenance. Since 1980/81, the maintenance expenditure has
declined in real terms despite an explicit government undertaking in
the second Five-Year Plan to improve the maintenance of its capital
stock, The annual maintenance on the approximately D130 million (in
1974/75 prices} of Government capital stock is on the order of D4l
million in current prices.· Hbwever, the total allocation for mainb~nance.

in the 1983/84 Budget was only D8 million. This total is inadequat'~ and,
following expenditures of D8. 7 million in 1982/83 and D12. 6 million in
1981/82, has led to an acceleration in the rate of deterioration of the
capital stock, For the project to yield a 25 percent financial ret"Jrn,
the allocation for maintenance in the Budget would only have to increase
by less than Dl million or 13 percent per year over the life of the pro­
.ject.

Similar calculations of the potential financial impact of policy changes
resulting from the projectLs training and policy-related activities in
the areas of expenditure control, monetary and balance of payments
policy, tax administration, macro...policies affecting farmers (such as the
groundnut export tax and the overvalued exchange rate), reducing revenue
leakage through tax breaks, and improved financial management partic:u-
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larly of the parastatal organizations show that they, too, have large
financial benefits. For instance, on the last point, if the efficiency
of the Gambia Produce Marketing Board can be improved by as little as
2 percent per year (as a result of the study of its economic impact and
financial management included in the project). the net return over the
life of the project would be D4.9 million based on the GPMB's perfor­
mance of 1982/83. At current exchange rates, this is equivalent to
$1.4 million. Hence, if the only results to emerge from the project
are the training and the improvement in the operational efficiency of
the GPMB, its net financial benefit to USAID would be $.2 million (a
rate of return of 10 percent). For The Gambia the return would be
$2.2 million or almost 1600 percent.

Finally, a policy initiative that is directly related to AID opera­
tions is the incentives farmers have to expand production, particularly
groundnut farmers. Because of the precarious financial position of the
GPMB, the producer price of groundnuts was lowered from D520 to D450
per metric ton in late 1983. Not only has this resulted in a direct
loss of income to the groundnut producers (of D6.6 million on sales of·
94 thousand MT) but it has distorted the price of groundnuts relative
to other agricultural commodities. Since farmers have less incentive
to plant groundnuts (and hence produce the commodity for which The
Gambia has an international comparative advantage) the efficiency of
agricultural production will decline and the potential contribution to
export revenue of the sector will continue to be eroded. Hence, those
involved with the project could make a major impact if they could de­
termine ways of stabilizing the financial situation of the GPMB so that
the producer price of groundnuts could be raised.

Therefore, while it is difficult to determine precisely the net
financial benefits of the project, it is relatively easy to show that
because of the national economic significance of the issues the training
and policy-related work will influence, the potential net financial bene­
fits of the project are large. The main reason is that at present the
Ministry of Finance and Trade does not have the staff with the analyti­
cal and managerial capacity to efficiently and effectively handle all of
the tasks for which it is responsible. Hence, there are relatively large
financial returns from any systematic effort which alleviates these capa­
city constraints.

From the nature of the project, its economic costs and returns can at
best be suggestive. The Gambian contribution to the project is so small
($.13 million) that there is little point adjusting each proje.ct comper­
nent to reflect its social opportunity cost. To illustrate, the $62 thou­
sand for commodities could be reduced by 24 percent (the average rate of
import duties) but increased by 10.5 percent (the pr~mium over the offi­
cial rate for dollars on the parallel market). This would make the
real resource cost to the Gambian Government or commodity purchases for
the project $52 thousand. The remaining $70 thousand (£or local costs of
long and short-term training and administrative assistance) can be as­
sumed to represent the real costs to the economy. It consists mainly
of staff time necessary to support the project activities; their time
could be employed as productively elsewhere.

For USAID, the economic cost of the project is the alternatives fore­
gone by not allocating $2:million to other projects in The Gambia.
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(This focus allows us to pass over having to estimate the real oppor­
tunity cost of AID funds generally.) Judged on these terms, the
opportunity cost of the resources devoted to the Economic and Financial
Analyses project is low. Conversely, the opportunity cost of. funds
diverted from the project to other AID initiatives such as the Mixed
Farming Project, the Agriculture Research and Diversification Project.
and the Title II, Section 206 (Food for Development) program is high.
The main reason is that the ultimate success of these other projects
depends on the types of policy changes and policy issues that are
dealt with by the Ministry of Finance and Trade.

There is clear evidence that in most developing countries, the macro­
policies adopted by the central authorities are usually more important~

for the promotion of agricultural development 'than all the agricultural
projects combined. Too often, those who are responsible for implementing
agricultural projects have found that the hoped-for effects resulting
from their research, or promotion of new techniques, or improved acceE:S
to factor supplies and markets have been negated by adverse macro incE!n­
tives associated with an over-valued exchange rate, excessive agricultu­
ral taxation, or ineffective credit programs.

As shown by the perennial attempts by Ministry of Agriculture and GPMB
officials to promote cotton production through subsidized fertilizer Clnd
chemicals, high prices, and active discouragement of maize production
despite the higher net returns to farmers of maize, and the disincentive.
effect of the over-valued exchange rate for groundnut production, similar
experience is available in The Gambia. Hence, if the maximum potenticLl
benefits are to be achieved from the various AID initiatives in the a9ri­
cultural sector, the training and policy-related work in the Ministry of
Finance and Trade has to be undertaken. But, while the projects are
broadly complementary, there,still may be some advantage from shiftinSi
resources among the projects.' Because of staff availability within the
Ministry, the current size of the Economic and Financial Policy Analys:es
Project, with one long-term advisor and 4 long-term trainees, is'as large­
as the Ministry can absorb. (As the project progresses and the capacity
of the staff increases, the overall effort could be expanded. The deci­
sion to do so should only be taken after the mid-term review.of the pro­
ject.) Thus, any reallocation of resources would involve reducing the,
size of the project.

Suppose for purposes of illustration, that 12 months of short-term
consulting, and two long-term trainees are dropped from the project.
This would release $.28 million which could be transferred to other AID
projects. The cost of the Agriculture Research and Diversification Pro­
ject is S16 million over 8 years and the Title II program is SIO million
over 3 years. The transfer of $.28 million would have an insignificant
impact on both of them. This point is even stronger when the uses of the
transferred funds are considered. In the Agriculture Research and Diver­
sification project, the major activity will be adaptive research, the re­
turns of which will only accrue over the long term, in the Title II pro­
ject, the most likely use of funds will be to stabilize the ground nut
marketing fund of the GPMB.

Therefore, while the size of the Economic and Financial Analyses pro­
ject is about the maximum the Ministry of Finance and Trade can accommodate
at this stage, the case for reducing its size and transferring the funds
saved to other AID projects is weak. Indeed, without a vigorous Econe,mic
and Financial Policy Analyses project, AID'S other activities in The Cambia
will be seriously endangered.
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The ~conomic benefits of the projects, like the financial benefits,
will depend on the type of policy issues addressed by the advisor,
consultants and trainees (1loth short a,nd long term). The. re levant i.s­
sues, from USAID's perspecti've, are those which ha,ve a direct ~qct on
the agricultural sector, Three will oe mentioned here: the exch~nge

rate, tax administration/and the relation between the Government and
the parastatal organizations.

Despite the recent devaluation, the exchange rate is probahly still
over-valued by a significant margin. CI'his' can be demonstrat.ed' for-
mally through the calculation of effective exchange rates, and practi­
cally by the existence ofa parallel market in foreign exchange,)
Under these circumstances, groundnut farmers continue to be taxed and
the profitabili ty of the GPMB is reduced (rather, over recent years', its
loss is increased). Furthermore,' the overvalued exchange rate helps'
sustain a level of imports which continues the severe pressure on the
balance of payments. Hence, an important contriBution of the project would
be to help Ministry ~fficials determine the merits and demerits of al-­
ternative exchange rates. In this way, the implicit taxation of agri­
culture which increased in severity from the m:td--197G.' s can be revealed
and perhaps redressed.

The administration of taxation and other revenue measures is highly
fragmented. Over 21 departments in 11 different ministries and the Office
of the President collect about 10' percent of total revenue. (The re­
mainder is collected by the Income Tax Division and the Customs and
Excise Administration, both of which are part of the Ministry of Finance
and Trade.) The revenue collection performance of many of thes~ depart­
ments 'is poor and the whole system requires re·organization. But to do
this, will require the establishment of a new Department iTl the' Ministry
to consolidate the collection of many of these revenue i:tem.s and undertake
statistical and pOlicy-related analyses to determine which taxes and'
charges should be dropped, which should De transferred to another agency,
and how the items for which large arrears exist can Be enforced. The
potential macro-economic impact of this re~organization is large/for any
net addition to government revenue will reduce the level of deficit finan­
cing and ease the pressure of both the domestic price level and the
balance of payments. In doing so, it will reduce the degree of over-yalua­
tion of the exchange rate and hence the implicit taxation on groundnut
farmers.

Finally, the relation between the paras~atals and the 90vernment is a
pressing issue. Because this relationship has never been properly defined,
the parastatal organizations have no basis on which to seek the support
of the government if the need arises' or to reject government interfererce
if this is deemed necessary. The most seriously affected organization in
this respect has been the GPMB which the government has required to subsi­
dize rice (from 1971), fertilizer (from 1973), make contributions to the
Development Fund (from 1973) and begin activities that were not within the
competence of a groundnutproces-sing and marketing organization (e.g, citrus
products). This interference led to the dissipation of GPMB's financial
reserve (which reached a peak of DI06 million in 1977/781 on subsidies and
grants that were unrelated to the Board's operations in groundnuts. At
present, the Board is in,severe financial difficultie~1 and as noted earlier
it cut the groundnut pricefr6m D520 to D450 per tonne last year to reduce
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its losses. Thus, groundnut farmers find themselves doubly disadvan­
taged. The reserve fund which was accumulated through their contri­
butions has been used for other purposes; moreover, to prevent the GPMB
from financial collapse, the groundnut price had to be cut, Ther,efore,
any posi tive impact the project could have on rationalizing the r,ela­
tionship between the government and the GPMB can only help the ground­
nut farmers. Moreover, because the GPMB' has borrowed heavi ly fro:n
domestic banks any improvement in its financial position would have a
significant impact on the rest of the economy by reducing the str:iin
on the price level, the balance of payments and the exchange rate.
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Terms of Reference

This analytical Report is guided by the following terms of reference:
I.To show how the Policy Decisions derived from the ten (10)

topic areas (attached) contribute as a group to the development of The
Gambi a based on its i nternat i onal compar at i ve advantage. ..

2.To describe illustrative Policy Decisions in the topic
areas.

3.To analyze the contribution of these Policy Decisions to
agricultural and agricultural-bas~d industrial production.

4.To estimate the potential impact of these Policy Decisions
on the incomes of specific groups, particularly farmers.

5.To show how improved Policy Decisions (reSUlting from the
project) would affect: (a) the efficient use of resources; and (b) the
government budget deficit. (These should be illustrated with exampl~s

of efforts to intensify agricultural production using relative prices
which do not imply u~sustainable budget deficits and a comparison of
the net benefits of irrigated and swamp rice production.)

Comments on the Terms of Reference

Several points concerning these terms of reference are worth noting
for they shape the analysis in this Report. Item 1 indicates that the
Policy Decisions derived from the topic areas should as a group
contribute to a consistent policy mix. The concern here will be the
dynamic consistency or economic ~ustainability of the policies. Fo~

example~ a dynamically inconsistent policy has been the Government's
requirement that the Gambia Produce Marketing Board (GPMB) subsidize
rice, fertilizer and other commodities. As recent evernts have shown
(and data below bear out) this policy has undermined the financial
position of the GPMB. Yet~ it should be recognized that the Government
did not set out to undermine the GPMB's financial position. This was
an unforeseen dynamic conse~uenceof the policy. It reminds us that
many of the potential outcomes of policy decisions cannot be
anticipated and that while consistency over time may be an important
feature of policy decisions it is less important than the flexibility
to change the policies as new c~r~umstances arise. Furthermore~ the
notion of consistency in policy formation cannot be pushed too far­
because all policy decisions r-eflect varying degr-ees of concer-n about
efficiency, equity~ and eff?ctiveness. (Efficiency r-efer-s to the
achievement of the policy's objectives at the lowest resour-ce cost;
equity r-efer-s to the impar.t of the policy on the welfar-e of
par-ticular- gr-oupsin theecl~nomy; and effectiveness r-elates to the
corr-espondence between the :.ntended and actual effect of the pol icy.)
Any pol icy dec i si on i nvol ve o:; tr-ade-of f s among the three so that
inconsistencies in policies over time can emer-ge because of changes in
the way each di mensi on is elophasi zed and/or- the trade-of fs among them
become more apparent as the implementation of a policy proceeds. The
example of the GPMB is Inst~uctive. The subsidy payments wer-e not
related to the incompgener~ting activities of the or-ganization and
thus represented a pot~ntial threat to its financial viability. This
threat was disguised while the GPMB had lar-ge reser-ves.

While a consistent policy lmix will help The Gambia take '~dvantage of
the international division of rabour-~keeping its pr-oduction costs
competitive,and attr-acting for-eign Investment to manufactur-e for- the
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world market," a distinction has to be made between desirable~ and
feasible policy mixes for both the short and long term. At present,
the Gambian economy has severe economic constraints, four of which are
large foreign payment arrears; stagnant real national income (over the
last five years average per capita income has declined by at least 10
percent); the financial system isstr~ined and some of the parastatal
organizations are technically bankrupt; a~d inflation has recently
accelerated. Consequently~ the l~mediate options available to the
Government are limited, and they are likely to be limited further by

-IMF (or World Bank) conditions imposed when "stabili~ation" ~;upport is
negotiated. Moreover, the idea that The Gambia has the potential to
attract foreign investment to "manufacture for the world market" has
to be kept in perspective. The Gambia has neither the locational
advantage nor the supply of skilled wbrkers required for
export-oriented "manufacturing" on a significant scale. However~ The
Gambia does have an international compara~ive advantage in three or
possi b 1 Y four areas. These are groundnut production and groLlndnut
processing; cattle production with some processing of cattle products
for export; the winter tourist indu~try (for which The Gambia's
location is an advantage); and the re-export trade which depends on
the skills and knowledge of Gambian traders.

Finally~ the terms of reference requ~res that the analysis deal with
how the top i careas "as a group" contribute to timely F'ol i cy
Decisions. They do this "as a group" by imprc'./i;;g th€.· ...:.-\p<O\cityjf the
p~r sonnel of th~ Ministry of Finance and Trade to better fulfill their
three principal responsibilities in: (a) budget and fiscal affairs;
(b) economic and dev€~lopment policy; and (c) oversight,revie~J and
control. The ten topic areas relate to these responsibilitie~i in the
-following ways.

Income Tal': Reform and Ta:-: Administra.tion (topics 1 and 2) influence
Budget revenue through the coverage of the tax base and the efficienc/
with which taxes are collected. Credit and Monetary Policy (topic ~)

indirectly affect the Budget through their impact on financial
development and the opportunities it provides for the Government to
raise some of its resources throughfinanci.~l instruments. Also~

Credit and Monetary Policy affect the rate of domestic inflation and
hence the cost pressures on the Budget. Expenditure Control and the
Fiscal Effects of Agricultural Sub5idies(topics 3 and 4) directly
relate to Budget outlays through SJbsidy payments to agricultural
producers and indirectly through t:,e'dynamic effect of "e::ce~isive"

levels of subsidies on net domesti.: credit creation a"d the r"ate of
domestic inflation. Similarly~ th,?Promotion of Industriali::ation a r

Exports (topic 7) increases Budgef out~ay~ through subsidies to
qualified enterprises and reduces Budget'revenue through relief r

import duties, tax holidays and so on. (Here, this topic area
overlaps with that of Income Tax Raform because the Development Act of
1973 has been the principal means of promoting industrialization. As
suggested below the net social benefits of this Act to date should be
analyzed in detail.)

Topic areas related to the Ministry's second set of responsibilities.
economic and development policy~ are the Fiscal and Balance of
Payments effects of Agricultural Subsidies (topic 4), the
Macro-economicI~pactof Public Enterprise~ (topics 5 and 6)~
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Senegambian Confederation (topic 8), Cr~dit and Monetary Policy (topic
9), and the IMF/IBRD Stabili·zation Programs (topic 10). For this
sub-group, issues of short term stabilization~ for which Topics 9 and
10 are the most pertinent,should be distinguished from the long term
development efforts which are concerned ~vith strategies to
industriali2e and the degree ~ndrate at which the Gambian economy
should be integrated with the economy of Senegal. Given the current
economic situation in The Gambia~ the principal priority over the next
year or so should be short term stabilization and not the longer term
issues of the most desirable types of development and how the Gambian
and Senegalese economies should be integrated. For~ without a
stabilization program which systematically reduces the foreign
exchange arrears~ improves the viability of the major financial
institutions, and begins tor~verse the decline in development
spending, the Gambian economy ~ill de fact') integrate with the
Sengalese economy. (Indeed~ for reasons discussed in detail below the
process is probably accelerating.)

The Ministry's third set of repon~ibilities is oversight, review~ and
control of government institutions and public enterprises. Its main
concern is their longer term financial viability and the economic and
social effects of their operations. It has no mandate to monitor or
control their normal day-to-dayoperations. In this area~ the most
pressing issue confronting the Ministry is how to deal with the
generally poor financial performance of the pUDI1C e~ta;prises

par·ticular1y now that the Government is in no position to cover
their accumulated losses. (A~pointed out later, the net losses of the
twelve largest public enterprises exceeded D 27 million in 1982-83.)
Consequently, the planned review of their macro-economic impact is a
timely and useful exercise.

As the most important government enterprise in The Gambia~ the GPMB
has the potential to generate large both large net benefits or larg~

net costs. Until recently~it was a financially sound organization that
had accumulated large reserves with which it subsidized rice imports~

contributed to the Government's development budget (in the form of
Development Grants), and subsidized the distribution of fertilizer to
farmers. But~ since 1980-81 the financial position of the GPMB has
deteriorated dramatically. To illustrate~ the Table below compares the
GPMB's profit and loss position in 1977-78 (the year its Reserve
Account peaked) and 1981-82 (~he most recent year for which
corresponding data are available).
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Table:Gambia Produce Marketing Board Profi~/Loss 1977-78 and 1981-82
Item 1977-78 1981-82

(Millions of Dalasis)
1.Groundut Trading 12.4 (13.2)
2.Rice Trading .3 (2.2)
3.0ther Activity 1.1 (0.2)

TOTAL Profit/CLoss) 13.8 (15.6)
4. Interest Cha~ges and Overhead (3.1) 6.2
5.Grants and Other Expenditure· 9.3 (1.0)
6.Subsidies Paid/(Received) 2.7 (4.6)

NET Profit/CLoss) 4.9 (27.4)
RESERVE ACCOUNT Surplus/(Deficit) 106.5 (22.0)

Source:CENTRAL BANK OF THE GAMBIA BULLETIN Quarterly 1,Janua~y-March

1983,Table 25

Some idea of the GPMB's contribution to the economy is evident from
these data. It used to be highly profitable, had substantial reserves,
and had provided large amounts in grants and subsidies. These grants
reached a peak of D12.5 million in 1976~77 and totalled D40.5 million
between 1974-75 and 1981-82. Thesubsidie~ on rice, other food
commodities and fertilizers reached a peak of D4.8 in 1979-80 and
amounted to D17.9 between 1974-75 and 1980-81. ParentheticallY,one
item that could be considered in Topic 1 on Income Tax Reform is
whether the GPMB (and other public enterprises) should be subject to
Company Tax or some other regular paym~nts bas8d on their financial
performance. One ~f the initial justifications for requiring the GPMB
to make grants and subsidies was that because it did not pay Company
Tax, it should contribute to the development eff6rt significantly but
voluntarily. But, as the Government'~ financial position worsened from
the mid-1970s, this rationale seems to have been forgotten and its
demands on the GPMB's resources became increasingly burdensome. In
retrospect, the GPMB would have been better off financially had it
been subject to Company Tax. .

.. .

Although the grants and subsidies tended tb weaken the GPMB's
financial position, the factor which ,undermined it was the change the
Board made (at the urging of the World Bank) in the way it computed
the producer price of groundnuts. Folld~ing long established
marketing Board practice, the GPMB derived the producer price as a
residual after subtracting from an estimate of the expected gr6undnut
export price all processing, ~arketing. arid transport charges and
allowing for additions to (or subtractions from a reserve account). A
major objective of the GPMB from the time it was established has been
to provide a stable and st~adily increasing producer price, and it h~d

successfully done this from the mid-1960s up to the last crop seas!
However, the GPMB does not have the resources to maintain this
practice with the result that a large decline in the producer prIce is
anticipated Qver the next few years irrespective of what happens to
the world price of groundnuts. The Table uses data from 1971 to sh~w

how the GPMB used to compute the pro~ucer price.
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Table: Computation of the Groundnut Producer Price--GPMB 1971
(Dalasis per Imperial ton)

Item
I.Producer Price
2.Buying Agents' Allowance
3.Traders' Allowance
4.Zonal Freight/Transit Handling
5.Pest Control/Inspection/Seed Improvement
6.Crop Finance/Crop Insurance

BASIC INSTORE COST.
7.Hilling Overhead
a.Bags
9.0ffice/Workshop Overhead

10.Grant (Agriculture Dept.)/Fees
Sub-total
DECORTICATED BASIS (Divide by .71)

. 11. Sal es Tax
12.Harbour Dues
13.0ther Allowances

F.O.B. COST BANJUL
EXPORT PRICE
GPMB NET PROFIT

Source:APPRAISAL OF AN AGRICULTURAL DEVELOPMENT
GAMBIA,World Bank Agricultural Projects Dept.
No.PA-142a(Aug.8.1972) Washington D.C.

Dalasis
170.0
13.8
16.4
18.1
1.8
.6

220.7
5.5
5.5
1.9
3. 1

236.6
333.5
27.2

1.3
2.4

364.2
476.8
112.6

F'ROJECT THE
Report

Since 19a1-82~ the producer price has been derived by increasing the
previous year's price by an amount that both the World Bank and the
IMF determined would help to "improve productivity and price
relationships in the agricultural sector" (International Monetary Fund
EBS/82/17 January 26,1982 p.12)~ With this method~ the price
increases were 8.7 percent in 1981-82 and 4 percent in 1982-83 which
resulted in a 1982-83 produce~ price of D540 per tonne. When converted
to a de-corticated basis,this was within 1 percent of the average
f.o.b. price (of D766 per tonne) the GPMB received forgroundnuts.
This pricing policy, which was intended to maintain incentives for
groundnut producers, effectively wiped out the GPMB's marketing~

transport and processing ~argin and as is clear from the Table left
the Board in a precarious financial position.

Because of these developments~ the Ministry of Finance has good reason
to be concerned about the financial viability of the GPMB and this is
fully reflected in the fifth topic area. The Ministry's interest in
the macro-economic impact of the operations of all of the public
enterprises is an obvious extension of the analysis of the economic
ef-fects of the GPMB. Therefore~taken together~ topic areas 5 and 6
will help the Ministry gain some detailed insights into the overall
effects of the organizations for which it is responsible and by doing
50 begin to institutionalize the oversight and review procedures
within the Ministry.

Illu~trative Policy Decisions:Description and Analysis.

Since description and analysis are intimately connected by the
analytical framework through which we view the world, I shall set out
a simple model which guides the following discussion. The model is
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designed to capture the principal macro-economic interactions in the
~amblan economy.

The basic starting point in specifying any macro-economic model is a
system of accounting identities which have to hold (by definition) in
any period. For example, SAVING equals INCOME minus CONSUMPTION since
by definition all income that is not consumed is saved. The ne:·:t step
is to specify a rec':\sonable set of behavio'Liral, technical and!/or
Institutional relations which broadly reflect the way the particular
economy operates. This step identifies the variables which for the
purpo~es of policy analysis are endogenous.to the system, i.e. they
are determi ned by the Nay the economy "works, II and those whi ch are
e:{ogenous, i.e. they are determined outside the "system". For the
Gambian economy, the former include national income,agricultural
employment, and the demand for money; the latter include the nominal
foreign exchange rate (which was last changed by the Government in
March 1973), the weather, and as emphasized in the model below, the
level of Government exp~nditure. (Of course, what is endogenous and
what is e~:ogenousdepends on both the purposes of the analysis and the
time periods involved. Therefore, when using any model, including the
one below, it is important to ask whether the assumptions about'what
is endogenous/exogenous are relevant to the particular set of policies
being considered.)

In the model us.ed here, the pr inc i p,,11 pol i cy i n:2trum~flt:. ': i .1:00.

e~ogenous variables over which the Govern~ent has some control) are
the effective exchange rate (the nominal foreign exchange rate
adjusted for taxes,subsidies,and th~ ratio of international to
domestic prices) and the level of Government expenditure. These
appear to be about the only two that the Government has the power to
change significantly in the short term.

The Model
(1) dMS = F +. dNDC
(2) F == E - M + I<
(3) dNDC == g[G* - TJ
(4) M == g[e,G*,Y-G*J
( 5) dP == g[dPm, dMS, dyJ
(6 ) MD = g[y,P,iJ
(7 ) MS = dMS + M5(-1)
(8 ) i = r + tc - dP/P(-l)
(9) P = dP + P (-1)

(10) Y = C + G* +IP + E - M
( 11> S = Y - C - T
(12) T = g[M,YJ
(13) y == YIP
( 14) dy = Y - y(-1)

For convenience, the pre-fix td" denotes period to period changes in a
variable, each of which is measured at the current time period unless
indicated by the lag, (-1).

Identity (1) gives the change in the Money' Supply (MS) as the change
in net foreign assets of the banking system (F) plus the change in net
domestic credit (dNDC). Identity (2) defines the change in net foreign
asset9C1.S E::ports (E) minus ImportsCM) plll~;m:>t capital inflnl" 0")
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Equation (3) relates the change in net domestic credit to the
Government deficit (G*-T) where G* is total government ewpenditure on
both recurrent and capital account and T is total Government revenue
(m~inly taxation). Equation (4) relates the level of imports to the
real exchange rate (e)~ the level of Government expenditure, and the
level of non-government expenditure (Y-G*). Here, Y is aggregate
income and to simplify the discussion we assume that national income
(Le. GNP) equals domestic income (Le. GDF').

Equation (5) treats the change in domestlc prices (dP) as a function
of the change in the import price index (dPm), the change in the Money
Supply, and the change in real national income (dy). Equation (6)
relates the demand for money (MD) to real income (y), the price level
(P>, and the opportunity cost of holding money (i). Identity (7)
defines the level of the Money Supply. Identity (8) measures the real
opportunity cost of holding money balances as the nominal interest
rate in the regulated financial sector (r), plus any transactions
costs (tc> involved in substituting for money balances minus the rate
of domestic inflation (dP/P(-l»·. Identity (9) gives the price level.
Identity (10) defines aggregate national/domestic income (GNP/GOP) as
the sum of Private Consumption (C>, Government recurrent and capital
e~penditure (G*>, Private Investment (IP)~ and exports IE) minus
import s (M). I dent i ty (11) def i nes. aggregate Savi ng (S) as aggregate
income minus private consumption and taxes. Equation (12) relates
total taxes to imports and national income. Finally, identiti8~ (13i
and (14) r~sp~ctively define the level of real national income (y) and
its change (d',').

Thus the model uses five behavioural equations (3,4,5,6, and 12), nine
identities, 9 exogenous variables (E~K.G~.e~dPm~r,tc,C, and IP) and 3
"pre-determined" variables (MS(-1)~P(-1), and y(-1» to determine 14
endogenous variables (dMS,F,dNDC,M,dP~MD~MS,i,P,Y,S,T~y,anddy).

The essence of policy analysis using the model is to determine tne
impact of changes in the policy instruments on the main endogenous
variables such as the money supply, real income, the balance of
payments, and the rate of inflation. We shall briefly consider what
pol i ty instrument seal' I d be used in The Gambi a. The Government has
little direct control over exports especially over short periods
because of the the weather is a major determinant of the volume of
groundnut production. (However, as brought out in topic 7 over longer
periods Government incentives could increase groundnut exports and
expand the range of export products.) Similarly,the Government has
little control over short term capital inflows since a large part of
it is development assistance, the volume of which depends more upon
the concerns and priorities of the international assistance community
(including the IMF and World Bank). Borrowing on the international
financial markets on a scale that would change short term capital
flows is not an option for the Government. The next three variables
Government expenditure, the real exchange rate, and the nominal rate
of interest are subject to Government control. Changes in import
prices are determined elseWhere in the world economy. The transactions
costs associated with holding money (and other financial assets)
depends on the structure of the financ~al system and its degree of
fin~ncial development both of which cannot be dramatically modified to
serve ghort ter~ ~olicy purposes. Finally, there is not a great deal



..
Page 8

••
the Government can about private consumption or investment in the
short term.

From this review, the Government's principal short term policy
instruments are its own expenditure, the ~ffective e~change rate and
the structure of interest rates in the regulated financial sector.
Furthermore, because the impact of changes in both the e~change r~te

and interest rates are indirect and relatively slow, the main element
of Government policy is its own expenditure. Therefore, the following
discussion will tend to emphasize this variable although others such
as changes in th~ exchange rate and interest rates which tend to
reniforce the effects of changed in Government expenditure will be
dealt with.

For policy makers and policy analysts in the Ministry of Finance and
Trade,the main advantage of having an e;·:plicit model (even a simple
one like the one above) is that it provides a systematic way of
keeping track of the short term interactions between the principal
economic aggregates .in the Gambian economy. It is also a LIS,~ful

starti ng poi nt for the anal ysi s of' the impact of the major m::lcrQ
policy instruments on the agricultu~al sector. As Timmer, Falcon and
Pearson emphasi:: ed in thei r recent book Food Pol i c'i-fu:!_cu-ysi s, the
effects of the foreign exchange rate and interest rate policies and
taxes and subsidies which determined outside th~Ministry of
Agriculture are often critical for agricultural development. (Indeed,
they argue that these macro policies frequently have a greater impact
on agriculture than all of the projects undertaken by the Ministry of
Agriculture.) This point is discussed below. Furthermore, since the
model is a consistent macro-economic framework, it can be easiiy
expanded to analyze the impact of the policy in~truments on variables
such as agricultural employment and the public enterprise sector WhICh
are not included in the basic model above.

To illustrate various Policy Decisions and their potential impact the
fo}lowing material systematically works through the ten topic areas
contained in the proposed PID (and attached). The discussion is
purposefully focussed on short term issues because of the nature of
The Gambia's present ecoromic problems.

1. I~come Tax Reform.
The principal initial eff~ct of income tax reform~ especially if it
widens the tax base, curtails the incentives provided by the
Development Act of 1?73, and accelerates tax collection will be to
increase the total anount of taxes collected. In the model, this ~.

increase total Taxes (T) and would be evident emp~rically as an
increase in the coefficient on th~ income term (V) in equation (12).
This increase in tax:s (dT) works through the model as follows.
Through equation (3)~ it reduces the government deficit [6*-T] .which
reduces the change in net domestic credit (dNDC), and through identity
(1) reduces the increase in the money.supply (dMS). This would
through equation (5), reduce the change in domestic prices (dP) which
then has both a direct and an indirect effect on the demand for money
balances. The direct effect occurs through the oppbrtunity cost of
holding money (relative to other assets such as livestock or
inventories of imported commodities) .. The indirect effect occurs
through the relatiVE increase in the lo::>vel of r·~.~l lnrnlTln '+-I-,,~,,:... h
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identity (13» and the increased demand for real money balances
(MD/P) •
Simultaneously the change in total taxes results in a second
effect--through identity (11) it increases the level of aggregate
s~vihg in the economy. Although the initial impact of thi9 change is
not likely to be large, its longer term effects may be as domestic
investment increases. (It should be noted that a detailed examination
of these longer term effects requires a growth model which mor~

carefully specifies the dynamic relations among the economic
variables than those set out in the basic model above. This is not
attempted here.) The potential importance of these longer term
effects is a useful reminder that because of the inter-relations among
variables in the system the initial impact of the change in tax
revenue resulting from incbme tax reform (or other policy changes)
have "multiplier" effects which can also be traced through the model
for subsequent periods.

2. Overall Tax Administration~

The performance of agencies other than the Ministry of Finance and
Trade in tax collection is shown by the data which relate to the
period until May in the financial year 1982-83.

6.62 3.42 .52
J. Haughton "Report on the Collection of Finances Outside the
of Finance" mimeo June 26,1983 Table 1.

6
57

29
63

Percent
76
59

.21

.87

.07

.42

.29

.03
.37

1. 47
.46
.51

1. 47

Table:Expected and Actual Tax Collections
To May 1982-83 (D million)

Expected Amount Actual Amount
2.(:)2 1.53

Ministry/Department
Interior
Works and Communications
Lands Office
Information and Tourism
Fisheries
Justice
Accountant General
TOTAL

Source:
Ministry

While this performance does not appear to be too effective~ the
Ministry of Finance s~ems to have had similar problems. For instance
during the same period the Ministry collected respectively 52~ 51, and
56 percent of the National Development Levy, Personal Income Tax and
Company Income Tax. That is, most agencies outside the Ministry of
Finance appear to be little different in the efficiency WIth which
they collect the taxes and fees they administer. Hence~ in considering
ways of improving the overall administration of tax collection two
questions should have priority. One is whether the revenue yield of
the various taxes offsets the resource costs of collection (e.g.
wage~, stationery, and administrative overhead) and their associated
e~ficiency losses(compliance costs, and changes in eco~omic behaviour
because of the taxes). The second question is whether the costs of the
bureaucratic battles over "turf" associated with consolidating all
taxing power in the Ministry of Finance and Trade are offset by the
potential efficiency gains. The above data show. that the Ministry of
Finance and Trade does not have an obvious comparative advantage in
tax collection that initially at least justifies consolidation.
P~rhaps the first question that·should be addressed under this topic
area i~ how can the Ministry of Finance improve the efficiency with
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••which it collects the taxes for which it is responsible.
In the model, improvements in the efficiency of tax collection would
show up as an increase in the tot~l taxes(T)~ the consequences of
which have already been described.

3. Expenditure Controls.
As a means of implementing a wide-ranging system of expenditure

•controls~ the Ministry of Finance should begin to systematically
review its own budgetting procedures in addition to the arrangements
through which other Ministries and government agencies gain access to
government resources. This task will take time and possibly should be
done in stages. In the interim~ the Ministry has requlred all
government departments to submit quarterly statements of expenditure.
This has imposed additional burdens on each department as well as the
Ministry itself~ but so far it has helped.reduce the extent o~ the
"coercive deficits" which have characteri::ed the budgetting pr-ocess in
The Gambia since the mid-1970s. (A "coercive deficit" describE~s the
behaviour of government departments which intentionally accelerate the
expenditure of their annual budget allotments knowing that when they
run short of funds before the end of the financial year~ the
Government will be forced to provide them with additional funds to
avoid disruptions of their operations.) These deficits~ typical of
the Budget cycle in The Gambia~ are usually covered by Supple~entary

Appropriations before the end of each financial year. They have
eff ect i vel y undermi ned the budget t i ng process. Parent.;",et i call y ~ it
should be noted that this is a general problem in The Gambia which
affects other areas of financial planning. For example~ because the
Second Five-Year Plan (Five Year Plan for Economic and Social
Development 1981/82-1985/86 Banjul:Government Printer 1983) has not
included the Gambia River BrIdge/Barrage project in its estimates It
too will be subject some large supplementary appropriations when the
proj ect ey-~ntually beg ins. I n the process it wi 11 wi 11 undermi ne the
assumptions upon which the Plan is based. Much the same thing
occurred during the First Five-Year Plan (see in particular the review
of the First Plan experience in ibid.Chapter 2). This point r"aises
the broader question~ which should also be considered under this topic
area, of whether the Ministry of Finance can achieve the types of
expenditure controls it requires if similar control is not exercised
in other Ministries e.g. 1n Planning and Economic Development.
If the Ministry of Finance can exert a greater degree of expenditure
control, the principal indi~ator of its success will be the rate of
growth of total government expenditure (G*). From the model~ a
decline in the growth of G*, through equation (3)~ reduces the change
in net domestic credit and, through identity (!), the change in the
money supply (with all of the consequeh~es described above). ln
addition, the decline in government expenditure, through equation (-i;,

reduces the growth of imports which, through identity (2), improves
the balance of payments. This improvement, in turn, feeds back
through identitiy (1), on the change in the money supply partially
offsetting some of the change resulting from the reduction in the
g~owth of net domestic credit. A futhe~effect which works through the
decline in imports is the reduction in tax revenue (in equation (12»
which through identity (11) increases aggregate savings and
ultimately investment expenditure. Another effect of the decline in G*
works through both nominal and real ·income (identities (10) and (13».
These changes then feed back through equ~tiQns (4)~(5). and (6).

John M
Rectangle

John M
Rectangle



..
Page 11

••
While the most likely effects of expenditure controls (particularly in
the short term) will be to reduce the growth of government expenditure
an associated effect will be to improve the efficiency with L~hich

government resources are used. This can be described uSing the model
by presuming that a given level of government nominal expenditure has
a greater real impact. To illustrate, consider the national income
accounting i~entity (10) •. Incre~sed efficiency in ~overnment spending
effectively lncreases natlonallncome (Y) WhlCh ralses real national
income (y) which through equations (5) and (6) reduces the change in
domestic prices and increase~the real demand for money. These changes
in turn lead to the changes already described. Another effect of
improving the efficiency with which government resources are used is
to reduce the level of imports which, through identity (2), improves
the balance' of payments.
In practice, a successful system of expenditure controls will have
both effects. In ths initial stages of the program, there are likely
to be obvious changes which can cut expenditure as well as improve
efficiency. For example, the Government could reduce its subsidized
credit programs which are rarely effective in addition to being
inefficient and inequitable. However it should be recogni=ed they the
controls have their costs and and that care has to be taken to ensure
that the distortions introduced by the controls do not offset the
effects of any improvements that are achieved. Also,the more
stringent the controls become the more apparent are the trade-offs
between efficiency, equity and efffectiveness discussed above. The
point is that U'·ere are limits to the e::tent to which controls can be
used. The issue is not one of achieving maXlmum efficiency in the
Ministry·s operations but rather one of determining the net benefits
of reducing the degree of inefficiency.

4. Fiscal and Balance of Payments Implications of Agricultural
Subsidies.
The broader trade-off between increa$es in government subsidies (and
hence the government bUdget deficit) and the balance of payments can
be readily analyzed within the framework of the basic model above.
However, to begin to deal with the micro-economic forces underlying
this macro-economic trade-off requires that the model be expanded. One
way of doing this is with a simple model of the way farmers can be
expected to behave as the relative prices they face change and to then
link it to the broader model.
The model of farmer behaviour is based on two premises: (i) we expect
farmers to want more profit rather than less and to behave in ways
that achieve this; and (ii) we expect that most farmers are
risk-averse, that is, they will avoid circumstances which offer fair
bets or worse. The first premise rules out economically irrational
behaviour in the sense that farmers do not intentionally try to make
themselves worse off through their production decisions. They may be
worse off after production has occurred but this was no their
intention. The second premise means in practice that a Gambian farmer
wili not be indifferent between receiving (say) 0 100 with
certainty--for example by'placing his/her assets in some informal
financial market which he/she knows from experience to be safe--and a
chance at a net return of 0 200 and 0 0 both with a probability of 50
percent. A risk-averse farmer requires some premium for taking the
risk (of gettinQ nothing).
B~sed on these two premises, the folluwlng model of farmer behaviour
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can be specified. Define:

p the price of agricultural output
w the cost of the principal input used to produce this output
x the level of the input used in production
fL J the "production function" relating the input to the output
PR net profits in the agricultural enterprise
E{.} the Expectation operator
V{.} the Variance operator
a the measure of the far~er's degree of risk-aversion.

The farmer's expected net profits can be written as:
(101) E{PR} = p.E{f[x]} - w.x
which states that expected net profits from the output is thg
difference between the expected grass output, i.e. price (p) times the
expected quantity produced (E{f[x]})~ and the expected cost~ of the
input (w.x)~ Taking small changes.of this relation glves
(102) dE{PR} = p.dE{f[x]} - w.dx
From the first premise, the farmer will continue to increase his/her
use of the input (i.e.dx )0) so long as the expected net profi.tis
po~itive,which implies:
(103) dE{PR}} 0
And, from the second premise, the relationship between chariges in the
expected value of profits and the va~iance of profits (taken as a
measure of risk) has to be positive a~well. That is:
~104) dE{PR}/dV{PR} > 0
Or, using the measure of the farmer's ri~k averSlon (~), this can be
written as:
(105) dE{PR} = a.dV{PR)
Combining the two eqLlalities for the change in the e::pected value of
profits~namely (102) and <l(5) , gives:
(106) p.dE{f[x]} = w.dx + a.dV{PR)
Dividing through by the change in the input (dx) yields:
(107) p.dE{f[x]}/dx = w + a.dV{PR}/dx
The economic interpretation of this relationship is that the farmer
will . continue to increase the use of particular inputs so l~ng as
the expected value of the increase .in output from using the input (the
left hand side.of (107» exceeds the cost of the input (w) plus some
allowance for risk which takes into account both the farmer's attitude
to risk (measured through the parameter ~a') and the impact of the
change in the input Of1 the variance of profits (the right hand slde of
( 1(6) ) •

To illustrate how the relationship can guide policy we shall briefly
discuss how changes in relative prices, changes in techniques of
production, and changes in the institutional setting in which farme~

operate affect the farmer's output and l~bour use. These changes w,
then be linked to the macro-economic variables of exports (and
imports), the balance of payments, Government subsidies and
agricultural employment. The variable~ which have the greate~t

economic relevance to the farmer are p.dECf[x]} and w.dx. The former
is the e~pected value of the marginal (or incremental) product, that
is the gross value to the farmer of the additional output resulting
from his/her use of the additional input (represented by dx). The
latter is the additional cost of the actually using the additional
input to produce the additional output. Both of these vari~bles

consist 6f several components. The most obvious are the input and
output pr ices (w ,'3nd p) ~ the e:: PI?C tecJ change in ou tput arid the change
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i~ the input. To determine the impact of changes in relative prices on
a farmer's economic behaviour all of these elements have to be
considered. In particular, it should be remembered that from a policy
perspective the relevant prices are those actually received and paid
by the farmer. I n general, th is means that the market. p~ i c::e of output
(i.e. the price policy maker's influence) to the farmer will be lower
by transport, storage, and other costs he/she incurs in getti~ the
product to the point of sale. Similarly, the cost of the input to the
farmer has to be increased by ahy costs the he/she incurs in moving
the input from the point of delivery to the place and time it is used.
Therefore, in general the net price farmers receive for their output
is less than the "market" price and vice-versa for the net input
price. Thus, without even without allowing for the effects of
uncertainty it should be noted that relative market prices do not
provide the degree of incentive for each farmer that the market spread
would indicate. Nevertheless, from the first premise of the model
above it can be inferred that an increase in the gap between market
output and market input prices provides a positive inducement for
farmers to expand their output.

The other elements of the in~remental returns and costs, namely
dE{f[x]} ~nd dx, respectively measure any technical changes ~ssociated

with the use of the additional input and the actual availability of
the input. The latter point is a useful reminder that it tannot be
presumed (as agricultural planners,oft!:!n do) that promoting the use of
productivity increasing inputs such as fertilizer and ox plowing, will
(somehow) give farmers access to them. If planners and policy makers
do not want the net price of the inputs they wish to encourage to be
prohibitively expensive for individual farmer"s they have to be
concerned with having the appropriate inputs available (as
agricultural scientists continually remind us) at the right place, in
the right amounts, and at the right time. The difficult task is that
because each farmer's circumstances differ, fulfilling these
requirements for large number of them can be administratively
demanding (and hence expensive). With respect to the point on the
technical changes associated with the using the input, it is useful to
recognize that technical change can change the incentive effect of any
set of relative prices. This point can be demonstrated by considering
how the relationship betwe~n incremental returns and incremental costs
changes in the equation (106) when both p and ware fixed but the
expected marginal product (dE{f[x]}) is allowed to change.

The basic factors whi~h determine the types of technological changes
that occur in the agricultural ~ector (and the rate at which they
occur) are embedded in the'historical, social, economic, and political
setting in which different groups of farmers operate. Most economists
recognize this point (in theory at least), yet they represent the
impact of shifts in technology through changes in the production
function (i.e. the technical relations of production). While this is a
useful short term approximation, in The Gambia, it is a mistake to
assume that the production relations on a "typical" farm can be
represented by the type functi6n (f[x]) used above. At a minimum, a
typical Gambian farm consists of two interacting farming
sub-systems--one for the husband and one for the wife (or in
polygamous households,wivesj. This means that some measure of the
f~rm"s output (food crops, cash crops, c~ttle and other
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livestock)-~denoted by q--would be represehted by:
(108) q = Q{fmCxmJ;fwCx_J) , ,
where the two sub-producti~n functions sUbscripted m (man) and w
'(~oman)interact to determine the production function Q{ •• ) for the
total farming system. Viewing Gambian farms this way is usefLll as a
continual reminde~ that women, who have generally been neglected in
agricultural policy formation, are fundamental to the sector. This

, .
reminder is necessary so that policy makers can recognize tha'.t some of
the agricultural changes they have encouraged, for instance in cash

'crops such as cotton and irrigated rice and the mechanizatic,n of
plowing, have frequently worsened the access of women to agricultural

'resources and increased their ~ork lo.ds. In the ca~e of plowing'
little thought has been given to the question of who provided the
labour for the additional weeding or har~esting. And, in the case of
~cce$S to resources, there is mounting evidence that the expansion of
irrigated rice has usually made va~ious groups of women swamp rice
producers worse off. (The recent displacement of women rice producers
from the Jakhally-Patcharr swamp~ is an example indicating the neglect
of the concerns of women producers among Government policy makers and
planners.) , '

The remaining element in equation (106) is the impact of institutional
changR5 on the risk factor (a.dV{PR». Government policy decisions
can have a significant impact on the vari6us risks farmers perceive
they f ace. Factors wh i eh tend to reduce the farmer's degree (Jf r i ·E'~

aversion are steady increases in his/her wealth, predictable
improvements in marketing arrangements for both inputs and outputs,
and demonstrated reliability of the services the Government provides
(e.g. agricultural research and extension, disaster relief, and the
maintenance of infrastructure). Factors which tend to reduce the
variability of the farmer's profits are predictable (though not
necessarily fixed) input and output prices), access to productive
factors such as fertilizers, seed, and information, and a steadily
expanding market fora range of products so that advantage can be
taken of the income stabilizing effects of output diversification.
None of these factors can be influenced significantly in the short
term (except perhaps adversely) since they all essentially depend on
agricultural and rural development. The useful policy lesson is that
the longer term effects of any changes the Government may wish to
promote hav~ to be considered from the perspective of how they affect
the farmer's perception of the risks he/she will encounter from the
broader eco,omic and social setting.' This point is particularly
important iF the Government is contemplating dramatic changes in
r-elative agl"icultural prices. Farmers may respond slowly to the
:hanges bec1use they realize that ifth~ Government can dramatically
:hange its ~ricing policy, it can just as dramatically reverse itself.
(This is a ;eneral point which can be applied to all of the policy
jeciaions described in the ten Topic areas.)

fo determine the impact of the farmer's micro level changes on the
nacro-economic variables $uch as the balance of payments, the
30vernment deficit, and agricultural. employment the effects of
lnput use and output decisions taken by all far~ers in response to the
)olicy-induced changes (e.g. in relative prices and so on have to be
199regated. In economics, there are·few satisfactory aggregation
nethodologies primarily because economists have not discovered an
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effcct1vo way to deal with the effects of interactions among
individual produC:lJrs. A specific example of th@ problem i!5 that policy
mok~rm 1n thm Ministry of Finance cannot provide credit at low
tntllW'05t ratuD to the agricultural ~ector and expect that all farm~rs

~111 Mava uqual Ac:c:g~B to th~ credit in th~ sense that they can borrc~

at th~ stipulated intmremt rate. Since the supply of credit at the
law intermmt rato i. limited, ~m.ll farmers in particular will be
raticnt»d out of thlJ milrkClt by hi~h transactions costg (cf.identity (E1)

in the modml).In pr~ctice, the aggregation problem is typically
ignored by amsuming that the interaction effects are unimportant and
that thu Qg~r.~at. affects of policy chang~. are the sum of all the
individUAl Rffec:ta. For exampl~,in the case of agricultural
omploymont. t.hg lncr.mental imp<i.ct of policy changes is appro:<imatec
by ~4BurinQ thfJ effllllct of th& policy on output or area cultivated or
an1aalm producfJd and multiplying these by their respective labour
cOQff1ciantll. Ttl. aQ~rflQate rfmployment effl!'ct 15 .. imply the sum of all
thm individual Dffect. of the policy at the farm level. Some examples
Are viven fn tho following Table.

2.5
3.8

13.4
2.0
~.7

2.6
2.8
4.3
.5

39.8
77.4
6.0

55
60
30

115
105

195
290
120
100
100

45

2.6
2.6

22.3
4.0

11.4
11.6
10.0
14.3
3.2

69.0
1 ~l • 0

Ta.bl e: Aroa, Output and AveragE!' Labour Requ i remen t 5, Gamb ian Agr i cuI tur"E
It~m Area (th.h<i.9) Labour/Hectare* Total

EcplQymmnt**
Catton
Rico-Irri Qc11btd

SWAmp
Upland

Early Millet
Lllatm Millet
Matzo
Sorghum
F1nda
4]roundnut.
Bub-Tatal
LtvliJl:Jtock*~*

NctotlntRafara to full-time adult eqUivalent worker5.
*~B40Qd on .. 200-d~y employment y~ar.

Ge~AGGumo. one full-time hE!'rdgman to fifty cattle.
$CurcC19:: DunumorQ,Rains,LowtJ .t ale The Agricultural Develo.-Qment of
~U:An Agricyltur,l. Environmental and Soci':>economic AnalysL?­
U.K. M1n1mtry of Dvmr •••• Dev&ld~ment 1976,Volume II,Chapter 3;
~lUlml!l of Rural Oftv!lopment PrOject The Gambia The World
~k,~Ja5torn Africa R_gional Office R~port No. 108't~-GM Washington
D.C. Juno,1976,pp.7-8 .

'fhtmJ}Q ej""ta co'In be uslltd ina number of way... For in;tance, if thli?
~nClMtnt prov1 de. incanti ves' to ..xpand the total cropped area in
eerie..,l turo, it can expect that on avera~e each ad,H t i onal 1 thou5and
h~t~r0U of 14nd brought und~r cultivation will gelerate additional
~loy~t of Approximat.ly ~bo (-77.4/1~1) adult ~quivalent9 per
annum. Corr~9pondin~ data for expanding irrigated ~ice production by 1
thcu9Md h&ctollros 1m oIlpproximatllPly l~OO ("3.8/2.6) adult equivalentg
f;atiiJI" &\nnum. Thus, in torme ofl!'mployment expansion increasing irrigatec
r'c~ to far more mffectiv.. than expanding the total cropped area in
~lcultu,.o. HONovmr, employment i3 only one dimension of overall
pollcy and th~ capital and recurrent c09t~ per job created, the
fcraign m~changD Darned or 9,ived, and the women producers assisted
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~hould be considered .s well.

Another way of measuring the macro-economic impacts of the changes in
agricultural price policy is through the macro model above. Suppose
the Government decides to subsidize gfoundnut producers. This
subsidy can either raise the effective price farmers receive for their
output or lower the effective prices they pay for their inputs. (.
Since evidence from the mid-1970s shows that farmers do not spend much
~f their cash on farm inputs--less than 10 percent by one
estimate--the most effective way to subsidize farmers is by increasing
the product price.) If groundnut producers expect that the Government
is seriously attempting to improve the incentives they face, the
subsidy will result in an increase in the labour employed in groundnut
production, and (weather permitting) an expansion in output. This will
increase the income of groundnut farmers, rai~e export receipts and
lower the balance of payments deficit. Additional beneficial effects
will be that the financial position of the GPMB will improve (assuming
that it returns to a producer pricing policy which covers it9 costs),
and the activ{tyand income in the wholesale trading sector ~Jhich

handles the groundnut crop will increase. On the negative side, the
increase in producer prices will increase the demand for imported
agricultural imports (mainly fertilizer)~ the processing and handling
of the crop will require additional i~ports of fuel, spare parts~ and
other intermediate products and the exparision in agricultural income
and the income associated with the increased activity of the trade
sector will also lead to an increase in imports.

However,suppose that the Government decides to subsidize the
production of feed Qrain output ~uch as rice. It has essentially two
choices--an expensive but technically "easy" approach~ and an
inexpensive but socially complex approach. The former is based on the
construction of the Bridge/Barrage over the Gambia River and the
subsequent development of up to 25 thousand hectares of irrigation .. It
is an expensive scheme--in 1982-83 prices its capital cost alone for a
twenty-year development period is approximately D 660 million. This
represents a capital development cost in excess of 0 26 thousand per
hectare. The recurrent cost implicatioris of the project are also
large, since the Government already_subsidizes 75 percent of the
recurrent cost of lrri~ated rice production. This burden (on top of
the other subsidies the Government provides) is unsustainable. Adding
to them through the Bridge/Barrage project is (for the immediate
future) out of the question. By contrast~ the inexpensive but socially
complex alternative is to promote swamp rice production. This is an
inexpensive option because the capital costs involved are low--som~

infrastructure such as roads and local storage may have to be
improved. Indeed, the principal imm8diate tasks which will not be
expensive are to begin to better understand the farming systems used
in swamp rice production, determine the m~in problems and constraints
as perceived by the women producers, and encourage longer term
agricultural research that supports a program of gradual but sustalned
improvement in productivity.

Such an effort has a number-of advantages. First, it will help to
increase the incomes of the poorer members of Gambian society namely
women agricultural workers. Second, since the yields in swamp rice
production arelow (approximately 1.3 tonnes pefhectare in a- aY~:raC1P

John M
Rectangle

John M
Rectangle



Compared
Irrigated Rice

5.7
2.6
3.8
7.0
High
High
High
High
High

Negative
High
Low
High
High

.-

Page 17

••
year) and the area under production is large (over 22 thousand
hectares in 1981-82) the sector has the potential for sub~tahtial long
term gains if producers are provided with sustained support. And
third, expanding swamp rice production is the major opportunity for
The Gambia to conduct an import substitution program based on
agriculture. The following Table assesses the various merits and
demerits of swamp rice and irr~gated rice in The Gambia .

Table: Swamp Rice and Irrigated Rice
Item Swamp Rice

Average Yields(1982,t/ha) 1.3
Area Harvested(1982,th.has) 22.3
Employment(Adult Equiv.th.yrs) 13.6
Gross Return per Day Worked (D) 3.5
Direct Import Requirement Low
Indirect Import Requiremen~ Low
Capital Requirement Low
Recurrent Cost Requirement Moderate*
Import Substitution (Food) High
Impact on Women in Agriculture Positive
Marginal Output Contribution Low
Food Security per 0 Invested High
Marginal Employment Contribution Moderate
Intersectoral Linkages . Moderate

5. Consultancy to Analyze the GPMB Operations.
Among the many questions which could be ~sked about the operations of
the GPMB, two stand out. First, what type of short term support does
the Board require to stabilize its financial position. Second, what
needs to be done to convince the Gambian Governmen~ to refrain from
appropriGlting the Board's surplus (as happened over the last decade).
Answering these questions involves considering: (a) whether the GPMB
can be a viable financial entity in the longer termJand (b) whether
The Gambia should base its agricultural development on groundnut
production. The latter issue is important because both of the
Five-Year Plans have stressed .theneed to diversify the economy away
from groundnuts. To date, theri has been l~ttle progress towards this
goal especially when judged by the continuing contribution of
groundnuts to exports, to rural income~ and to the welfare of the
rural popula~ion generally.

Yet, before programs to do this are pushed too fa~, it is useful to
ask whether it is an appropri~te objective? Isn't The Gambia's
agricultural base of .livestock products, food grains, cotton, and
groundnuts sufficiently diversified? Has too much attention been
devoted to increasing ~he p~oduc~ion of other agricultural commodities
when th& same resource9 invested in groundnuts could have yielded an
even higher return? These questions deserve detail~d attention because
the evidence from the last decade shows that although groundnut
producer9 have experienced adverse price incentives their aggregate
production (after allowing bad weather) has not fallen signific~ntly.

Since this result cannot be explained by producer irrationality or
lack of responsiveness, other explanations have to be found. One is
that Gambian farmers have had (and 'still

l
have) a comparative advantage

in the production of groundnutswithin a relatively diversified
agricultural system that provides the opportunity for food crop and
liveatockproduction. Toillu5trate, the following Table give~ data
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rate for groundnut producers, the. real
and aggregate ground nut production since

Groundnuts-Exch~ngeRate9,Real Pfoducer Price, and Output.
Exchange Rate(D/S) R~~l G~oundnut Groundnut Production

Year Official Effective Producer Price* (thousand tonnes)
"197:5-76 2.2 1.4 104 133

1976-77 2.3 2.0 102 124
1977-78 2.1 1.8 94 82
1978-79 1.9 1.7 94· 120
1979-80 1 . 7 1 . 3 91 67
1980-81 2.0 1.7 95 45
1981-82 2.4 1.2 93 82
1982-83 2.6 0.9 88 128
*Groundnut producer price divided by GOP deflator (1974-75=100).
Sources: M.F.McPherson "The Internatiohal Ter~s of Trade and The

Gambian Economy" mimeo, Harvard Institute for International
Deva10pment November 1983,Table 5; CENTRAL BANK OF THE GAMBIA BULLETIN
Quarterly 3,July-Sept. 1979,Table 25;Quarterly 2,April-June 1983 Table
24

on the effective exchange
groundnut producer price,
197:5-76.

Tabla:

Three features in these data are worth noting. First, groundnut
production in The Gambia has been heavily taxed at the official
exchange rate. This resultsfro~ the groundnut export levy and the
dec Ii ne in the doll ar pr ice of groundnut produc ts i ni nterna', i c.lla I
markets relative to domestic costs of groundnut production. It has
varied from approximately 14 percent in 1976-77 to 65 percent in
1982-83. Since the export levy has been of the order of 10 percent,
the main change in the tax has bee~ through movements in the official
0/$ exchange rate. Second, in addition to the di~incentives o~ the low
ef~ective exchange rate (which affects the whole groundnut
sector--producers, traders, and the GPMB) , groundnut producers have
faced a declining real producer price since the mid-l~703. And third,
there has not been a significant decline in aggregate groundnut
production when the effects of drought are taken into account. One
reason for this is that producers hdve increased their efficiency to
offset (partially at least) the adverse effects of the tax. Another
explanation is that groundnut producers are locked in because of a
lack of viable alternatives. Of the two reasons, the former is more
plausible than the latter.

An important question is whether this situation will continue. Will
groundnut producers increase their productivity (despite adverse
incentives) at a rate which sustains aggregate production? This issue
should be explored in more detail. Yet, from a policy perspective, it
is more useful to ask what additional production would result if
groundnut producers were taxed less heavily (or even subsidized)? To
avoid too much of an adverse effect on the Government Budget such a
policy would require a reduction in the export levy and a large
devaluation of the dalasi. The impact of these actions can be traced
through using the model set out above. Eliminating the tax would
reduce Government revenue (T) but it would increase the dalasi income
of both groundnut producers and the GPMB. The decline in tax revenue
would increase in Government deficit (G*-T) and through equation (3)
generate the various effects discussed earlier; A devaluation ~ould

increase the dalasi income of .both grClundnut produrers (1 f th,·
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producer price was increased) and the GPMB. The direct effect~ of this
can be measured using the data presented earlier on the computation
of the groundnut producer price. For instance, consider the question
to what extent would the dalasi have to be devalued to maintain the
current producer price for groundnuts, provide a 10 percent export
levy to the Government, and ensure that the GPMB earns at least 10
percent net profit on its groundnut activities. This can be answer~d

•• follows.

Cost Structure (Dalasis)
Actual (1971> Estimated (1983)

:

PRODUCER PRICE 170 540 I

Marketing/Delivery Costs 51 75 I
Basic Instore Cost 221 615
Milling Costs/Overhead 16 24
Sub-Total 237 639
Decorticated Basis 334 900
T4x 27 90*
Other 4 5
F.O.B. COST BANJUL 364 995
Dollar Export.Price 230 302
*Assumed to be 10 percent.

In 1971, at the official exchange'rate of 0 1.9/$ 1.0, the price of
groundnuts at Bdnjul was 0 477 per ton. The GPMB therefore made a net
profit of D 113 per ton. However; the 1983 dollar export price at the
official exchange r.te of 02.6/$ 1.0 was approximately D 785 per
tonne which resulted in a loss for the GPMB of D 210 per tonne. For
the GPMB to have broken ev~n on its operations the exchange rate would
have had to have been D 3.3/~ 1.0, a deval~ation of about 27 percent.
However, the devaluation required to maintain the export tax, the
producer price (at D 540 per tonne) and to provide a net profIt of 10
percent for the GPMB would have to exceed 40 percent increasing the
Rxchange rate to D 3.6/$ 1.0. .

The above exercise provides two important le~sons. Firstly, it shows
that if the Government wanta to'maintain the producer price of
~roundnuts and to improve the financial position of the GPMB then the
repeal of the export 1evy is not enough. I t wi 11 hel p, but there
will still have to be a cut in the producer price or the GPMBwill
continue to operate at a loss (or both). Secondly, changes in the
of f i ci al e:<change rate can be a potent instrument for economic
recovery in agriculture and the sectors to which it is linked. This
restates the point made earlie~ that macro-economic policy
(controlled by the Mini9tr~ of Finance and Tr.de) has a major impact
on agriculture and related industries.

6. Macro-Economic Impact of Public Enterprises.
Many of the points covered in the previous section are relevant to any
evaluation of the effects of the various Public Enterprises. That
these enterprises, taken as a whole have been a fiscal burden on the
Government is well known. For instance, the Minister of Finance and
Trade reported in his Budget Speech of 1983-84 that during 1982-3, the
combined losses of Bix par~statal or~anizations

(9PA~GUC,GPTC.GP~B,FMC, an~ the ADS) was 033.9 million. Set' agaInst
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this, the profits of six parastatals (NTC,GCDB,HFC,GNIC,LMB ~nd CBTG)
were 06.7 million. (The losses whil~large are distorted by neglecting
the potential losses by the GCU of 034 million.) The net effect of
these losses is to increase th~ Government deficit (8*-T) ·by
increasing the subsidies required to ~upport the operations of the
p~Fa5tatalg and by reducing ~he revenue ~ccruing to the Government
(reflected through a lower value ofT). As discussed earlier, an •
increase in the deficit has significant macro-economic implications
through the money supply, the balance of payments, the r~te of
inflation, and the level of real income.

The$e large net losses have a number of other effects. One is that the
Government subsidies paid to the parastatals diverts national
re50urces from investment. This reduces the rate at which the
economy's productive base can expand and thus the longer term growth
of the economy. Another effect which operates at one remove,is through
the expansion in the money supply asparastatals are given
pre~erential access (frequently at the Government;s direction) to bank
credit. For some parastatals, such as th~GCU, this has meant that the
banks (mainiy the GCDB but sometimes the Central Bank) have de facto
taken equity in them. The n~t effect of government deficits and
preferential credit for parastatals has been an excessive expansion in
the money supply and a general undermining of the whole financial
system. This point is discussed further in the ~ection on Credit and
Monetary Policy.

The impacts of the parastatal organizat.ions .on the economy can be
traced and measured in a variety of ways. The model set out ablJve is
~ne. But to use it requires that s6meo~ its relations be
~isaggregated. For example, in equation (3) ~he subsidies paid to
Jarastals should be split out from Governm~n~ expenditure and a term
:ould be added to measure the impact on domestic credit of parastatal
Jorrowing. The effects of parastatal operations on the demand for
imports (equation 4) and the tax base (thr6ugh exemptions) could also
Je isolated). Once the necessary terms a~e included in the appropri~te

~elationships, the effects of changes in the economic variables
:ontrolled by the parastatals on 6ther ..macro-economic aggregates can
Je traced in the manner d~scribed earlier.

The IMF methodology for measuring theimpa~t of parastatals (c4.
International Monetary Fund DM/83/35)is essentially an elaboration of
the procedure outlined above. Various macro~economic relationships are
jecomposed to isolate the components directly relevant to the
Lnteractions of the parastatals with the Government (through
ta~es,subsidies, gr~nts, net surpluses and so on), among themselves
(through the provision of services or resources), with the rest of
th~ economy (through the purchase of good and services--especially
Labour--and the sale goods and services), and with the rest of the
~orld(through the import and export of goods and services and
Financial flows). The basic framewo~k for the IMF approach is a model
jeveloped by Polak and others in the early 1960s. A simple version is
~he following two equations and two identities:
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Equation (Pi) relateg aggregate income (V) to the money supply (MS)
through the proportionality factor v. Identity (P2) defines the chenge
in the money gupply as the change in international reserves (F) and
the change in net domestic credi~. Identity (P3) defines the change in
international reserves as exports (E) minus imports (M) plus net
capital inflow (K). And, equ~tion (4) relates imports to aggregate
income through the proportionality factor m. The parameters v and m
~an be estimated econometrically or representative values can be
substituted and the model solved for several time. periods.
Although this is a simple model, it can be expanded easily to include
ths contribution to national inc6me by public enterprises, their
prop.naity to import, and their contribution to exports and foreign
capital flows. Furthermore, as theIMF paper (DM/83/3S) shows, basic
national accounting procedu~es ~ill link the activities of the public
enterpris•• to the Governme~t ahd other sectors of the econom~.

Indeed, the main theme of the whole approach is that a simple
analytical framework, if appropriately used, is a powerful guide for
macro-economic policy making.
Nevertheless, while the fiscal, monetary and balance of payments
effects of public enterprises take on special significance when
aconomic circumstances are adverse (as they are in The Gambia), the
performance of public ~nterprises cannot (and should not) be judged
solely by these crjteria. As discussed earlier, concerns·about
efficiency and equity and effectiveness are embedded in all policy
decisions. Certainly, when resources are severely limited, efficiency
will. be emphasi~ed and both the effectiveness of government and public
Qnterpri~e5 and the efficiency costs of their equity-oriented
activities should be scrutinized. (This shift in focus can be s~en

from the First to the Second Five~Vear Plan. The former emphasized
economic and social development through the expansion of
infr~&tructure;the latter ~tresse9 productive investment.)

Therefore, besides th~ir concern over fiscal, monetary, and balance of
payments effects, policy makers will also be interested in how the
activities of ~ublic enterprises contribute to food security,
employment, the- re-distribut.ion of income, the development of lagging
r.gions or sectors, assuring national control over important .
productive assets, and riationalintegration. (Here it is worth noting
in passing that the recent ~lfortsby major international agencies to
G'ncouraga Governments to "privatize" the public enterprises can at
beut have a lirrited impact. It has been resisted more because
Governments arB' not convinced t~at the social services provided by the
public anterpriseg will persist once they are privatized rather than
that they are cJpposed to the idea of increasing efficiency.)

7. Industrialization and Expo~tPromotion.

Ag noted in the comments on the terms of reference, there is little
that The Gambia can provid~ to world markets in the way of industrial
products or manufactured goods. It has limited natural resources, few
skilled personnel, the energy suppl~ is expensive and unreliable,
inv••tm.nt costs are high because.of the redundancy required to
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compensate for deficient infrastructure, and the country is poorly
located relative to major world markets. However, it has an
international comparative advantage ingroundnut production' which has
promoted some industrialization ~nd p~ovided a substantial export
base. That industrialization or export promotion have not been based
on· groundnuts has been a matter of choice and not compulsion. So far,
Gambian policy makers and planners have seemed to want to ignore ~hat

they do well in the hope that something else will emerge. For
instance, hopes remain high that fisheries will become a dynamic
export sector despite every indication th~t The Gambia's fish stock
are already seriously depleted~ Attempts have been made, with same
success, to export beef. Transport costs are a severe limitation.

A major source of Government support for industrial enterprises and
activities having export potential has been the Development Act of
1973. It includes incentives such as tax holidays, rebates of import
duties, and in same cases Government-guaranteed loan~. No detailed
assessment of the effect of the Act has yet been undertaken but
indications are that its net impact an investment (and development)
has been marginal. Its provisions have essentially rewarded investors
for what they would have done any way (especially in the Tourist
sector).

With these points in mind, the question of what incentives should be
provi ded to promote i ndustr i al i z at i en and e;.IJo, t-or i en'Ced growt h
reduces to the issue of determining what is feasible from what is
desirable. Since there are few exports that The Gambia can promote
besides groundnuts and there are few industrial activities except
those associated with groundnut production that can be be developed at
low social cost,the focus of the effo,t to industrialize and promote
exports should be in the groundnut sector. This 'does not mean that The
Gambia should ignore promising opportunities as they arise nor take
Bome risks on activities that may prove to have important lange, term
consequences. However, it does mean that in the immediate future
greater support should be provided to thegroundnut sector. And, as
the earlier example showed one of the basic ways that the Government
can provide support is by a large devaluation. This point has broader
significance. In any pro~ram aimed at promoting industrialization 0,

exports, the future e~chdnge rate regime will have a crucial role.
Specifically, an over-valued exchange rate (whict The Gambia has had
since the mid-1970s) gives the impression that t~e country is lasing
(or has lost) its comparative advantage in its traditional exports and
that the country has a cost advantage in the production of some goods
it has traditionally imported. Therefore, policy makers and their
advisors should be careful to determine~hether ~hat appears to be the
10s5 (or gain) of a comparative advantage is not the result of a
distorted exchange rate which cannot be sustainec over the longer
term.

Fin.lly, although this topic emphasizes industriillization and export
promotion it should not divert the attention of policy makers from
promoting agricultural development and importsutlstitution based on
agri~ulture. As indi~ated earlier, both of these objectives can be
a~hieved by helping to expand the area ~ultivated and the productiVity
of swamp rice producers. Indeed, given The Gambiu'scurrent balance of
payment. situation an the e~oansion ~+ c:;wamo r; ~t> ...... ,.,nl.~·" -~ .-.. , rl
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hAve a large net impact on imports. It is an import extensive way of
substituting for an basic import.

8. Sane;ambian Confederation.
In any discussion of the economics of Senegambian Confederation, three
points have to be recognized. Firstly, the Confederation emerged from
the circumstances surrounding the attempted coup in 1981 and was nat
based on economic conside~ations. These were added as after-the-fact
Justificatiqn for thea5sociation. (This does not mean that the
Confederation has no economic merit just that it was not motivated on
economic grounds.) Secondly, political concerns especially those
related to domestic security in Senegal may result in closer
integration between Senegal and The Gambia irrespective o~ the
economic problems it may cause. (This implies that any analysis of the
merit. and demerits of various types of integration may prove to be
irrelevAnt to the type of association that emerges.) And thirdly,
sinc. trade and monetary tiesalr~ady exist between the two countries,
the economic policy issues are how to modify an e~i5ting process
rather than to create entirely new economic linkages. For instance, in
the arma of Senegambia trade the movement of goods and services across
the international boundary ha~ never been fully controlled. Hence the
issue, for example, of ~stablishing a Free Trade Area is not one of
creating something that did not exist previously but one of modifying
the existing system of trade which has a variety of restrictions
(depending on the commodities involved) to a syst~~ which h~s fewer
restrictions.

Seen in this context, five points can be made about the trade and
monetary issues raised in the PID. One. It is a contradiction in terms
to speak of a Free Trade Area subject to safeguards. If the Gambians
adopt the notion of a Free Trade Area there is little that they will
be able to do, both politically and economically, to ensure that their
;oods and services flow as freely or no l~ss freely to Senegal as
Senegalese goods and services flow in the opposite direction. Thus,
from a strategic viewpoint if the Gambians want to retain some control
over the flow!!l of goods and services, they should not even contemplate
the idea of a Free Trade Area. Two ..Theidea that trade between
Senegal and The Gambia should. somehow be balanced makes little sense.
It seems to have arisen from the belief that The Gambia will be
"swamped" by Senegalese goods. The Gambia does not have balanced trade
with the U.S.,U.K.,Japan; Germany and other countries with which it
trades and yet it is not swamped by their goods. To help policy makers
gain !!lome perspective on the issue the questions should be asked what
would have to happen for the exchange of goods and services between
the two countries to be balanced· and is the effort involved worth it.e
this.

Three. One of the problems of trying to analyze the decision about the
concessions the Gambians can offer the Senegalese on the re-export
trade is that offici.ll~ little·is known about this trade--its volume,
rate of growth, the principal people involved, the types of goods and
services provided, and itsi susceptibility to Government intervention

. or control. The danger of ~resuming that there are concessions the
Gambians can offer the Sen~galese in this area is that the effects of
Gov~rnm.nt intervention. (tp ma~e goo~ on the concessions) may
5~iQu.ly impede the trade or change its character so t~at the Gambian
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Government has no ~ore control over then as now. Therefore, before
major promises are made between the two Governments about the
re-export trade it would be useful to ask whether Government
intervention will seriously' reduce the trade; is this in the longer
term interests of either The Gambia or- Senegal; and if the trade is
~educed what other areas of economitactivity are ~vailable to the
entrepreneurs and others who make their living from it. This poifit
should be a reminder that one of the adverse effects of Confederation
~ill be the destruction of existing markets and marketing channels. If
this negative asp~ct of develop~ent is tobe minimized some useful
~lternatives should be worked out in advance. Four. Since the Gambians
have yet to propose a concrete time-table of integration, a useful
gtarting point may be the ECOWAS proposal for the creation of a West
African customs union. This will at least give The Gambians time to
study their options and to selectively raise ~ome tariffs in line with
iha Senegalese schedules on selected goods and gain some measure of
the degree of "swamping" and potential revenue loss (through import
~uties) as Senegalese goods out-compete goods from international
market9.

Five. The qu~stion of monetary union is the one on which ·the success
of the Confederation hinges. The Gambian Government can replace some
of the revenue it loses through trade diversion to Dakar through
higher taxes and charges (just as the various states in any Federation
do). However, the ability to issue fiat money is the essence of
economic autonomy. Without it, The Gambia is a state of Senegal, no
more no less, and the commitment to maintairi national independence
included in the Confederation Agreement of December 1981 is
meaningless. Thus the fundamental issue for· the Confederation is
whether The Gambian Government retains the power to print money. For
this reason, the main thing the Gambians shbuld d6 if they wish to
retain some autonomy an independent nation-hood over the foreseeable
future is to continue to insist that they retain their own currency
and the right to conduct an independent monetary policy. They could do
this by retaining the dalasi as legal tender fo~ government
transactions, by agreeing to maintain full convertibility of the
dalasi relative to the CFA, and by pegging the dalasi to the European
Monetary Unit (i.e. the basket of principal European Community
currencies which includes both the Franc and the Pound). ContinLlinq to
peg the dalasi to the Pound would be politically unacceptable to the
Senegalese, while pegging the dalasi to the Franc would de facto put
the dalasi in the BCEAo. Pegging to the EMU is compromise solution
which makes sense in practical term~ since most of The Gambia's trade
iawith European Community countries. Furthermore, it gives the
Gambi~n authbrities some discretion over the dalasi/CFA rate of
exchange and hence it provides them with some monetary independence
within the Confederation.

However, the above is easier planned than accomplished because at the
pr~sent time, as noted earlier,the whole financial system in The
Gambia is under severe strain. One consequence of this is that
Gambians have increasingly been using CFA to overcome the shortage of
f6reign exch~nge. This is a de facto monetary union (just as the
I~raeli and Mexican authorities have found with respect to the U.S.
dollar). Therefore, the major policy chal.lenge for the Ministry of
Finane. and Trade is how to regain 5nmpc6~trol nvar th~ ~M"pt ~rv
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system' otherwise the discussion regarding whether The Gambia should
retain monetary autonomy will be moot.

9. Credit and Monetary Policy.
The credit and monetary policy followed by the Gambian Government over
the last decade have undermined rather than promoted the dev~lopment
effort. Dating from at least 1972 when. the Gambia Commercial and •
Development Sank was established, but definitely from the beginning of
the First Five-Year Plan (1975-76), many Government officials have
held the view that credit can promote economic development. (This

·point can be verified by reading what was required of credit in both
the First and Second Five-Year Plans.) Furthermore, as the 1970s
progressed, the Government shifted from the conservative fiscal and
monetary policy of having a Budget surplus (i.e.being a net saver)
during the fir9t decade of independence to an expansionary policy
of having a Budget deficit (i.e. being a net dis-saver). The combined
effects of the Government deficits and the rapid increase in
"supply-leading ll finance (provided mainly through the GCDS) was a
rapid increase in net domestic credit and the money supply, a sharp
increase in both imports and domestic inflation~ and a deterioration
in the balance of payments. Indeed, most of the current problems in
the economy are the dynamic consequences of the dramatic expansion
in the money supply during the mid-1970s. The following Table shows
recent trends in some major variables.

I

I
I
I

7B

The Gambia

Net Foreign Assets
of Banking System

68
62
23

:-12
-37
-50

.-102
-140(E)

22
32
46
48
78
55

100
118
109
115
147
158
139
184(E)

Table: Selected Monetary Aggregates in
. Millions of Dalasis

Money Supply Net Credit to
. Government

-1
14

Year

197:5-76
1976-77
1977-78
1978-79
1979-80
1980-81
1981-82
1982-83
(E) Estimate

Source: CENTRAL BANK OF THE GAMBIA BULLETIN Quarterly
4,April-Dec.1979,Table 7AJ Quarterly 2 April-June 1983~Table

•
These data show how the Gove~~ment~chahge~ from being a net saver to
• net borrower was partially reflected in the growth of the money
supply (in excess of 80 percent during the 7 years) and the decline in
foreign exchange reserves of approximately D 210 million. (It was
also reflected in prices and the real exchange rate,points dealt with
below. )

Three consequences of this deteriorating financial situation are of
direct policy concern to the Ministry of Finance and Trade. As already
noted, the financial system is under severe pressur~; there has been a
break-down in financial discipline and debtor morality resulting in
large outstanding (and potentially unrecoverable) debts; and the
monetary expansion has sustained inflation and had an adverse effect
on the real exchange rate particularly for exporters.
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The pressure on the financial system is aggravated by unrealistic
,interest rate policies. For instance,over the last decade inflation
in The Gambia has averaged around 15,percent per annum yet the
interest rates charged by the banks on short term ~dvances (their
highest rates) have averaged 10 percent while the interest rates on
time deposits have averaged 7 percent. Moreover, it has been only
since 1978-79 that these interest rates,have been increa~ed •
significantly. This structure of interest r~tes lowers the opportunity
costs of borrowing (for borrowers who have access to credit) while
increasing the opportunity costs 6f lending. (Its main macro-economic
effects can be traced by starting at identity (8) in the model above.)
In addition to the significant distortion of the opportunity costs of
borrowing and lending caused by the c~rrent interest rate policies
they have the longer term consequences of, reducing the rate of
financial development and the degrea of control of the monetary
authorities over the economy.' ,

The break-down in financi.l discipline and debtor morality has many
explanations. One is that the Government ,decision to forgive farmers
debts to the Gambia Co-operative Union during the drought year of
1977-78 has had an adverse effect on the expectations of all debtors
who owe Government organizations money. They expect (quite reasonably)
that since the Government has foregivenlarge amounts of debt for one
group then can't it happen for them. The result is the dilemma that it
is not in any individual debtor's interests to repay unlesseveryon~

repays. A second explanation is that farmers treat the credit they
receive as a subsidy the Government owes the~for the heavy net taxes
levied on them. This sentiment is particularly strong among groundnut
producers who have been taxed at rates approaching 50 percent of their
net groundnut income by the 10 percent export levy. (This can be shown
by working the effects of the taxon the f.o.b. price back through the
processing and marketing syste~ and assuming that groundnut producers
net half of their gross earnings.) Another explanation for the poor
dabtor morality is that the credit programs have been poorly managed.
For instance, the Gambia Commercial and Development Sank, with a loans
and advances to deposit ratio of 6to 1, has clearly emphasized the
dispersion of credit rather than its ,collection (either through
savings mobilization or through assuring the repayment of its
outstanding loans). Indet?d, estimates from earl'l 1983 show that at
1east 75 percent of the GCDS's portfol i 0 is in at"rears wi th perhaps
as much as 50 percent of it uncollectable.

The extent of the decl ine in the real e:<change rclte for e:-:porters has
already been di scussedabove.Here, the point thclt is worth maki no. ;
the importancE! of the dynamics by which the e:<chclnge rate decl in~c_,.

This can be easily seen from the formula used in the model, namely as
the official exchange rate multiplied by one minus the rate of e:q~ort

tax multiplied by the dollar price of exports iri the last period
divided by an index of domestic costs of product:.on in the last
per i od. (The lagged pr ices are inc luded because ·:he worl d mar ket pr ice
i til 'not known unt i 1 af ter the crop is pi anted.) Ml~asured thi sway, the
real exchange rate can decline (i.e. there is an effective
revaluation) if any of the following occur: the l'Jorld market price
dec Ii nesl the domest i c costs of product ion i ncre.~se l the e:< port tax is
increased; and/or the official exchahge rate rev3lues. The Ministry of
Finance and Trade has a deQree of in~ll'Qrice QVI=>I'" .:>1 1 n~ .. 10. .... "",...
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variables except the world dollar price. As such it has a variety of
alternatives it can use to restore incentives to exporters.

F~om the above discussion, the main issues which will concern the
Ministry of Finance as it develops its perspective on credit and
monetary policy will be to find ways of reducing the Government's
deficit and re-establishing some discipline in the financial syste~.

One place to start would be.to raise the structure of interest rates
to a level which makes the opportunity cost of borrowing high (it
should be distinctly positive in real terms) and the opportunity costs

"'of lending low relative to the alternatives of holding inventories of
goods, investing in real estate or cattle or sending money out of the
country. While these sorts of changes in the interest rate structure
will take time to have a major impact, they will begin to reverse the
financial regression that has occureed over recent years and lay the
basis for a more fully integ~ated financial system. Finally, this
approach is one way of using the informal. money markets. Indeed, if
the Ministry can implement policies which significantly increase the
real returns from operating in. the regulated financial sector many of
the so~called informal operatdrs will soon become involved.

10.IMF/IBRD Stabilization Programs
Any of the basic stabilization programs suggested by either the IMF or
the IBRD can be readily analyzed using the model set out earlier. The
IMF will continue to insist that The Gambia readjusts its exchange
rate (this issue is always raised by IMF missions to countries needing
its assistance) and it will continue to insist that the Government
reduce its deficit and net borrowing from the banking sector. Both of
these conditions emerge directly from the three approaches to balance
of payments problems which determine the way IMF officials view the
world. They require a devaluation to increase the current account
surplus on the balance of payments; they require a cut-back in the
Government deficit to ensure that the current account surplus will
materialize (it cannot if domestic absorption increases faster than
domestic income). and they require that the Government reduce its
recourse to the banking system so· that the rate of increase of the
money supply can be contained thereby reducing the rate of inflation
and the extent ·to which the initial devaluation is indermined. Since
IBRD stabilization efforts are co-ordinated with the IMF, their
program has similar requirements.

Because this is a standard package, there is little that the Ministry
can do to alter its basic format or the. list of "performance criteria"
the IMF establishes as a condition for its help. However, the Ministry
can argue for less stringent limits for the criteria; for a degree of
SUbstitutability among the various criterial and for an increased
recognition among the IMF staff who negotiate the conditions that some
allowance for error should be made. With respect to the stringency of
the criteria, the point should be made that since the IMF is not able
to function in its full capacity as the lender of first and last
resort for the poorest countries, because it has the majority of its
rosources committed to the :rescue of the Brazils, Mexicos and
Argentinas of the world whUch voluntarily got themselves into their
current financial binds, it has an obligation not to be too rigid. The
point should also be made since the provision of shorter term finance
(f6f .wample. a Stand-By) when the real need is time to allow less
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dra.tic adjustment (as would occur with an.Extended Fund Facility) the
Stand-By conditions have to be less rigid if adjustment is not to
compromise the Gambian development effort further. (As a proportion of
real GDP, development expenditure declined from 18 percent on 1979-80
to 12 percent in 1982-83.)

The notion of 5ubsitutability among criteria should at least be r~ised

during negotiations with the INF. What is involved is whether the IMF
will allow the averaging of the limits of the criteria they set. For
instance, if a Government agrees to keep its foreign borrowing and its
net recourse to the banking system below specified limits, is it
allowed to exceed one to make up for a short-fall in the other and
still satisfy the IMFconditions.To be explicit, suppose the IMF
conditions stipulate that the Government will not increase foreign
borrowing by more than D 10 million and it will contain the increase
in n&t domestic credit creation to less than 0 20 million. Suppose the
Government decides not to increase its foreign indebtedness but it is
unable to keep the increase in net domestic credit to less than D 25
million. Has it satisfied the IMF's conditions? In macro-economic
terms the answer is yes, because an increase of foreign debt would
have directly subsitituted for the 0 5 ~illion excess domestic credit
creation. (This can be seen in identity (2) of the model.) Whether the
IMF sees it this way is not clear. Since past experience suggests they
de not, the point should be clarified.

Finally, ln any of the Ministry's dealings with both the IMF and the
IBRD (and other donors for that matter) the general question of who
bears the costs of any mistakes should be kept in mind. For years, the
World Bank has been a shifting source of development ideology with
essentially the whole Third World to use as an "experiment farm". Tho
list of variables it has believed were critical for development is
extensive and often inconsistent. (Compare the planning orientation of
the 1950s and 1960s with the market orientatiori which is currently i~

vogue.) Part of this inconsistency ·arises in the learning process
which accompanies any accumulation of exp~rience. However, a part of
it results from shifting fads and changes in the priorities and
concerns of those who determine Bank and Fund policies. While
learning always has a cost in that ideas once firmly held have to be
doubted, the costs of sh1fting ideologies should not have to be borne
by the poor countries of the world~ Yet,th~se cost have been and it
is likely to continue until policy makers in poor countries begin to
challenge the premises upon which the donor support is based. Througr
the various questions set out above and the improvements in the
capacity of its personnel anticipated·f~o~ the technical assista"
the PIO, the Ministry of Finance and Trade has the opportunity to
begin this process in The Gambia. .
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ATTACHMENT: List of Topic Areas.

1. Income Tax Reform

2. Overall Tax Administration •

3~ Expenditure Control

4. Fiscal and Balance of Payments ,Implications of Agricultural Price

Policy

~. Consultancy for the Analysis 6fGPMB Operations

6. Macro-economic Impact of Public Enterprise Operations

7. Industrialization and Export Promotion

8. Sen&gambian Confederation

9. Credit and Monetary Policy

lO.IMF/IBRD-Supported Stabilization Programs
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