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FINANCIAL SECTOR RESTRUCIURING PROGRAM
 

1. EXECUTIVE SUMMARY
 

A. RECOMMENDATION
 

AR,'Paniui recommends authorization of a Development Fund for A+rica
 
oranr 
 o+ 1b.5 million over three years from the Aricin Licoriomic 
F oLi Fce +rm Program (AEP PI earmark. 0+ the total amount obligated. 
$5.~ million will be a sector program grant (635-0233), and $1.5
 
million will be for associated technical assistance (635-"2"4),
 
including: consultancies, training, and equipment to the Central Bank,
 
ior the purpose of improving bank supervision, and to the Gambia
 
Commercial and Development Bank, for the purpose of preparing the ban;
 
for privatization; studies of the financial system: and procram
 
implementation. monitoring, and evaluation. The $5.0 million sector
 
gr ant wi iI be disbur-sed in three tranches over FY' s 1990. 1991 , and 
19R2. There will be no local currency generated by the program. A
 

separate trust fund agreement is being negotiated and it is expected 
that provision 'or iunbing will be included in the Program Agreement. 

B. BACKGROUND 

In i975 The Government of the Gambia (GOTG) began a ten year statist
 
program to promote economic growth. A major component o+ the program 
was the establishment of a number of parastatals in various economic 
sectors. Monetary policy, wnich up to that point had been very
 
cunbervative. was then directed to provide whatever credit was needed
 
to finance the ambitious program.
 

Most of the credit for parastatal expansion and for social objectives
 
was channeled through the Gambia Commercial and Develoorjrment Ban 
(GCDH), .3 stat,-owned enterprise. The bank, established in 1972, 
rapicly became the major commercial bank in the country. Since its
 
deposit base was so small, the Central Bank had to ipnd funds to the 
GCDB to finance the expansionary activities. Up to 1986 borrowings
 
from the Central Bank exceeded GCDB's deposit base. instead of
 
mobilizing domestic resources, the GOTG relied on Central Bank paper
 
transactions. Unfortunately for the GCDB. many of the loans extended 
at Government direction were not repaid. Even though the GOTG
 
absorbed many of the losses on the bad loans by making good on them,
 
GCDBs liabilities still exceed its assets.
 

The borrowing of funds by the GCDB from the Central Bank expanded the
 
monetary base and permitted an explosive growth in credit creation.
 
From 1975 through 1983. domestic credit increased at an average annual
 
rate of 50 percent! Many of the bao loans extended by the GCDB endec 
up as deposits in the two private banks operating in The Gambia.
 
Standard Charter Bank. the largest of the two, is very profitable and
 
in 1988 its after-tax profits as a percentage of its equity and
 
reserve account were 73 percent. Banque Internationale Pour le
 
Commerce et L Industrie (BICI) is also profitable. Its after tax
 
profits were 40 percent in 1968. 
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In 1982 the GOTG signed a Stand-by Arrangement with the IMF. One oi
 

used to prevent
the conditions was that credit controls would be 

notfurther large increases in credit. However, the IMF targets were 


met and by 1985 The Gambian economy was in dire straits. As stated by
 

the Minister of Finance in June 1989, "By mid-1985, the economy was or,
 

the verge of collapse. The supply of essential commodities such as
 

rice and petroleum was irregular, our foreign debt was not being
 

serviced, the Budget was massively out of balance, inflation was
 

aczelerating, and business confidence had evaporated."
 

The GOTG designed an Economic Recovery Program (ERP) which began in
 

late 1985. The principle components included: floating the exchange
 

rale, removal of interest rate controls, retrenchment of civil
 

se-vants. reduction in budgetary deficits, enforcement of monetary
 

co-trols. elimination of external arrears (to be achieved in June
 

q;O)0 and privatization of several state-owned enterprises. Althougr
 

tremendous progress was made in stabilizing and restructuring the
 

eccnomy, problems remain in the financial sector.
 

The existence of credit controls reduces the incentive for banks to
 

aczept new deposits if they are at their credit ceiling. It would be
 

unzrofitable for a bank to pay interest on new deposits if it can not
 

le-d the money. In addition. credit controls make it difficult for
 

new borrowers to ootain funds as banks prefer to lend to established
 

customers. The credit controls can not be eliminated abruotly because
 

the two private banks have large holdings of excess reserves which
 

would permit them to expand their loans greatly and create
 

inl1ationary pressures. The Central Bank has increased reserve
 

rezuirements on demand deposits from 6 percent in 1984 to 24 percent
 

in 1987, a level which still exists today. Increases in reserve
 

reqiuirements hurt the profitability of a bank as reserves are non
 

interest earning assets. Further increases in reserve requirements
 

would not be desirable. In addition GCDB's current f 7aal positior
 

is tenuous at best and this is the major- obstacle to switching
 

immediately to an alternative preferred method for Central Bank
 

control of the availability of money and credit. because the switch
 

would mean GCDB would have to reduce its outstanding loans.
 

Many of the loan defaults to the GCDB were associated with loans to
 

the Gambia Cooperative Union (GCU). The GCU could not repay the loans
 

because it had lent the funds to farmers and farmers often did not
 

reoav (or according to some farmers they did repay but unscrupulous
 

agents of GCU did not record the payments). In any case, the GOTG
 

stepped in several times and repaid GCU's loans as well as those of a
 

number of other borrowers. However, there were many remaining debts
 

to the GCDB that never were repaid. At the urging of the World Bank.
 

the GCDB began a restructuring exercise in 1988. There are new
 

managers and lending practices in place. The bank is currently
 

ooerating profitably although it is deficient in meeting several
 

statutory requirements. As long as the bank remains under Government
 

ownership and direct control, there will always be a threat that the
 

bank will revert to old practices.
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Other problems relating to the financial sector include: inadeouate
 

bank supervision; inconsistencies in the various laws regulating tthe
 

financial sector; inappropriate tax policies as tney affect decisions
 

to save, borrow or invest; inadequate accounting and disclosure
 

requirements; problems in debt recovery procedures; and lack of
 

availability of credit for term loans or for the rural sector.
 

C. PROGRA#M SUMMARY
 

in order to address many of the problems affectinq the jinanu:ial
 

sector, LIAR/Banju] proposes a Non-Project Assistance grant to the GOTG
 

to assistiin undertakino the needed reforms. The particular reforms
 

expected from the program and their impact are the followinc:
 

I. Credit ceilings will be eliminated and the Central Banv will
 

control the availability of money and credit by controlling the 

monetary base. Since GCDB's current financial position is inadequale
 

and existing economic conditions would make it detrimental to economic
 

activity to move directly from one control mechanism to tne other, tne
 

proposed change will involve a temporary shift in Central Bank
 

policy. The Central Bank will temoorarily cnange from a system of
 

administratively allocating increases in bank credit ceilings to a
 

system where increases in ceilings will be tied to increases in a
 

bank's deposit base. For example, if one bank accounts for 70% of the
 

total increase in bank deposits during a quarter then it would be
 

allocated 30% of the total increase in bank credit allowed for the
 

following quarter. This intermediary period will last from two to
 

three years, long enough for GCDB to be reorganized and refinanced.
 

In addition the economic growth anticipated for that time period, by
 

increasing the demand for money and credit, will help to soak uo the
 

existing excess reserves in the system. Continued monetary and fisca:
 
restraint will also be required. Once GCDB is reoroanized and 

financially sound, the Central Bank will eliminate cr-e. ceilings ar%! 

rely on controlling the monetary base in order to co-trol the 

availability of money ana credit.
 

rhe benefits to the economy can be significant. The change to
 

deoosit-based lending should encourage savings mobilized by the formal
 

sector and, thereby, increase the overall savings rate in the economy
 

as a whole. The increased availability of savings to banks should
 
help to reduce their lending rates (real rates in The Gambia are
 

currently over 15 percent). In addition, banks should compete more
 

for borrowers, creating some downward pressure on lending rates. In
 

consequence, savings and investment in The Gambia should inurease and
 
higher levels of employment and economic growth should benefit all
 

social groups in The Gambia.
 

2. The GCDB will be privatized as this is the only viable way to
 

prevent credit from being directed for noneconomic objectives. A
 

privatized GCDB will allocate credit to credit worthy borrowers who
 

are willing to pay the highest interest rate for productive
 

investments. Until recently the GCDB was lending to achieve perceived
 

social goals and not economically justifiable ones. Credit was
 

misdirected and economic growth was impeded. Privatizing GCDB will
 

also result in greater competition in the banking sector.
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l aOditior tz) ,e C ndk i1iteo aorve - e .. }, _. a,.'9 -', n. onS 

-Ti lowin, -:n n 

Cov'en an z s 

a) 	 The GOTG agrees tO .u.ntilnueits poli'in. t"-t [[ r -- ,mn 
,*2rltial government sources. regardless o4 tie ;,jjrce 
-",rwd1ncj or *ne i.stitution through wnic.n thev are 'nace 
:.vall!acle, wil n e -a3ce at onarifet-,:Jet r-rmlr;,3 r _e= 

in terest; 

L) ne , a:ree5:jri to contLnje its Qollcv encou,aina -nge 

grtvare nar .ettn of ertilizer wLthout crreferentiai 
treatment c4 any Indl.i-jual. group. or or-n3Zt: 

co Fne G T13G ag-ees ":hat tne 0CDB Board o+ 1 recto s and tne 
-Mcancgainq DirectC ,.- I i be tree to implement av zn7ren s i, 

or-ctices o- oolicies at tne GCDB whicn tne USP[D-unoec
 
- 1i 	 i-,, -. : ?r t,: ecorninend in order to improv hei e4- ,t .,r
,D tne 3CE and 2reoare it ior Drivati.ation: 

'o. e G,_]3 r-es rnat it wi 1 revLew th e salary Structur*-e,. 

tne 'I.DB and that. oased on :nat review, Lt wi 1 1 imolement a 
new salary and beneiits structure which will make GCD8 sta4r 
salaries and benefits cometitive with the salaries and 
nene- its structures c+ comzaraole staff in the orivate sector, 
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_-terndj .re-3rc; d i;,cjai ;eserves 
t1n Million ot D)F S. 

1 5 8 1 --;6/e7 l 9E37/68 1',;68/99 19831 ,/ 9%.,j 

or-ears 81.3 41.8 :2.:. 19.3 21.7 
'94 'icai qeserves 1.4 1Q. 2?.4 16.3 27.7 5. 

_..c~ t.me , c-"e: Tr Gamola has made qcod orrarsess in Lncr.?asinq =pr
 
,-.ijta GDP under the . . 3row-van average rate of 5
:P.>come i. : 
Jercent wrierea;_ ,oouiation is growinq at over oercent. The [MF or-o ec_2 

'. to :- 4.: a +or r~e- t .reirs.",r'ne grow nerrent veer t.nre several 

National Income and Population
 
(Annual oercentage Change)
 

&.7
i785. I %6 i 87, l8 1988/69 1989,,,
 
Peal SDP - 0.3 5.4 5.5 4.6 4.5
 
'opuation -. 7..4 3.4 3.4
4 3.4 

*Projec ted
 

Scurce: F r'E=ID
 

Savings and Investment:
 

Domestic savings nave increased in The Gambia since the start o4 the 
E P. rFhis is lue in oart to the decline in deficit spending oy zne 
Government. -4lgher interest rates also had a positive impact. :SQ 
orivate sector time and savings deposits as a proxy variable for overs.l 
private savings, one notes an increase in the oropensitv to save. 
interpretation must be viewed with caution, however, as increases in
 
time and savings deposits may have come at the expense of savings in
 

other torms.
 

Domestic savings, Time and Savings Accounts
 
(In percent of GDP)
 

1983/84 1984/85 1985/86 198q6/87 1987/88 le88i8/=
 

Domestic Savings -3.8 -4.6 7.3 4.4 7.0 7.:
 

Time and Savings
 

Accounts 10.5 12.4 11.6 12.9 14.0 13.8
 

*Estimated
 

Source: IMF and Central Bank
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Domestic investment in The Gamoia shows no trend. There was a
 
tuo
significant increase in private investment in F, 1968,'89 but it I 


to tell it tnis is the s.tart o+ a trend or even if investment
eariv 

will remain at tnis higher level.
 

Investment
 

in percent o+ GDP)
 

1986/87 1987/88 198,/84*
1983/84 1984/85 1985/86 


Priate Investment 5.6 3., 5. 5.4 4 .4
 

14.1
Public Investment 11.7 16.2 10.6 14.9 


Domestic Investment 17.3 19.2 15.6 2U.7 18.5 17.9
 

1990s
D. ECONOMIC POLICIES FOR THE 


In his June 1989 budget speech to Parliament. the Minister of Finance
 

reviewed the lessons learned from previous economic policies.
 

"Regarding the challenges of the 1990's. I believe that one of
 

the major lessons of the 1980's has been that the Gambian
 

oeole have shown beyond all doubt that they can meet and
 

overzome any adversity. By mid-1985. the economy was on the
 

verge of collapse. The supply of essential commodities such as
 

rice and petroleum was irregular, our foreign debt was not
 

being serviced, the Budget was massively out of balance,
 

in+lation was accelerating. and business confidence had
 

evaporated. Buc. despite these difficulties, the Government
 

too the measures, and the Gambian people made the adiustments.
 

which were needed to address the country's problems."
 

Among the lessons learned from the 1980's, the Minister listed the
 

fli owinfg:
 

"In tandem with political freedom, economic orerators at all
 

levels must be given the freedom to take economi. decisions.
 

(The lesson, in fact, is that Government cannot effectively
 

control micro-level markets).
 

"The Government does not have a comparative advantage as a
 

business manager.
 

"A consistent set of :ncentives must be created to encourage
 

the optimal utilization of all production resources in the
 

economy.
 

"The pace of economic growth cannot be forced through
 

Government intervention that results in Budget deficits,
 

excessive credit creation, or rapid increases in foreign debt."
 



.M consultation with tne :.lterna ina erMo-,ae:"r-, : h * Ac-
Bank. the G1OTG in August 1q89 agreed on a Policy Framework ae- Ior 
FY 1989/90 - FY 1991/92. The basic macroeconomic oOjective- of tne 
1989/90-1991/92 period are as follows: (i) to acnieve an average 
annual rate of growth of real GDP of about 4.5 
percent; (ii) to
 
progressively reduce the 
rate of inflation to 5.0 percent in t99l/92;
 
(iii) to achieve a substantial reduction in the current account
 
deficit (excluding official grants) from 18.2 percent of GDP in
 
l88!89 to 13.6 percent of GDP in 1991/92, while ensurng an adecJade
 
level of imoorts; and (iv) to generate overall oaiance of 
oaymen-s 
-urmluses, averaging about :-DR 18 million. which wou3 oe -
with the elimination of all outstanding external Oavment -rIar. i.-i
 
t89/90 and tne accumulation of orficial 
reserves to the equivaient o4
 
5.1 months of imports by l9ql/92. The oasic ooints of the ZFP :ire
 
listed below.
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,ISSUES 


I. External Sector Policies
 

a.Exchange rate 


b.External borrowing 


c.Relations with external 

creditors 


2. Monetary Policy and 

financial sector reform 


OBJECTIVES AND POLICIES 


To promote efficient resource 

allocation and diversLfica-

tion of the economy, 


To reduce debt service burden 

and improve profile of exter-

nal public debt. 


Continue to improve relatiuns 

with external creditors with 

the objective of restoring 

normal debtor-creditor 

relations.
 

To minimize pressures on 

domestic prices and the 

exchange rate; to provide 

positive real returns on 

financial assets; and to 

improve efficiency of 

financial sector inter-

mediation. 


ro enhance the effectiveness 

of monetary policy, 


To pramote stability and 

long-term growth of the 

financial system. 


STRATEGIES AND MEASURES 


Maintain flexible exchange 

rate system; monitor 

evolution of interbank
 
market.
 

No contracting or guaran-

teeing by Government of
 
new external debt on
 
nonconcessLonal terms
 
I-to 5-and I-to 12-year
 
maturity ranges. Limits
 

public sector short-term
 
debt outstanding, exclud
ing trade-related credits.
 

Remain current on external 

obligations and eliminate 

all remaining external 

payments arrears
 

Continue prudent credit 

policies and maintain 

flexible interest rate 

policy, 


Move to a system of in-

direct liquidity control
 
by targeting the growth
 
of net domestic assets of
 
COG. 

Disengage the COG gradually 

from commercial banking
 

activities.
 

Implement action program 

for rehabilitation of the 

GCOB, prepared on the 

basis of diagnostic study 

completed inJune 1988. 


PHASING AND IMPLEMENTATION
 

Over the ESAF
 
program period 88-91
 

Over the program perioo.
 

Elimination of all external
 
payments arrears by end-June
 
1990.
 

During the program period,
 
continue tender system for
 
treasury bills and offer an
 
adequate supply of treasury
 
bills and government
 
securities, including those
 
of medium-term maturities and
 
smaller denominations.
 

Over the program period.
 

Over the program period.
 

A new Managing Director to be
 
appointed by end-November
 
1989. Assessment of GCDBs
 
performance to be completed
 
by end-February 1990.
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ISSUES 


3. Fiscal policy
 

a.Revenue 


b.Expenditure 


4. Public SectorManqmt 


OBJECTIVES AND POLICIES STRATE61ES AND MEASURES 


To improve efficiency intax Application of sales tax 

administration and enhance to fuel purchases by GPTC
 
revenue collection, and GCU.
 

Adjustment of the sales 

tax on international tour
 
packages with effect from
 
the 1990/91 tourist season
 
to 10 percent.
 

Minimize revenue leakages 

from the misclassification
 
of imports as duty-free
 
items.
 

Application of import 

duties to fuel purchases 

by 6PTC and GUC. 


Adjustment of import 

duties on selected items.
 

To eliminate current trans-
 Eliminate subsidies to 

fers to the public enter- the GPMB.
 
prises
 

To increase the contri- Implement three-year 

bution of public investment rolling public investment
 
to Development. program.
 

Adopt public investment 


program for 1990/91-1992/93.
 

To facilitate achievement of Prepare a medium-term 

expenditure priorities inin public expenditure program.
 
efficient and effective
 
manner.
 

To improve efficiency inthe Develop and implement a 

provision of government performance-based staff
 
services and promote the appraisal system.
 
efficient use of human and
 
financial resources.
 

Exercise wage restraint. 


PHASIN6 AND IMPLEMENTATION
 

As of 1989/90 fiscal year,
 

By end-May 1990.
 

Over the program period.
 

As of 1989/90; for GUC
 
phased implementation over
 
four-year period.
 

As of 1989/90 fiscal year,
 

As of 1989/90 fiscal year.
 

Over the program period.
 

By end-May 1990.
 

Over the program period.
 

During 1989/90 fiscal year.
 

No increases during 1989/90
 
inpersonal emoluments.
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ISSUES 


5. Public Enterprise Reform
 

a.Rationalization/divesture 

policy 


b.Performance contracts 


OBJECTIVES AND POLICIES 


To reduce the scope of 

government financial and 

managerial involvement in 

commercially oriented 

ventures. 


To improve the financial 

position of the 6PMB and to 

streamline its operations. 


To improve efficiency of 

public enterprises. 


STRATEGIES AND MEASURES 


No creation of net new 


posts and restrictions an
 
filling of vacant posts.
 

Offer for purchase by the 

public all Government-owned
 
shares of the Gambia Natio
nal Insurance Company, the
 
Dockyard, and the Kotu
 
Mechanical Workshop.
 

Close GPMB's subsidiary 

company inLondon (GPMC)
 
and offer for sale its
 
office building.
 

Offer for sale GPMB's 

holdings inCitro Products
 
Gambia Limited, GCDB, and
 
NTC. 
Offer for sale GPMB's two 

rice mills and its cotton
 
ginnery.
 

Review performance of the 

GPMS against second-year
 
targets inthe performance
 
contract. Sign third-year
 
performance contract.
 

Sign performance contracts 

GANTEL, SSHFC, and GPTC. 


Undertake study to deter-

mine future role and 

ownership of the Livestock
 
Marketing Board (LMB).
 

PHASING AND [MPLEMENYATION
 

Over the program period.
 

By December 1989.
 

By end-December 1989.
 

By end-March 1990.
 

By end-March 1990.
 

By February 1990.
 

By December 1989 for GPTC
 
and SSHFC. By February
 
1990 for GAMIEL.
 

Study to start by
 
December 1989.
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ISSUES 


6. Agricultural Policy
 

a.Produce and input 

marketing and prices 


b.Groundnut pricing 


c.Groundnut export tax 


d.Groundnut processing ano 

marketing 


OBJECTIVES AND POLICIES 


To stLiulate production and 

exports and to improve 

efficiency inproduce 

marketing and input supply. 


To achieve efficient 


production, 


To promote further gains to 

farmers and provide addi-

tional incentives.
 

To improve efficiency and 

encourage competition inthe 

operations of the GPMB, GCU, 

and 6AT. 


STRATEGIES AND MEASuRES 


Maintain liberalized 

policies with respect
 
to cereals pricing,
 
marketing and trade, and
 
supply and distribution
 
of seeds, fertilizers,
 
and other inputs.
 

Maintain policy of not 

subsidizing seeds,
 
fertilizers, and other
 
inputs.
 

Increase the role of pri-

vate sector and allow
 
prices to reflect market
 

conditions.
 

Implement action program 

for agricultural diver
sification.
 

Allow the 6PMB flexibility 


indetermining its own
 
purchase price of ground
nuts inline with world
 
market prices and costs.
 

Suspend export tax on 

groundnuts.
 

Monitor and adopt remedial 

actions to ensure adherence
 
by the GPMI to performance
 
contract.
 

Continue implementation of 

action program for res
tructuring of the 6CU to
 
ensure its financial
 
viability.
 

PHASIN6 AND IMPLEMENTATION
 

Over the program period.
 

Over the program period.
 

Over the program period.
 

Over the program period.
 

Over the program period.
 

As of 1989/90 fiscal year.
 

Over the program period.
 

Over the program period.
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ISSUES 


7. Other Sectoral Policies
 

a.Industry 


b.Fisheries 


c.Tourism 


d.Health 


e.Education 


f.Environment 


OBJECTIVES AND POLICIES STRATEGIES AND MEASURES 


Prepare and implement 

medium-term action pro
gram for promotion of
 
GPMB's and GCU's opera
tions on commercial basis.
 

To encourage private invest- Prepare a program of 

ment inindustry, especially administrative action and
 
inexport activities. investment promotion for
 

the full utilization of the
 
Kanifing Industrial Estate,
 
including review of land
 

allocation and tenure, and
 
access to public utilities.
 

Encourage term-lending from 

banking system.
 

To stimulate private invest- Implement fishery resource 

ment and increase exports, management program.
 
while preserving fishery
 
resources.
 

To promote tourism. 	 Implement a tourism deve-

lopment strategy, includ
ing a program of adminis
trative action to promote
 

the full utilization of
 
tourism development area,
 
including review of land
 
allocation and tenure and
 
access to public utilities.
 

To improve health care system 	Expand the current health 

and control population growth. care and family planning
 

services inaccordance with
 
the public expenditure
 
program.
 

To expand and enhance the 	 Implement education policy 

quality of education, 	 reforms inaccordance with
 

the priorities established
 
inthe public expenditure
 
program.
 

To improve environment in 	 Prepare a comprehensive 

order to sustain long-term 	 review of environmental 

economic growth. 	 issues and action program 


for environmental improve
ment.
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PHASING AND IMPLEMENTATION
 

Over the program period.
 

By December 1989.
 

Over the program period.
 

Over the program period.
 

Over the program period.
 

Over the program period.
 

Over the program period.
 

To be completed by March
 
1990 and implemented over.
 
the program period.
 



"s Qart of tthe Etructural '
ajustmenc Credit Proaram 
 (AL III
negotiated Oetween 
the World Bank and 
the GOFG. the tolloiwng is a
 summary of the program as it relates 
to the GCDB:
 

ISSUES 
 OBJECTIVES AND POLICIES 
 STRATEGIES AND MEASURES 


c.Restructuring of The Gambia Commercial and Development Bank (GCDB)
 

To restore GCDBs financial 

health, which iscrucial to 

the stability of the finan-

cLal system and the 

day-to-day operations of the 

economy as well as its 

longer term diversification 

and growth. 


Interim financial restruc-

turing undertaken ending 

recommendations of a 

comprehensive diagnostic 

study. Interim measures 

included: (1)a ten-fold 

increase inthe GCOB's 

authorizea capital from 05 

to 050 million; (ii)the 

opening of its snare capital 

to prospective foreign 

institutions and prLvate 

domestic investors; 

(iii) conversion of an out-

standing IDA credit equiva-

lent to 06.4 million into 

government equity inthe 

6C0B; (iv)conversion of 035 

million of loans and advances 

from the COG into a long-term 

interest-free subordinated 

loan; (v)establishment of a 

Managed Fund into which some
 
D73 million of government
guaranteed loans extended by
 
the CDOB
have been trans
ferred, for subsequent
 
collection by the GCDB on
 
6overnment's behalf on a
 
commission basis.
 

implement comorenensive 

action program for rehabi-

litation of GCOB. oreoared 

on the basis of diagnostic 

study completed inJune 

1988. Managerial and 

operational measures will 

oreceae further inancial 

restructuring, Government 

has already replaced the 

the GCDBs Board of 

Directors and a new 

Managing Director isbeing 

recruited, 


PHASING AND IMPLEMENTATION
 

;urther managerial ano coera
tional measures wil e impie
mented inline with action
 
program reviewed and agreeo
 
with IOA, Credit recovery
 
under the Managed ;und and
 
collection uf otner non-oer
forming loans will oe itole
mented resoecting tne schedule
 
for recovery and targets
 
under the action orogram.
 
Decisions regardLng turtner
 
financial restructuring will
 
await an assessment of the
 
impact of the above measures
 
on the bank's periormance,
 
Assessment reoort Will Oe
 
completed by end-Fearuary
 
1990. Implementation 0t
 
actions agreed with [DA a
 
CONDITION OF SECOND TRANCHE
 
RELEASE.
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-~~ Z~~c2-M _mmrt-.eq I:, im r:am e-n- _'3e -3t-a 1 s i remaining unoer its cin~ro!. eo~ma-ce ctn ~c:s are L
effect for GFMB, GUC, 
and GPA. These contracts clari-v
 
enterprise/Government responsibilities and 
Provide incentives for
 
improved performance. Performance contracts will 
be drafted for an

additional three parastatals in the FY 1989-90 
(GPTC. Gamtel, and
 
SSHFC). No subsidies will 
be orovidEd to any oarastatal this 4iscal
 
year and parastatals will 
no longer de required to set uneconomical
 
orices or pursue non-commercial objectives.
 

rhe orivatization activities accomolisned 
to date are summarized Ln 
tne table below. As can be seen the GOTG nas already divested a 
numoer of enterprises, has several currently uo fcr sale. and 'as 
stated plans to privatize others, including GFMB 
and GCDB.
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Government Privatization
 
Non-Financial PEs Ownership Major Activities Activities
 

I. Gambia Utilities Corporation 
(GUC), 1972. 

100 

2. Gambia Port Authority (GPA) 
1972 

100 

3. Gambia Produce Marketing 

Board (GPMB), 1973. 

100 

4. National Trading Corporation 
(NTC) 1974 

100 

5. Gambia Public Transport Corp. 
(6PTC), 1976 

100 

6. Livestock Marketing Board 

(LMB), 1978 
100 

- Utility for water, 

electricity and sewerage. 


Operating under perfromance 

contract with GOTG. 


- cargo handling 

operations, dockyard, and 

ferry services. Operating 


under performance contract 


with 60T6.
 

- monopoly for marketing/export 


of groundnut products; also 


imports/distributes rice, 


fertilizer and farm inputs; 

includes wholly-owned subsidiary 


Gambia River Transportation 

(GRT) for river transportation 

of farm inputs and groundnuts. 

Operating under performance 


contract with 60T6. Has or 

had holdings ina number of 


enterprises including GCDB, 

Old Atlantic Hotel, citro-

products, NTC, rice mills and 


cotton ginnery.
 

- wholesale and retail 

of selected commodities in 


short supply (e.g. cement, 

pharmaceuticals, building 


materials); jointly owned 


by 60T6 (42%), 6PMB (241), 

6CU (10%), SSHFC (15%),
 

and private shareholders (9%).
 

- public bus service; 


also includes tour 


operation subsidiary 

(Gamtours, formally Wing Afric).
 
To be operated under a
 
performance contract with
 

60T6 starting inJanuary 1989.
 

- domestic and export 


marketing of livestock 

products, 


Cooking gas retailing
 
privatized in 1987 by placement
 

with one firm but other firms
 
have entered into competition
 
with it. 

Ferry services set up as
 
separate subsidiary to be
 
privatized in 1990. Dockyard
 

to be privatized.
 

Subsidiary marketing company,
 

6PMC, based inLondon will be
 
closed down on 30 November
 

1989. Real estate holdings
 
and construction department
 

have been privatized through
 
private placement. Rice mills
 
and cotton ginnery to be
 
privatized beginning December
 
1989. Holdings inCitroproducts,
 
GCDB, and NTC will be sold by
 

March 1990. Divestment of
 
decorticating plant and oil mill
 
isplanned for ;93-94.
 

Public offering of shares owned
 
by the GOTG since July 1988 but
 

only 9% of shares already sold.
 
The offering price isbeing reeva

luated with a view to making
 

them more saleable.
 

Gamtours, a subsidiary of GPTC, was
 
privatized through a management
 

buyout.
 

Study to be undertaken by
 
end of 1989 to determine
 
ifitshould be privatized.
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Non-Financial PEs 


Wholly-Owned
 

7. Old Atlantic Hotel, 1950 


8. Citroproducts, 1983' 


9. Gaitel, 1984 


10. 	Kotu Workshop, 1986 


II.Brikama, 1987, and Pakalinding 

Ice Plants, 1989 


12. 	Fish Processing and Marketing 

Corporation (FPMC), 1988. 

Reorganized and recapita-

lized Fish Marketing Corpora-

tion (FMC), 1970, a former
 
joint venture with a
 
Japanese Co.
 

13, 	Kanifing Brick Plant 

1970s 


14. 	Abuko Feedmill and Hatchery 

1980 


15. 	Atlantic Hotel 

1979 


16. 	Nyambai Sawmill 


Government 

Ownersnip 


t00 


100 


100 


100 


100 


100 


10 


10 


10 


100 


Major Activities 


-Hotel, was asset of GPMB, 

recently used for housing 


Senegalese soldiers.
 

- owned by four PEs: 

GNIC (16%), SSHFC (13%), 

GPMB (26%), GCOB (45%) 


- domestic and international
 
telecommunications. To be
 
operated under a performance
 
contract with 60TG starting in
 
April 1990, jointly owned by
 
GOT6 (901) and GNIC (101).
 

- Vehicle Repair 


- Coldstore - Ice making to 

support artisanal fishing 


- Integrated Fisheries Company 


- Red brick making 


- Chickenfeed and Hatchery 


- Wholly-owned; managed 

under contract by 

Copthorne Hotels Ltd.
 

- Sawn timber, logs. 


Privatization
 
Activities
 

Privatized through private
 
placement.
 

GPMB's share to be sold
 
by March 1990 and other PEs
 
shares are intended to be
 
offered to the private sector
 
shortly thereafter.
 

To be offered for sale by
 

end 	of 1989
 

Privatized through lease
 
with options to purchase,
 
in1989.
 

Privatized through sale to
 
private firm with some assets
 
being sold to other private
 
investors.
 

Privatized through sale
 
to a private firm, 1990.
 

Feedmill sold to one group
 
and hatchery to another, 1990.
 

Leased to International
 
Hotel Chain 1987
 

Privatized through sale to
 

a private firm.
 

- 25 



Government Privatization
 
Non-Financial PEs Ownership Major Activities Activities
 

Partly-Owned
 

1. CFAO, 1910 10 

2. Gambia Airways$ 
(0641 

60 

3. African Hotels 

(Sunwing), 1970 

33 

4. Seagull Coldstores, 1973 49 

5. Banjul Breweries 
1917 

9 

6. Senegambia Beach Hotel 
1981 

7. Kombo Beach Hotel, 1902 

60 

20 

0. Gamtan, 1904 40 

- Supermarket, Frenrh Chain 


- airline ticketing, ground
 
handling; jointly owned with
 

British Caledonia Airways (40%)
 
now British Airways (BA).
 

- was jointly owned by the 


Government (33Z), Commowealth 


Development Corp. (25%) and 

Vingresor (421).
 

- fish processing, freezing and 

storage; jointly owned with 


Mankoadze Fisheries (Ghana)
 

- production of beer and soft 

drinks for domestic/export 


sales; jointly owned by two
 
German firms (69Z), the
 
EiIR OP@fOlVelopment
 
Corporation (i0%), the
 
German Development Company
 

(121) and the Gambia
 

Government (9%).
 

- jointly owned by Governemnt 

(60%) and Selmer Sande a 

Norwegian fire (401 each). 


- jointly owned by the 


Government (20%), Gambian 

investors (30%), Swedish 


investors (331), and Novotel 


(17Z).
 

- processing of hides and skins
 

for export; jointly owned by a
 
PE (Livestock Marketing
 

Board: 401) and a Belgian
 
firm, (ICV 601).
 

Privatized through sale
 

of shares to public
 

in 1987.
 

All shares, sold including
 

COC to Vingressor,
 

a private firm, 1990.
 

Divestment negotiations
 
ongoing for an employee buyout
 

Shares offered to public
 
in 1989, but not yet sold.
 

Selmer Sande will take over a
 
controlling interest (55%) and
 
GOTG (45Z) in 1990.
 

Financial restructuring
 

is taking place. When
 
completed a decision will
 
be made on privatization.
 

'Note: Gambia Air Shuttle is a privately held company which leases one plane and provides air transport services to Dakar, Las
 
Paimas, Bamako, and Bissau. Itshould not be confused with Gambia Airways.
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Government Privatization 

Non-Financial PEs Ownership Major Activities Activities 

Partly-Owned 

9. Scangambia, 1986 9 - Shrimp farming, jointly owned Governments share incompany 
by the Govt (9%), Gambian isdecreasing because of 
Investors (24%), S.G. Holdings, company's sale of more stock 

a Norwegian firm (521) and to Gambian investors. G0TG 

others (151). intends to divest its shares. 
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Financial PEs 


Wholly-Owned
 

I. Gambia Commercial and 

Development Bank (GCDB) 

I972 


2. Gambia National Insurance 

Corp. (GNIC), 1979 


3. Social Security Housing 

and Finance Corp. (SSHFC) 

1981 


4. Agricultural Development 


Bank, I181 


5. Postal Savings Bank 


Partly-Owned
 

I. Standard Charter Bank 

1906 


Government 

Ownersnio 


100 


100 


100 


100 


100 


15 


Major 4::ivitles 


- Commercial banking. 

GCDB snares are neld by 

the Government (501), 

GPMB i2b~i and GCU (22%). 


- Provioes life, motor, fire 

and gerera! insurance; 


- Adminvsters the pension fund
 
for PEs and a pension fund for
 
private companies; also finances
 
and aoeinisters low-income
 
housing. To be operated under
 

a perfo,:ance contract with GOTG
 

starting inDecember 1989.
 

- Speciailzed credit for 


agriculture 


- Small savers program
 

- Commercial Banking, British 


Privatlzatlon
 
Activities
 

To be privatized after
 
restructuring o commercial
 
and development banking
 
functions.
 

To be privatized by Dec. 1989;
 
enabling act repealed in
 
Octooer 1989,
 

Ceased operation. Under
 
liouiditation by Central Bank.
 

Privatized through sale of shares
 
to public in1988. Shares initially
 
offered in!q87.
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The G6]G has encountered some problems in privatiz... tirmE. 
In the c:,r-. anies tor saleOriginally it was planned to o+fer snares 

to the public. In some cases, investors were not i:'-thcorinQ anJ a
 

number of possible reasons for a lack of interest ha.,e been otIered.
 

The reasons include: (1) too hlgh a valuation on tre shares; (_, lack
 

of knowledge in managing such an enterorise; (3) an inanility to
 

ensure managerial control o+ the enterprise; and k4 a lac- of
 

trnanc irin. A number of interesting solutions have :%en Lound
 

iricilldif g a management buyout, direct placement wit1%7 tors a-iu a 

oossible emEioyee buyout. Based on the prooress to OAR/Banjul
Aate. 


does not doubt the GOTG's stated intention to conti-je with its
 

privatization program and to increase the degree o; competition in
 

markets, some of which are at present virtually morzoolized (e.c.
 

commercial banks).
 

Ill. THE FINANCIAL SECTOR
 

Ihe Gambia's financial sector is relatively undeveicoed (for
 

bact:ground, see Annex D). The number of outlets for savings is
 

restricted and financial institutions have not beer effective in
 

mobilizing and intermediating credit. Although a network of informal
 

credit exists in rural areas, the cost of financing agricultural
 

inputs and crop purchase is high and its availabilivy is limitec. At
 

the start of the ERP, public sector +inancial institutions were all
 

in grave difficulties. Their problems arose in part from adverse
 

external circumstances but were mainly due to mismaragement,
 

political interference, and conflicts of interest. In addition the
 

Central Bank had serious c)roblems. It had a large -.olume of
 

non-performing claims on GCDB and GPMB. Because the debtors were
 

government agencies, these Central Bank assets were claims on tre
 

Government. Lending to GCU. through using GCDB as an intermediary,
 

and GPMB were in effect inadvertent open market operations whicn
 

generated bink reserves. Finally the Central Bank s.;fereo fro

serious management weaknesses, as a result of whicn it was unable to
 

deal effectively with the problems that were proliteratiriq throughout
 

the financial system.
 

A. MONETARY POLICY
 

Befc-e independence in 19b5. The Gambia was a member of the West
 

African Currency Board (WACB). This Board was estanlished in 1I12 to 

serve the five British colonies of Nigeria, Gold Coast (Ghana), 

Sierra Leone, Cameroon, and The Gambia. Its function was to provide 

a formal mechanism for exchanging sterling for West African pounds. 

Its assets were backed 1(10 percent by sterling, it nad no regulatory 

powers, and it was not authorized to provide finance to its various 

member governments. 

Since Nigeria withdrew from the WACB in 1957, Ghana in 1959, Cameroon
 

in 1962. and Sierra Leone in 1963, the WACB was dissolved. The
 

Gambia in June 1964 established the Gambia Currency Board tGCB). The
 

money supply was tied strictly to the balance of payments (through
 

the level of external reserves) and both the government and the
 

private sector had limited access to credit from tne monetary
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)-ices. and a sound ir'anclal

iU!,norlty. Monetary stability. sft)Le 


structure were the B0ard'J orimarv objectives. From 1364 to 1:71,
 

annual real GDP grew by 5.4 percent and prices increased annually by
 

dn average of 1.9 percent.
 

The principal
In 1971 The Gambia established its Central Bank. 


to promote economic deve]nr)ment through a +]e-ible 

approach to the availability o+ mcney ard. credlt. Aiso I- 1971 the 

dala-_i was introduced and the use of the ,:ambian pound was 

the GOTG 	s st-ated goals were monetar-,
 

reason was 


discontinued. Initially 


stability and fiscal discipline. out tnese goals soon came in
 

of promoting econcmic development. From 1971
conflict with the goal 


to 
1975 annual real GDP growth increased to 9.2 percent Out s- rual
 

also picked up to 6.7 percent.
inflation 


Apparentlv the GOTG was not satisfied wi: the rate o economic 

growth and thought a more interventionist approach was called for. 

Gambia s first five-year development plan began in 1975 and was
 

foilowed 	by a second five-year plan in 1981. These two plans
 

for an ambitious program of new projects .nd institutions
provided 

and exoanded activities of existing institutions. Most parastatals
 

were e1stablished during this perioc. Monetary policy was directed at
 

reauired 4or acnieving the plans
urovildina whatever finance was 

income
objectives and at providing cheao credit to try to achieve 


distribution objectives. Domestic credit increased at an aver-ane
 

annual rate of 50 percent from 1975 through 1983 The outcome was a
 

inflation,
deterioration in the balance of payments, high and risina 


increased indebtedness to external creditors, devaluation of tne
 

dalasi, and ultimately a retrenchment of the development effort.
 

From 1975 to 1985. annual real GDP growth fell to 2.2 oercent -nd
 

annual in+lation accelerated to 12.1 percent.
 

In June 1985. tne GOTG designed the EPP. The macroeronomic results
 

this PAAD. I'ie sneci41c
were summarized in the previous section cf 


policy reforms having the greatest impact on the +inancial sector
 

were: ti) the floating of the foreion e-.change rate t~lrough the
 

introdijction o+ an interbank market for Zoreign 	exchange: (-) the
 

the enforcement of
elimination of controls on interest rates: (3) 


overall credit ceilings for the banking system as a whole, and (4)
 

fiscal discipline.
the establishment ano maintenance of 


B. THE INTERBANK MARKET FOR FOREIGN EXCHANGE
 

There are three commercial banks licensed to operate in Ine Gambi.a
 

and they participate in the interoank market for foreign exchange
 

which became operational January 20. 1966. The CBG conducts the
 

interbank trading session every Friday. At these sessions the three
 

commercial banks and the CBG have a formal opportunity to nu', and
 

sell foreign exchange among themselves. Banks are required to offer
 

their foreign exchange holdings in excess of their working balance
 

limits (as prescribed by the Central Bank). However, banks sell most
 

of their foreign exchange holdings to their own customers and to the
 

Central Bank in the days preceeding the formal session. It is
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estimated tv one canker that on' v acout five percent ot a.1 ooreLqn 
are -anoleo at the tormal sessiofns. =ecause
exchange transactions 


the pound sterling has traditional cjeen the currency trie 03ai was
 

linked to. it is used to express the fixing rate, which is the
 

reference point for all official valuations ki.e. customs auty
 

assessment) until the next trading session. The Dalasi is ived tor
 

administrative purposes to tne pound sterlino +or the en-.igI wee .
 

but the rate still fluctuate- on a daily basis toth at trtc ane-s and
 

for actuali qovernment transac-tions. the rate C+ e>chne i.
 

negotiale for each commercial transaction, i.e.. it is set by market
 

forces. The value of the Dalasi in terms of currencies otner than
 

the pou*nd sterling is based on cross rates in the Lonon it-erDank
 
market. but takes note o4 the special features of the loc3' t-adina
 

circumstances prevailing at tne time.
 

At present in The Gambia a crivate party can acquire foreign exchanae
 

with dalasis: (i) through a commercial bank; tii) on a sec.cndarv
 

(i.e. parallel) market which operates in most instances as a
 

convenience market; or (iii) by purchasing foreign currency trom
 

traders associated with the re-export market. The parallel market
 

now appears to operate primarily as a convenience market. given that
 

(i) there are comparatively tew Dank offices; (ii) most uanK o tices
 

are not open during the entire business day nor over" weekends- and
 

(iii) the tourist hotels tend to may somewhat less than tr-e going
 

interbank rate. The exchange control act prohibiting the carallel
 

market is not enforced by administrative order. However. en-orcement
 

of the act can be restored at the discretion of the Central Bank.
 

i[he interbank market operates -reeiy but in a very rircumscribed
 

environment. Fiscal and monetary policies have a major ir-luence on 

the market. Other important legal and regulatory influences on the 

market are that the commercial oanks must sell in the inte,-oar . 

market end-week toreign excnange malanices in excess o c -.aclisred 

working balance limits, and that foreign currency excorT t-3rnings of 

state agencies must be repatriated ano sold in the mare'. ,small 

foreign exchange working balances may me held abroad ov criv two 
parastatals, GPMB and Gamtei). 

The flexibie excnange rate system has had a major impact on economic
 

performance and has contributed to economic efficiency in all sectors
 

by reducing imbalances between the demand for and supply o0 toreign
 
exchange, and providing a clear measure of its real scarcity value as
 

a guide to appropriate pricing decisions. Increased costs due to a
 

depreciation of the dalasi are being passed on to consumers in the
 

form of increased prices for gasoline, public utility rates, and bus
 

transport fares. Events which would. hetherto. have adversely
 

affected the availability o- foreign exchange will now affect its
 

price. The differential between the interbank and parallel market
 

rates remains insignificant. During the year ending in March 1989. a
 

total of D804.7 million of foreign exchange was traded in the
 

interbank market. The previous year D517.3 million was traded and in
 

the first year of the interbank market only D287 million was traded.
 

The Central Bank was a net buyer over Lime. It increased its
 

holdings o+ foreign exchange by D50 million last year compared with
 

an increase of D115 million in the previous year.
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Prior to the ERP. interest rates were administratively determined by
 

the Central Ban:. In 1984. for example. the savings rate was 8
 

time deposit rates ranged from 7.5 - 14 percent, lending
percent. 

percent.
rates in agriculture were 9-10 percent and in trade 15-18 


In September 1985. interest rates were raised by an average of 7
 

percentage points. and ceilinas on commercial bank deposit and
 

ler:.Incl rates were abolished. In July 1986. a tender svstem was
 

and since that date many interest rates
introduced tor treasury bills 


are tied to fluctuations in the treasury bill 
rate.
 

to the
On :i biweekly basis, 9C) day treasury bills are offered 

puCilc. The minimum purchase was originally D100.000 but it was 

in order to encourage greaterrecently reduced to D5,00.) 

In June 1989, D150 million in
part:cipation by small investors. 


banks holding about
treasiu bills were outstanding, 	with commercial 


Bank sets the bank rate at two
7C) cercent of them. The Central 


below the treasury bill rate. the rediscount rate
Qer(.eritaLe points 

it, and the minimum rate on savings
at one percentage point above 


depJsits and three-month time deposits at three percentage points
 

are iree to set their +inal lending rates to clients
below it. Banis 


and the level of their commissions.
 

In tact the GOTG does not need the funds raised by the issuance of
 

treasury bills. The funds so raised are used to reduce the
 

Central Bank. As a
Goverri,,,ent's dependence on borrowings from the 


result. the interest costs associated with the treasury bills have
 

three reasons,
placed an increased burden on the budget. There are 


sense for the GOTG to borrow in this manner.
however. why it makes 

the ban s


First, a bank s purchase ot a treasury bill Is outside of 


bills.
creoit ceiling. Without the alternative of buying treasury 


to accept savings or time deposits in
ban-s wouild have no incentive 

them to lend .ut. Second.
excess' of what their credit ceiling allows 


as option for investors helps
the availability o+ treasury bills an 


exchange controls
to stem capital flight. The virtual absence of 


for an individual or institution to invest
 mares it fairly easy 


abroad if they so desire. [hird. the issuance of treasury bills,
 

resulting in a reduction of 	GOTG borrowings from the Central Bank.
 

the banking system and prevents excess
 mops up excess liquidity in 


money creation. Borrowing through the issuance of tr~asurv bills has
 

advantage of not increasing bank reserves and, consequently, less
the 


monetary impact.
 

high in The Gambia.
Some observers consider interest rates to be too 


However. the rates reflect the availability of credit and the demand
 

for it. hence its scarcity value. Since investors have the option of
 

rates must reflect those abroad plus a
investing abroad, domestic 


premium for exchange risk. Given the historical ties to the U.K.,
 

the London market, where short-term interest rates are 15 percent.
 

turn to. Viewed from
the primary alternative market that investors 

17.5 percent
that perspective, a treasury bill rate in The Gambia of 
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not out o4 line with world narkets. The nigh rate, by encourar4nqis 
investors tc save. soa s up IlQuiJi1tv and d--t- a' a retrdiiit rOit 

spending. This nelps to curD imports and, consequerntlv. underDin 

rate can only be reduced nythe floating excnange rate system. The 


reducing government expenditures. increasing government reveiiue,
 

or a reduction in parastatai investment.
increasing private savings, 


Poiicle relating to these measures are Dart o the Polic.v Framewor 

Paper kPF-P, worked out between the GOT3, the World Ba,,k. and the 

I NF. ie wwas described earlier in this PAA. 
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L'. l-ANCIAL SECTOR CRITERIA FOR ;5SESSING THE NEEED AND 

PROSPECTS FOR FINANCIAL SECTOR REFORM 

In a previous section of this PAAD. 3 review of The Gambia's 

macroeconomic oerformance was presented as it related to criteria for 

assessing the need and prospects +or financ:.al sector reform. This 

section reviews t.he criteria relating to tne +inancial sector itself. 

E.tent of Sector Owner-hap c the ,inancial Sector-ublic 

There are fuur government owned iinarncial institutions in The Gamoia 

(GCDB. GNI'C. SS-HFC and Postal Savincs Bank). one quasi-government 

managed institution (GCU). and one Wnich is oeing liquidated 

tAoriculturat Development Bank). All are described elsewhere in this 

P "A D. 

Public Sector Share o+ Domestic Crent 

Eoth the Central Bank and commercial banlfs extend credit to tole 

acvernment. oarastatals. and the urivate sector. The Central Bank 

intends to witlhdraw from providing credit to parastat~als and tne 

urivate sector, except for the provision ot credit to finance the 

GPMB s groundnut seasonal purchase. As can be seen in the tanie 

oelow, the Central Bank reduced its overall provision o+ credit by b. 

percent since the beginning of 1985. ine Government in particular

ha .- paid off almost all of its debt to the Central Bank and public 

entities have reduced Lneir debt bv 3d percent. The GOTG nas in -act 

a net creditor position with the Central Bank since its deposits 

outweigh its oorrowings by D 224 mIllion. 

Commercial banks, on the other hano. have increaseo their overall 

extension of credit by 40 percent. In oarticular they increased 

their noloings government primarily treasury 0jiis,of securities, OV 

210 percent. This is in response to the credit ceilings inpose'i on 

rarks and the 4act that bank investments in treasury bills are 

outside ot their credit ceilings. Over the time period shown. 

to 50commercial banks increased their credit the private sector by 

percent and to public entities by only 22 percent. Since the start 

ct the ERP. the overall composition of credit in the economy has 

shiiterl awav +om the Government and parastatais and towards the 

In 1985, accounted for 7.private sector. March the private sector 

percent o+ total credit extended ov the Lentral Bank and commercial 

oanks combined, and in June 1989 aczounted for 47 percent. 
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Central Bank Claims on Commercial Banks Loans and Investments 

(Inthousands of Dilasisi 

Public Private Public Private 
Government Entities Sector Total Gov't Securities Entities Sector Total 

1985 Mar 87,752 120,794 1,512 210,058 36,460 47,109 146,365 229,934 

June 85,353 110,483 1,546 197,382 36,260 53,499 145,126 234,885 

Sept 126,253 111,900 1,595 239,748 36,260 51,297 150,010 i7,567 

Dec 136,688 113,400 1,567 251,655 37,260 51,542 199,212 288,014 

1986 Mar 116,188 157,651 1,582 275,421 37,260 66,556 166,587 270,403 

June 99,149 136,888 1,597 237,684 39,130 64,826 181,916 285,872 

Sept 131,640 95,082 1,639 228,361 39,130 61,241 186,396 286,767 

Dec 24,226 109,003 1,683 134,912 57,410 95,788 192,331 345,529 

1987 Mar 90,108 174,483 1,736 266,327 69,246 59,698 167,302 296,246 

June 114,162 179,996 2,071 296,229 58,350 37,909 172,155 268,414 

Sept 98,504 102,483 2,527 203,514 60,400 35,336 180,311 276,047 

Dec 86,280 46,856 2,639 137,775 71,780 48,422 184,133 304,335 

1988 Mar 93,275 98,113 2,676 194,064 84,650 61,802 186,405 332,857 

June 44,989 55,955 2,751 103,695 100,121 45,490 189,868 335,483 

Sept 31,380 46,282 2,762 80,424 87,000 48,300 197,250 332,550 

Dec 35,607 43,730 2,976 90,304 83,055 61,056 208,521 352,632 

1989 Mar 34,298 73,508 4,325 112,131 114,500 55,066 221,763 391,329 

June 3,433 75,144 5,540 84,177 113,310 57,402 218,998 389,710 
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Real Deposit__Rate _ and eie L C-_a es 

in ri Gaiia tlavereirterest ratesbLnce the start o+ the EFP. r c3. 

been positive. The Government is not intervening in oroer to either 

raise or- lower interest rates. -ome well estdblsned tirms. torrow 

outside of ]he Gambia where interest rates are lower but tney carry 

Investors hale the alternative o+ placirin theirtne exchange risk. 
do so. znev alsi carr. an exchangetunOs abroad. When they rate 

rates ,n I he Gambia is, snownrisk. Ihe structure o4 nominal interest 
with t! .- currentin the table which folowis. Thev £nould Oe comoared 

trc orolec:td aecline to o.5 over thein+lation rate of 8 percent and 
rate-, of '4 percent refer to oldcomiiQ year. N.tp Pnat the low :oari 

term loans that were made when interest rates were much lower in The 

are -it the uDoer l:mit shown.Gamoia. Current loan rates 
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Structure of Interest Rates, 1984 - 1989
 

(inpercent per annum, at end of period)
 

Commercial Banks 1984 1985 1986 1987 1988 1989 

Lending Rates 
Agriculture 
Manufacturing 
Building 
Trading 
Tourism 
Other 

9-10 
lI-16 
9-18 
15-18 
11-19 
11-19 

10-27 
15-30 
9-27 
1B-27 
15-27 
15-27 

10-24 
11-30 
9-27 
18-30 
25-27 

9 

9-22 
11-28 
11-28 
9-28 
9-29 
9-29 

9-22 
11-28.5 
11-28.5 
9-28.5 
9-29 
9-29 

9-22 
11-26 
9-26 
9-26.5 
9-29 
9-29 

Deposit Rates 
Short-Term De

posit Account 
Savings Bank A/C 

6-12.0 
7-10-5 

6.12 
15 

12-15 
18 

12-13 
15 

9.5-10.5 
12.5-15 

9.5-10.5 
12.5 

Time Deposits 

Three Months 
Six months 
Nine months 
Twelve Months 

7.5-10.5 
9-12.5 
10-13 
13.5-14.5 

15-1L.5 
15-16 
15-16.5 

17 

18 
18-19 
18-19.5 

19 

15 
15-15.5 

16 
16-17 

12.5-15 
12.5-13.5 
13.5-14.5 
13.5-19 

12.5 
12.5-13.5 
13.5-15.5 
13.5-15.5 

Post Office Savings Bank 

Savings Deposits 8 a 15 15 12.5-15 12.5-15 

Government 
Treasury Bills 

Central Bank 

a 15 19 20 17 17 

Discount Rate on 
Commercial Paper 
Crop advances 
Non-Seasonal 
Advances 
Discount Rate on 
Treasury Bills 
GPMB 

9.5 
8 

10 

8.5 
6 

16 
13 

13 

16 
13 

20 
17 

17 

20 
17 

21 
18 

18 

21 
18 

18 
15 

15 

18 
15 

15 
15 

15 

15 
15 
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!pdi_ Bank Fredit re Il1nq 

irie overall creoit ceiling for the banking system is set in
 

consultation with the IMF as part of the ceiling on domestic credit
 

expansion. Individual bank credit ceilings are iet administratively
 

by the Central Bank.
 

Sectoral Credit Control
 

There are no sectoral (e.g., agriculture, trade, or industry) credit
 

controls imposed on commercial banks in The Gambia at the present
 

time. Within the overall credit ceiling, however. there are separate
 

ceilings for the Government. parastatals, and the private sector. As
 

was seen in a previous section, the ceilings have not prevented the
 

private sector trom increasing its share of overall credit.
 

Qualty_ of Commercial Bank Management
 

Given the high profitability of BICI and SCB, one must assume that
 

they have adequate management capability. However. for some time,
 

GCDB has been a troubled bank. Some of its problems were cue to
 

mismanagement but many arose from responding to pressure to extend
 

loans for social and political purposes rather than commercially
 

justifiable purposes.
 

Quality of Central Bank Controls
 

Bank Supervision: Bank supervision by the Central Bank has been
 

inadequate. The Central Bank did not take steps to stop violations of
 

regulations by the GCDB. In fact the Central Bank made reserves
 

available to GCDB so that they could continue making new loans. Part
 

of the reason had to do with the GCDB responding to political pressure
 

t-rich resuilted in problem loans. Another part, however, is aue to a
 

lack of an established regulatory system and inadequately trained
 

examiners.
 

Central Bank Independence of Government: The Minister of Finance
 

plays an important role in setting Central Bank policy (see Annex D).
 

Consequently. the Central Bank is not independent of the Government.
 

However, there is a debate among monetary experts on whether the
 

Central Bank should be independent. One view is that it is better 
to
 

have an elected government control both fiscal and monetary policy so
 

that if improper discipline is exercised, voters will have a clear
 

view as to where the fault lies. The opposing view is that the
 

itionetary authorities should be completely independent of Qolitical
 

influence.
 

fools of Monetary Policy: These were discussed in the section above
 

discussing credit controls.
 

Progress on Financi&j This will be discussed in the
 

next section of the
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E. PROBLEMS. SOLUTIONS, AND REMAINING CONSTRAINTS
 

Policy discussions regarding financial sector reforms usually focus
 

attention on the need for economic staoilitv as a necessary component
 

of an overall program. In The Gambia, the ERP is more than tour years 

old and maior reforms have already been accomplished affecting 

macroeconomic and financial sector conditions. As di cussed earl er 

in tnis P -[7, The Gambia has established a fluctuating foreign 

evrnance ra: system, instituted fiscai and monetary discipiine, freeO 

interest rates from administrative controls, eliminateo price 

controls, and beoun a process of privatizing parastatals. What 

follows will be a review of other problems affectina the performance
 

of financial institutions, solutions instituted to correct the
 

problems, and remaining constraints some of which will be targeted by
 

the FSR proaram.
 

Gambia Produce Marketing Board: Although GPMB is not a financial
 

institution, its role in the groundnut sector has an important impact
 

on commercial banks. The company is a state owned enterprise and has
 

monopoly rights to thle legal export of groundnuts and groundnut oil.
 

In most seasons a significant portion of The Gambia s groundnut
 

harvest is sold in Senegal where the prices available to farmers are
 

usually higher than GPMB s. In past years. GPMB set the oroaucer
 

price that GCU and licensed traders were required to pay to farmers
 

and then paid a fixed allowance per MT to GCU and licensed traders to
 

cover their costs of collecting groundnuts and a variable aliowance
 

per MT and kilometer for transport costs. Formerly, GCU received a
 

higher allowance than licensed private traders but that practice was
 

stopped in conjunction with meeting a condition of OAR/Banul s
 

AEPRP. In the past. only licensed traders and the Gambia Cooperative
 

Union (GECU) had the right to buy groundnuts from farmers and sell them
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to GPMB. Traders ano GCu complained that the allowance paid to them 

was never enough to cover- tneir Costs and leave a profit. Most 

licensed traders left the business. 

In a major reform for the 1989/90 season, GPMB will no longer set the
 

producer price ano pay allowances to GCU and traders. Instead it will
 

set the same depot price 'or the entire season at its ten collection
 

points spread across the country. Anyone, including +armers. are now
 

allowed to sell groundnuts to the depot. The only reu-rement is
 

that at least 5 MT must me sold. Traders and GCU will set their own
 

prices they pay to farmers based on an assessment of their costs of
 

conducting business. The expected outcome of the new program is that
 

more competition in buying farmers output will increase efficiencies
 

ot groundnut collection and result in higher farm gate prices. In
 

addition the GOTG has eliminated the export tax on groundnuts and this
 

Uenetit should be passed on to producers in the form of a higher
 

price. GPMB is required to improve its efficiency as well, under its
 

Pertormance Contract, and this benefit is also expected to be passed
 

on to farmers in the form o+ a higher producer price. Finally, the
 

GOTG is committed to privatizing GPMB and ending its monopoly within
 

the next few years.
 

GPMB s impact on the financial sector is related to its borrowings for
 

financing groundnut purchases. Because of this huge credit demand.
 

GPMB borrows directly from the Central Bank. For the 1989/90 season.
 

GPMB has a D73 million line of credit at an interest rate of 15
 

percent. Recently the GOTG paid off D55.5 million of GPMB s debt to
 

the Central Bank incurred in previous years. GPMB was unable to pay
 

the debt itself because of bad debt and operating losses. Part of the
 

reason for its losses is that in the 1986 and 1987 groundnut seasons
 

the GOG, at IMF insistence, required GPMB to pay high producer prices
 

to farmers, in some cases above world market prices. This, coupled
 

with ineificiencies and bad debts kGCU). resulted in losses. For the
 

1989/(0 season, GPMB will receive no subsidies from the Government.
 

The firm is expected to operate on a commercial basis. The
 

elimination a+ D55.5 miliion in debt will help lower UPM('B s cost of
 

operations since this will reduce its interest payments. GPMB s
 

adherence to its Performance Contract with Government should result in
 

efficiency improvements. GPMB is required to sell off its subsidiary
 

firms and unnecessary assets. This will increase its financial
 

resources and allow management to concentrate on its major activity,
 

the processing and sale of groundnuts.
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The GCU plays a major role in extenOing
Gambia Cooperative Union 

:redit to farmers for purchasing fertilizers, seeds, and +arm
 

implements. rhe co-op is supposed to be an independent organization
 

with its leadership, in the form of a Management Committee. elected by
 

its members. However, in the late 1960s and early 1970s. the
 

misappropriation of co-op funds led to several Commissions of 

Inquiry. As a result, the Minister of Agriculture appointed a new 

•lanacement Committee in 1974. It does not appear that any legislative 
changes t-were made to give the Minister of Agriculture this power. The 

Committee was supposed to be a short-term arrangement but it lasted
 

until November 1989. The impact was that regional cooperative
 

societies kPSMUs) were not in control of their own affairs, as the 

Government-appointed Management Committee hired and fired the managers 

of the regional societies. In mid November 1989, an election was heid 

arid members selected their own Management Committee. There were no 

cnanges. Delegates in attendance at the meeting returned the 

Government appointed committee to their respective posts.
 

T re major source of credit for GCU has been the GCDB but the Co-op has 

also obtained credit from GPMB. Unfortunately. when the GCU loaned
 

tre funds, they were often not repaid. One reason for this poor
 

debtor morality has been political interference. In 1984, for
 

example, some primary societies repaid only one percent of the loans
 

extended to them. GCU policy was that in the ensuing year. those
 

societies would not be eligible to receive new loans. However, GCU
 

was put under considerable pressure by Government to continue lending
 

regardless of past performance. In addition, the GOTG has often
 

written off GCU debt for non-paying members. Members who had repaid
 

their loans soon learned that it was not advantageous to pay off their
 

oebt because to do so would eliminate the possibility of the GOTG
 

paying it off for them. In 1989 the GOTG again came to the rescue of
 

GCU and, thereby, the rescue of GPMB and GCDB, by paving off D53
 

million of GCUs indebtedness to those two organization3. [his is
 

expected to be the last oail-out of GCU by Government.
 

The GCU has undergone a significant reorganization sinue 198B. There
 

has been a cut back in staff by two-thirds, the imposition o+ controls
 

in the usage of vehicles and the issuance of gasoline, a sale of
 

assets to raise liquidity, and a revision in its credit program. For
 

the 1988/89 season, GCU lent to only 27 societies compared to 86
 

societies in the previous year. The World Bank, under SAL II, has
 

been instrumental in this reorganization. The GCU will no longer have
 

recourse to Government for any further financial support. Its access
 

to duty-free fuel was terminated and it received only D4 million in
 

loans from the GCDB for the 1989/90 season compared with D28 million
 

the previous season.
 

Given the above reforms and the likelihood that GCDB will not lend to
 

GCU, there will be less of an impact from GCU's operations on the
 

financial system. GCU will have to rely on its own funds, raised from
 

the sale of assets, from possible borrowings from GPMB, and from its
 

borrowing from ADP II to meet the credit needs of its members and for
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purchasing groundnuts for resale to GPMB. A minor 1Esue is the 

rate charged by G3CU to nem0ers for the Durcrase o+interest 

in The Gambia are supposed to be
agricultural inputs. Interest rates 


is able to
market determined. However, under the ADP II project, GCU 


borrow funds at zero interest. In relending them, it received
 

charqe societies a rate equivalent
permission from the Central Bank to 


to the minimum deposit rate on commercial bank's savings accounts and
 

the societies relend to farmers for two percent more. The savings
 

rate of 13 percent is much less than a commercial ba7 s lending rate
 

on loans which is around 25 percent. This gives the -CU a competitive
 

advantage over grounanut traders who must pay market rates on their
 

GCU can use its capability to lend at low rates to pressure
loans. 

their output to GCU. This problem is being discussed
farmers to sell 


currently with the GOTG because it relates to OAR/Banjul's AEPRP for
 

[he Gambia.
 

Gambia Commercial and Development Bank: In 1972 the GOTG established
 

the GCDB with the principal objective of promoting economic
 
heavily on borrowings
development. From the start the GCDB relied 


from the Central Bank to finance its loan portfolio. Before 198o such
 

borrowings exceeded the total of all its deposits but they have since
 

been reduced to 13 percent of the total. The company s by-laws permit
 

it to engage in development and normal commercial banking operations
 

but in addition allow it to acquire equity positions. Currently GCDB
 

shows on its balance sheet equity investments worth DI.3 million.
 

(Interestingly, the Financial Institutions Act of 1974 states that
 

acquire ownership interests.)
commercial banks are not allowed to 


GCDB accounts for about 60 percent of total commercial bank loans, 30
 

percent each of total demand and savings deposits, and 80 percent of
 

total time deposits. An examination of these deposits illustrates how
 

in The Gambia. For example.
underdeveloped the financial system is 


although GCDB accounts for 80 percent of total time oeposits. there
 

are only 270 such accounts on the books of GCDB. The lowest value of
 

D2,500. There are -w8 accounts with a
 any one account is qreater than 

D500.000 each and, in the aggregate. these account
minimum value of 


for 80 percent of GCDB s total time deposits. The total number of
 

savings accounts at GCDB is only 12,777 and the number of demand
 

deposit accounts is 6,912.
 

GCDBs major customers include the parastatals and. until recently, it
 

A World Bank financed
was the major source of funds for GCU. 


1988 outlined a number of deficiencies
diagnostic study of the bank in 


in lending practices: too much lending to a few borrowers; 100 percent
 

financing (no equity requirement on part of borrowers); inadequate
 

and collection efforts; and
loan appraisal procedures, monitoring, 


interest rates too low and not compounded. As a result the top
 

the bank was replaced and reforms were instituted.
management of Its
 

more than one percent of its assets to
current policy is not to lend 

the Central
any one customer and it will not borrow new funds from 


Bank for lending.* The bank is currently profitable, its problem
 

*On June 30, 1986, GCDB's borrowings from the Central Bank were D74.4
 

on Dec. 31, 1989 D18.9
million, on June 30, 1988 D33.9 million and 


million.
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loans with GCU nave been paic of by the GOTG, and it can resist
 
political pressure to make loans to Particular institutions.
 

individuals, or groups. Howe.er, cue to past mismanagement, the
 

equity base of the bank is negative and it is deficient in meeting
 

some statutory requirements. There are still D99 million in problem
 

loans outstanding but GCDB articipates collecting all but D40 million
 

of these.* Its collections c- the remainina D59 milLon have been 

rescriedulep and debt collect-:n is proceedinQ as planned." Tne 

bank s reserves for bad debts are D50 million, thus exceedinc its best 

estimate of bad debts by DI0 -illion. The GOTG is committed under its 

ESAF arrangement with the IMF to inject an additional D20 million intc
 

the banks equity before June 1990. Upon receipt, GCDB will ne able
 

to meet all statutory require-ents except for the requirement that a
 

bank cannot lend in excess o- 25 percent of its unimpaired capital to
 

any one borrower for an unsecured loan. A further equity injection o4
 

DlC million will still be needed. This estimate is based on the
 

assumption that loan recovery on the D59 million continues as clanned
 

and that the current conservative loan policy is maintained. In this
 
regard, current management is looking forward to the support expected
 

from the four long-term techrical advisors to be placed at tme bank
 

(three funded by OAR/BANJUL under the Economic Policy Reform Support
 
project). The GCDB balance sneet as of December 31. 1989. a-ter the
 
GOTG had paid off GCU's debts of D48 million, is shown below.
 

*There was talk of establishing a special loan collection tribunal to
 

deal exclusively with the settling of all GCDB claims against its
 

delinquent loan customers. "he purpose of the tribunal would have
 

been to speed up the process of debt collection. However, on
 

investigation it was found tnat each losing defendant would nave the
 
right of appeal in a higher court. It is in the higher court where
 

the bottleneck is and since :t was expected that most cases would be
 

appealed, no time would be saved. The plan for a special tribunal was
 

dropped and GCDB is pursuing its debt cases normally.
 

**GCDE has implemented a pla- and sch duie, for the collection of 

nonperforming loans. The collection ending June 
30. 1990 is D7.8 million. As of December million had 

been collected. It is not e~oected that thf i D59 million will 

be collected until June 1999. 

- 43 



GCDB Balance Sheet
 

as of Dec. 31, 1989
 

(in millions of Dalasis)
 

Assets 

Cash and deposits 
Treasury bills 

Other 
Net Current Assets 

26.2 
8.2 
7.4 

41.8 

Commercial Loans & Advances 

Less Cumulative Provision 
Net Loan & Advances 

Development and Term Loans 

Less Cujmulative Provision 
Net Development & Term 

EQuity Investments 
Net Portfolio 

147.8 
(30.3) 

52.1 
(20.6) 

117.5 

31.5 
1.3 

150.: 

Net Fixed Assets 
Total Assets 

18.7 
210.8 

Liabilities and Equity 

Demand. Savings and Time Deposits 

Other Current Liabilities 
Central Bank 

Current Liabilities 

146.6 
17.5 
18.9 

183.2 

Development Fund 

Central Bank Subordinated Loan 

Medium and Long-term borrowings 

9.0 
35.0 

44.,-

Share Capital 
Reserves and Retained Earnings 

Equity 
Total Liabilities and Equity 

13.6 
-30.0 

-16.4 
210.8 
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While GCDB is still not financially healthy, the bank has maoe major
 

changes in management practices. Net profits after taxes for the
 

year ending June 30, 1988 were D283.000. for June 30. 1988 D1.1
 
million, for June 30, 1989 D2.0 million, and for the six months
 

ending December 31, 1989 D1.6 million. For the three year period
 
coverina 1985-1987. cumulative losses were D47 million. Clearly the
 

bank has made major changes in management and operating orocedures.
 

If tre ban can stay independent of Government in making iending 

decisions, it can become viable. Once business confid.r, e in thE. 
bank returns, it can become more aggressive in competing for the 

customers of the other two binks. A healthy financial sector 
reouires the presence of many competing banks. If GCDB were to
 

fail, it would undermine confidence in the entire financial system
 

and result in a virtual monopoly position for SCB. A rehabilitated
 

GCDB should be an attractive target for takeover. Over the last two
 

years, two separate foreign investors and three separate domestic
 

investors have expressed interest to the Central Bank in starting a
 
private bank in The Gambia. In addition the World Bank has offered
 

to assist in searching for international banks to take over GCDB s 

operation. If all else fails, the NIB has indicated that a public 

offerino of GCDB s shares could be made. 

Standard Chartered Bank and BICI
 

Standard Chartered Bank is a very profitable bank operating in The
 
Gambia. In 1987 its after tax profits were 75 percent of its equity
 
and reserve account and in 1988 were 73 percent. The bank is very
 

conservative in its credit policies and earns much of its profits
 
from foreign exchange operations. This is consistent with SCB s
 
world wide operations. The Economist magazine reported on August
 

19, 1989 that one-half of SCB's world wide profits comes from
 
foreign exchange and treasury operations. In The Gambia. SCB s
 
holdings of treasury bills are about 85 percent of its loans and
 

advances. Its holdings o4 excess reserves are over 40 per-cent of
 
its totai rcserves, indicating it could loan out more out it does
 
not do so because of credit ceilings. Management at tne bank
 

estimates that the minimum size of a loan to be cost e~fective
 

should be at least D50,000.
 

Outside of providing subsidies or guaranteeing full repayment of
 

loans, there is not much that Government in the snort run can do to
 
induce SCB to lend more, particularly in the form of term loans to
 
Gambian entrepreneurs. Continued economic growth, growing business
 

confidence and more competition in the banking system are needed to
 
induce SCB to participate more in business lending.
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is a much smaller Dartw. 
BICI, a branch of a Senegalese-French cank. 


a few French multi-nationir
It concentrates on financing trade for 


firms (e.g.. CFAO and Maurel & Prom) and a few other expatriate
 

owned firms (e.g. Chellararms). Autonomy in Gambian operations is
 

all important credit decisions must be referred to the
limited as 


head office in Dakar. BICI does not finance trade in goods that
 

because of the fear of unrercuttina
might be re-exported to Senegal 


Senegalese firms. However, BICI does carry out extensive currency
 

exchange transactions in CFA4 currency that results from the
 

re-export trade. The Bank is also profitable and its a'ter tax
 

account
profits were 40 percent of its equity and reserve in IR88
 

and were 24 percent in 1987.
 

There have been instances where firms have made an application to
 

open a new bank in The Gambia but none have followed through. One
 

would expect that SCB s return on capital of 75 percent would be an
 

consider that the market
attractive inducement. However, one must 


is very small, set up costs are high, and although the relative
 

($1.0
return on investment for SCB is very high, the absolute return 


million) is not irresistible.
 

Central Bank
 

the ERP, banks had large 	holdings
Credit Controls: At the start of 


of excess reserves. For example, at the end of December 1985,
 

reserves.
excess reserves were approximately 39 percent of total 


greatly and,
Banks consequently had the resources to expand credit 


thereby, the money supply. To prevent inflationary pressures from
 

developing, the Central Bank. in consultation with the IMF, nad
 

agreed to set limits on credit creation. An overall credit ceiling
 

the result and each individual bank
for the system as a whole was 


was allocated a portion. This system discourages banks from
 

accepting deoosits if they are at their ceiling level. forcing
 

savers to look for alternatives, like gold or other unproductive
 

assets, or to consume rather than save. Capital accumulVtion
 

suffers as a consequence. This problem is even more acute when the
 

ceilings are not related 	to the deposit base but are the result of
 

as is the case in The Gambia.* In
historical loan volumes, 


addition, credit controls make it difficult for new borrowers, even
 

if they have viable projects, to obtain loans. Banks have a
 

preference for dealing with established customers.
 

overall credit ceiling is increased by 10
*For example, when the 


percent, each individual bank's ceiling is also increased by 10
 

percent. This occurs regardless of what has happened to a bank's
 

deposit base. In practice a bank can appeal to the Central Bank and
 

ask for a greater share. 
 The Central Bank can increase one bank's
 

ceiling only oy reducing another's, "i order to stay within the
 

overall ceiling limitg. These administrative changes do occur but
 

they can result in dissension.
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A preierred approacn to credit ceilings 
for controlling tne
 
availability of 
money and credit is to control the monetary base.'
 
In this system the Central Bank controls the creation of 
credit by

controlling the creation of bank reserves". Banks can only lend 
if
 
they have excess reserves. One way of accumulating excess reserves
 
is to attract deposits. For the system as 
a whole then. the Central
 
Bank controls the overall availability of reserves and banks compete
 
among themselves for those reserves by attracting deposits. 
 The
 
system is more competitive and, consequently, more ef4icient. The
 
existence of large excess reserves. (even with high reserve
 
requirements, 24 percent on 
demand deposits and eight percent on 
savings and time deposits), problem loans, and excessive reliance nt 
the GCDB on borrowing from the Central Bank. however, prevented tne
 
IMF and Central Bank from establishing procedures to control the
 
monetary base. Individual bank credit ceilings were the result.
 

One of the major objectives of this FSR program will 
be to move the
 
Central Bank towards controlling the monetary base. Many of the
 
problems listed at the start of the ERP are 
still in existence out
 
their magnitude has lessened. For example, in 
some recent months
 
excess reserves for 
the whole system have been negative rather than
 
positive. indicating that economic growth and 
strict controls of the
 
monetary base have lessened 
the problem of excessive reserves. In
 
addition, many of the problem loans have been written off and GCDB s
 
borrowings from 
To facilitate a 

the Central 
move from a 

Bank have been reduced significantly. 
system based on credit ceilings to a 

system based on control of the monetary base, an intermediate step 
will take place first. 

During the intermediate period, 
overall credit ceilings for the
 
system as a whole will 
be set as they are currently, that is. in
 
consultation with the International Monetary Fund. 
 In the current
 
system, if the overall ceiling 
for a quarter is increased by 11)
 
percent, each individual bank's credit ceiling 
is increased by I0
 
percent. In the intermediate system, the overall increase in the
 

*The monetary base 
is defined as currency in circulation plus bank
 
reserves 
(vault cash plus deposits with the Central Bank.)
 

"Banks are required to hold a portion (defined 
as the required
 
reserve ratio) of 
their deposits in the form of reserves. Any
 
reserves in excess of required reserves are 


reserves by varying 


referred to as excess 
reserves and it is these excess reserves that a bank can lend out. 
The Central Bank can control the creation of the 
size and composition of its asset portfolio.
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ceiling will be allocated among tne oanks baseo on tneLr a oli, ": 
increase their deposit base. For example, ii during a *:uarter ore 
bank accounted for 30% of the overall increase in bank deposits, it 
would receive 30% of the credit expansion set for the following 

quarter. 

The intermediate step is desirable because it will encourage more
 
comoetition between banks in attracting deposits and because it is
 
not yet possible to move to a system based solely on control of tne
 
monetary base. The major holdup is the inadequately funded
 
tinancial structure of the GCDB. The final step will require the
 
planned capital injection of 020 million by June Pl 0 and a iurtner
 
010 million thereafter. In addition the commercial banking 
component of the GCDB must be separated from the development oanL:nrq
 
component.
 

The capital injection of D30 million will permit the GCDB to pay o i
 
its short-term borrowings from the Central Bank and to meet all
 
statutory and regulatory requirements. The separation of the GCDB
 
into two separate components will permit the GCDB to allocate its
 
commerrial loan portfolio and deposit base to its commercial banking
 
component and its development and term loan portfolio and long-term
 
deb, to its development oanking component. This financial
 
restructuring will place GCDB's commercial banking comporent on a
 
oar with other commercial banks operating in The Gambia. GCDB has
 
prepared a plan and all legal documents for forming a holding
 
company (the parent organization) and for forming a commercial
 
banking subsidiary and a development banking subisdiary.
 
Implementation of the plan will reouire the capital injection by the
 
GOTG and the passage of enabling legislation to change the leaal
 

status of the GCDB.
 

fhe intermediary period is estimated to last from two to three
 
years. the economic growth expected during that time, by increasing
 
the demand for money and credit, will help soak uo any existinq
 
excess reserves in the system. Continued monetary and fiscal
 
restraint will also be required. Once GCDB is reorganized and
 
financially sound, the Cental Bank will eliminate credit :eLiiLns
 
and rely on controlling the monetary base.
 

Bank Supervision: The liquidity of financial liabilities, the risks
 
of intermediating intertemporal claims, the relative ease with which
 
money can be misappropriated, and the importance of the financial
 
system to macroeconomic stability all require that financial markets
 
and institutions be more closely regulated and supervised than is
 
the case in other sectors. Clear accounting, auditing and
 
disclosure standards are also necessary for depositor and lender
 
confidence. GCDB is and has been for several years deficient in
 
meeting statutory reserve and liquidity requirements. Nevertheless,
 
it has continued to make new loans. The bank supervision office at
 
the Central Bank has failed to enforce regulations. A complete
 
review of bank supervision procedures is needed and a new system
 
needs to be instituted. Under current examination procedures, the
 
bank examiners do not visit the banks themselves or examine their
 
books. Instead they review reports submitted to them.
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LegisLative Review: fnere 
are anomalies and contradictions in tne
 
various pieces of law, 
legislation. procedure and administrative
 
directives affecting the financial 
sector. For example. the
 
Moneylenders Act 
prevents financial institutions from charging an
 
interest rate higher than 
15 percent on loans secured by freehold
 
oroperty for the first 2,500 pounds and 12.5 percent for anything
 
over. Actual interest charged 
in The Gambia far suroasses those
 
limits and the pound is longer
no the unit of account. The
 
Financial Institutions Act prohibits banks 
from making equity
 
investments but the by-laws of GCDB permit it 
to do so. A review
 
needs to be conducted of existing law and 
policy relating to
 
financial irstitutions and markets, and recommendations made 4or
 
improvements.
 

ro be included in the 
review would be an examination ot taxation as 
it applies to financial institutions. The diagnostic study of tne
 
GCDB ooints out that banks have a tax 
liability, based on a turnover
 
tax, even if they 
are operating at a loss. A USAID-sponsored
 
feasibility study of a 
stock market for Gambia oointed out the
 
disincentive effects on investment inherent in 
both the capital

gains tax and the high withholding tax on stock dividends. 
 The
 
taxation of interest earned on 
deposits likewise needs to be
 
reviewed. 
 The Gambia's tax system should encourage savings and
 
investment. Additional 
issues 
would include debt collection
 
procedures and title disputes. Moving 
a debt case through the
 
courts is a time-consuming process because the courts are dealing

with too many small claims. 
 A clear and effective legal framework,
 
enforcing the timely, efficient, and impartial settlement of claims
 
and providing for the distribution of assets in the event of
 
bankruptcy, is essential for financial 
sector development.
 

One of the biggest challenges facing The Gambia 
is to develoo tne
 
role played by nonbank financiai intermediaries in the economy.
 
Outside of a 
few insurance companies and NGOs operating in The
 
Gambia, there is not much activity (see Annex D). The OAR/Banjul
 
financed feasibility study of a stock market for 
The Gambia
 
recommended that banks begin 
an over the counter market for
 
qualified publicly owned shares. 
 Supervision, it was recommended,

would be by the Central Bank. Whether this is the best way to begin
 
an over 
the counter market needs further study. Perhaps the NIB,
 
based on a long-term development plan, 
would be the more appropriate
 
agency to play the role of a Securities and Exchange Commission.
 

OAR/Banjul is developing a new program for FY 91 
initial oblipation

titled, Financial and Private Sector Development, which will provide
 
follow-on actions to several of 
the initiatives discussed in this
 
section. For example, it is exwected 
to include a component
 
designed to 
foster the growth of nonbank financial intermediaries.
 

Rural Credit and the Informal Financial Sector:
 

The rural sector's credit needs relate 
to financing agricultural
 
inputs and implements and to financing the groundnut harvest, 
 in
 
the formal sector, GCU 
is the only source of credit to farmers.
 
Individual loan demands 
 small it
are so that is not cost effective
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tor commer.:Lai oans to oecome .Ved. Tu s 3c'A.14nVo 1? 

descrined elsewhere in tnis PAAD. Lnciuding -knr.-2 D. -i ire
 
complete description of the informal sector is also contained in
 
that Annex, as well as a description of many of the PVO's and NGO s
 
operating in rural areas.
 

While the informal sector is the major source of funds for rural
 
credit and its credit mechanisms work. the sector does not
 
adeauately service the rural sector s total needs. The major
 
constraints are the limited nature o+ the market and 1he small scale
 
j+ loans. Because trust and personal knowledge of the c-edit
 
worthiness o+ a borrower are so important, informal sector lenoe-s
 
limit their activity to their immediate area. Even if a lender has
 
excess funds to lend, borrowers in other areas will not be adle to
 
oenefit. Furthermore. an individual borrower s need for credit is
 
often greater than an individual lender's capability (e.g.,
 
jurcnasinq oxen or farm implements). OAR/Banjul recognizes tne
 
importance of tne informal sector and has under consideration a
 
number of PVO-based interventions. A major obstacle to be overcome 
For OAR/Banjul, the GOTG and other donors is how to address the 
rural sector s credit needs without discouraging the private sector 
from entering the market. Donor subsidies provided to an 
institution, such as the GCU, surely make it unpro+Ltable 1or 
private firms to compete in the provision of rural credit.
 

A second and much larger rural credit need is for funds to finance
 
the purchase of groundnuts. As discussed elsewhere. GPMB borrows
 
directly from the Central Bank to finance purchases at its depots.
 
However, the crop must be paid for before it reaches the depot or. 
in a new development for the current season, farmers must bring 
their harvest to the depot themselves. The major buyer from farmers 
in the past has been GCU (accounting for 70-80 percent of GPMB s 
purchases). GCU used to rely on the GCDB to meet its credit needs
 
(for the 1988/89 harvest it had an overdraft facility o' D28
 
millionj. Because of GCU's ooor loan repayment history, however,
 
the GCDB is reluctant to lend to GCU. Based on GCU pledging 
adeauate collateral. GCDB lent D4.0 million at market interest rates 
for the 1989/90 harvest. In addition, GCDB borrowed D4.0 million 
from GPMB. 

A situation exists where the major buyer of groundnuts from farmers
 
does not have access to the same level of credit that it did in
 
previous years because of its poor credit history. As an
 
alternative farmers may -ind it advantageous to deliver their
 
harvest directly to the depot and do without ECU acting as a
 
middleman, something which they were not legally able to do before.
 
Private traders, since they are able to set their own producer
 
price, may take up any slack due to GCU's inability to purchase tne
 
harvest. The Senegalese market may continue to prove an attractive
 
outlet to The Gambia's farmers. Finally, a major multi-national nas
 
shown interest in acquiring the Gambian crop for British pounds
 
sterling. One of the tasks assigned to the technical assistance
 
teams brought in to examine the financial system under the FSR
 
program will be to recommend ways in which adequate financing can oe
 
assured for purchasing the groundnut harvest.
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Term Lending and Development Banking:
 

In The Gambia, development banking, as practiced by the GCDB, meant
 
directed credit at subsidized rates. Funding often came from the
 
World Bank with some Government guarantee. 
As discussed elsewhere.
 
the result 
was problem loans with poor repayment and the eventual
 
cessation of GCDB s development banking activities.
 

The diagnostic study of GCDB recomended that it be split into two
 
components with a holding company in 
control. The development
 
banking 
role would be handled by one subsidiary, which would even
 
have a dif4erent physical location 
from the second subsidiarv, the
 
commercial bank. 
Current thinking at GCDB is that development loans
 
would be subject to the same loan criteria as applied to commercial
 
loans out development loans would be 
for longer periods and would
 
have managerial assistance provided as well. OAR/Banjul has doubts
 
about the efficacy of a development banking subsidiary. particularly
 
if it remains 
in the public sector. The lending rate on development
 
loans would be higher than for commercial loans because of the
 
higher risk and the higher costs associated with the managerial
 
assistance.
 

Fnere is a definite need for term loans in The Gambia. One of 
the
 
tasks for the banking advisors placed with be
the GCDB will to
 
examine and make recommendations on how to encourage the banking
 
system 
to make more term loans available to borrowers. It will also
 
be included as a question for the teams brought in to conduct the
 
review which is a component of this FSR program. 
 Until the advisors
 
are in place at the GCDB and the studies completed, OAR/Banjul 
will
 
not take a position with respect to whether development lending
 
should be soun off from the GCDB. 
 If GCDB management and the
 
advisers recommend that it can 
be viable without the bank
 
subsidizing it, then there should be no reason to break up the
 
bank. The decision should oe left 
to the privatized bank. The
 
World Bank, through its Enterprise Development Project, is providing
 
funds to commercial banks, through the Central Bank, for making 
term
 
loans available to borrowers. (See Annex D for details).
 

IV. PROGRAM ASSISTANCE STRATEGY
 

A. PROGRAM OBJECTIVES
 

The program goal is broad based sustainable growth in per capita
 
income. 
 The program purpose is to improve the efficiency of
 
financial intermediation in promoting savings and investment and in
 
allocating savings to 
their most productive uses.
 

B. PROGRAM RATIONALE
 

With the help of the IMF and 
the World Bank, the Gambian government
 
has introduced a three year second phase of the ERP 
(1988/69 
1991/92), currently summarized in the Policy Framework Paper, which
 
aims 
for greater economic efficiency through strengthening of key
 
sectors of 
the economy and further reduction in macroeconomic
 
imbalances. 
 The emphasis is on creation of conditions to promote
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rapid aevelooment o, tne orivate sector itrnin ae7 eorF. :il:• 
eti cient polic/ environiient wrniie r-e1r'ctur-10g :rne ouM.-- ee:r 
to bring its activities further in line with the resources of tne 
economy. 

One of the key objectives of the program is a restructuring of the
 
financial system of The Gamoia. The objective of the G3CTi3 +Inancjai 
-- structuring program is to out in place a set ot tLnfancl3l 
institutions and markets that will facilitate the efficient 
allocation of The Gambias capital resources: improve tne set of
 
risk-return combinations availAble to investors in The Gamoia: and,
 
tnereby, encourage domestic savings and ennance the net Lntl,0VJ 
private foreign capital to The Gambia.
 

rhe GOTG has requested the support of OAR/Banjul in implementatijn
 
ot the restructuring exercise which includes: (1) continued
 
improvement in the Central Bank's operations in order to enhance Lts
 
role in suoervising and regulating commercial banks: k2 a review Qt
 
all leaislation pertaining to financial institutions and markets:
 
(3) a review of the legal framework relating to collateral,
 
bankruptcy, and debt collection procedures: (4) a review of tne
 
adequacy and availability of rural credit and term loans And (';
 
reorganization of the GCDB for privatizat on. OAR/Baniul is
 
prepared to assist the GOTG to achieve these objectives.
 

ArD assistance will lead to policy changes in the allocation of bank
 
credit ceilings, and encourage progress towards reserve control
 
tecnnioues in order to ultimately replace the system of quantitative
 
credit rationing bv the Central Bank of The Gambia, while
 
encouraging prudent and efficient regulation and supervision of
 
financial institutions, and orivatization of the largest commercial
 
bank in the country.
 

C. JUSTIFrCATION FOR NONPROJECT MODE OF ASSISTANCE
 

The proposed program is one of performance-based nonproject
 
assistance. Detailed analysis by OAR/Banjul of ongoing GOFG and
 
other donor programs which have led to policy changes indicate that
 
the best results have been achieved through the program mode of
 
assistance. rhe GOTG has had ample experience during imolementation
 
of the ERP. Government legislation, decrees, decisions and actions
 
have been swift and effective in eliminating many poor practices and
 
constraints in the financial sector. The program process was used
 
in support of policies to change the exchange and interest rates and
 
to modify other fiscal and monetary policies. The program process
 
has also been used to support elimination of and reduced GOTO
 
ownership in SOEs and to encourage private sector development.
 
improve incentives in the private sector, and promote competitive
 
marketing of agricultural inouts and produce. In short, programs
 
disbursing on policy grounds work well in The Gambia.
 

Although technical assistance has been instrumental in the reforms
 
of the CBG, the GCDB, the GCU, and in marketing of inputs and
 
provisioo of credit, the focus of technical assistance has been to
 
study these institutions, identify the impediments, and make the
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necessary policy recommendations for GOTG 
review, approval ano
 
implementation. The 
current stable macroeconomic environment
 
facilitates a quick-disbursement type of program.
 

The program mode is also chosen for 
this activity in order to
 
increase the foreign assets of The Gambia. 
 The quick disbursing of
 
foreign exchange (conditioned upon specific policy changes) 
will
 
allow the GOTG 
to either continue to build up its convertible
 
reserves while implementing reforms in the financial 
sector or to
 
pay off external debt. Without adequate foreign exchange 
to support

the floating rate system, The Gambia 
will lose the momentum gained
 
unoer the ERP. Furthermore, in 
order to service its external deOts
 
while maintaining an essential level of 
imports, the GOTG would 
ne
 
forced to draw down the foreign exchange reserves needed 
for
 
economic stability. 
 This would undermine confidence in the floating
 
exchange rate system.
 

D. CONFORMITY WITH GOTG POLICY AND STRATEGY
 

The proposed program fits 
well with the GOTG strategy and policies

for economic growth and reforms set 
out in the macroeconomic PFP for
 
1989 - 1991. The GOTG program aims at building its external
 
reserves from $17 million in 
FY 1988/89 to $55 million in FY 
1990/91
 
and at servicing its external debts.
 

The A.I.D. funded 
program supports GOTG monetary and credit policy

which, among other targets, aims to mobilize increased domestic
 
financial savings and 
promote greater efficiency in credit
 
allocation, with 
a target of at least 20 percent in credit increases
 
to the private sector between 1989-1992. 
 This program will minimize
 
pressure on domestic prices and 
the exchange rate, provide positive

real returns on financial assets, and 
improve efficiency in
 
financial sector intermediation through prudent regulation 
and
 
supervision. The proposed A.I.D. 
program complements the GOTG
 
policy on state owned enterprise reforms which is 
to rationalize and
 
privatize parastatal enterprises and ban creation of any new
 
publicly owned enterprise.
 

As part of the SAL II agreement with the World Bank, 
the GOTG is
 
committed to 
restructure and recapitalize the GCDB for
 
privatization. The proposed program will 
support GOTG efforts to
 
develop efficient, truly commercial banking services at the GCDB
 
(separated from its development lending functions) that 
can compete

effectively with the other privately owned banks 
in The Gambia.
 

E. CONFORMITY WITH A.I.D. POLICY AND OAR/BANJUL ASSISTANCE STRATEGY
 

The proposed financial sector assistance fits well within the
 
framework of the DFA Action Plan for FY 1989  1991.
 

The DFA-funded $6.5 million program will 
support and encourage the
 
GOTG to implement systemic financial 
sector policy and institutional
 
reforms. Reform of 
the GCDB is crucial to the stability of the
 
financial system and 
to the long-term diversification and growth of
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the economy. Tne policy cnanqes orooosed will reduce tre roL.e?
 

the Public sector. while contriOuting to u3oT ef forts to 1i:eeraIL:e
 
the financial system. (DFA Action Plan Target 1-1). The successful
 
implementation of the proposed program will lead to a reduced GOTG
 
involvement in the production and marketing of goods and services.
 
(DFA Action Plan Target 1-2). The proposed program also follows
 
USAID s policy and strategy guidelines developed for implementina
 
A.I.D. Privatization Objectives (PD-14) and conforms to USAED poiL,:v
 
and strategy guidelines for Financial Markets Development.
 

Since 1982 OAR/Banjul has directed its assistance in support ,f
 
economic staoilization and reforms. Recent OAR/Banjul s efforts
 
have focused on The Gambia's Economic Recovery Program as a whole.
 
In 1995 OAR/Ban~ul provided long-term technical assistance to toe
 
Min1stry of Finance and Trade under the Economic and Financial
 
Policy Analysis Project (635-0225). roe long term advisor and
 
short'term consultants played major and critical roles in neloing
 
the MOFT develop and implement its successful Economic Recovery
 
Program. Under the ongoing GAEPRP. the GOTG has adopted
 
market-determined interest policies for agricultural credit. term
 
lending, and development lending implemented by the formal sector
 
4inancial institutions. Through the PL 480 Title II Section 20,b
 
Program. OAR/Banjul has supported: (I) an end to subsidies on urban
 
consumption. k2) open marketing by private enterprise and. t3)
 
increased competition in the groundnut industry. The program has
 
had a positive impact on the agricultural sector while strengthening
 
the macroeconomic policy environment.
 

Phe outlines of a financial restructuring program are beginning to
 
take shape under the leadership of the MOFT. The GOTG program wtil
 
attempt to facilitate the allocation of capital resources and
 
encourage domestic and foreign net savings and investment. Severa1
 
assistance agencies, including USAID, expect to continue to
 
collaborate with the GOTG in program implementation. A.I.D.
 
collaboration will be within the parameters established ov tne CDES
 
for 1991-1995 (approved May 1969). Great emphasis will be placed
 
upon facilitating, encouraging and assisting, "productive orivate
 
investment in agribusiness, light industry and services as well as
 
in agriculture" in order to "contribute to increased productivity,
 
income and exports." A major USAID program is under design for R'l
 
obligation to focus upon, "opportunities and strategies for
 
investment, means of improving the investment climate, and the
 
institutional needs of the financial sector."
 

The program defined in this PAAD focuses on commercial banking and
 
takes several steps which lead up to the FY91 activity. The present
 
activity will provide for a thorough review of the legal, regulatory
 
and administrative milleau under which the financial system operates
 
and through which it must evolve during the life of this program inc
 
its successor. The subsequent program will focus on noncommercial
 
banking aspects of the financial sector as well as activities to
 
promote private investment, privatization and trade promotion. The
 
present activity will completelv terminate direct parastatal 
involvement in, and preferential access to. commercial banking - in 
effect creating a more open. competitive environment for private 
sector activit N - d through the subsequent. FY 91 
program.
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F. RELATIONSHIP TO OTHER DONOR ACTIVITIES
 

The proposed program complements bilateral and multilatera7 donor
 
assistance to the financial sector in The Gambia. The ma:or donors
 
have coordinated their e+forts to help alleviate The Gambia's
 
serious economic and financial problems. The GAEPRP eva>.ation team
 
reported that "at the macro level, donor coordination was
 

outstanding".
 

The IMF and World Bank have taken the lead in assisting t-e GOTG
 

develop the 1989 Policy Framework Paper which outlines GO3 strategy 
and objectives for 1989-1991. The UK, EEC. ADB, A.I.D., tne UNDP 

and other donors are assisting The Gambia achieve the objectives 
outlined in the Policy Framework Paper. ., all, the Worlc Bank 
estimates that SDR 195.5 million will be required to realize the 
objectives. So long as the GOTG observes the moratorium on 
contracting or guaranteeing new non-concessional external debt and
 
retires external arrears, it is expected that donors will continue
 

to support The Gambia's adjustment efforts and structural -eiorms.
 

Under the World Banks second SAL. SDR 25 million is committed for 
1988/8? - 1989/90 of which the Dutch Government contributed $2.5 
million. Under the IMF's enhanced structural adjustment 'acilitv 
(ESAF) SDR 20.52 million in loans will be provided over i-58/89 
1990/91. The World Bank will fund the position of Managing Director 
for the GCDB and currently the IMF is providing two central banking 
experts to the CBG. The IBRD has provided funds to the GCDB and has 
been concerned with the role it plays in the financial sector. The 
IMF has also been concerned with GCDB and Central Bank operations in 
as much as they have contributed to undesirable increases in the 
money supply, encouraged demand for goods and services in short
 
supply, contributed to GOTG budgetary deficits and gene-aliv added
 
inflationary pressures.
 

The IMF and the World Bank have actively encouraged the &. TG to
 
rehabilitate the GCDB and place its banking operations on a firm
 

commercial basis. The GOTG accepted IMF and World Bank 
recommendations including a commitment not to instruct tne GCDB to 
make further developmental loans under the GOTG guarantee. The 
World Bank was also instrumental in the GOTG Action Plan to reduce
 
the scope of the public sector and implement the parastatal
 
divestiture and rationalization strategy. The world Bank financed
 
the diagnostic study of the GCDB and has committed itself to provide
 
technical and managerial assistance for the restructuring and
 
privatization exercise. In addition, under its Private Enterprise
 
Development Project, the World Bank is prepared to provide US $1.5
 
million for institutional strengthening of GCDB through the
 
development of operational svstems and procedures. The revitalized
 
GCDB will be a major participant in the market rate term lending
 
program for the private sector which is part of the $5.6 million
 
World Bank Private Enterprise Development Project. The project
 
involves a line of credit through the formal banking system to
 
finance small and medium-sized enterprises, including women's
 
investment in the private sector. The project also entails human
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development for entrepreneurs. enterprise spport agencies
 

and the GCDB in order to assist the nan with its financial and
 

organizational restructuring. The World Bank has also converted IDA
 

credit equivalent to D6.4 million into GOTG equity in tne GCDB.
 

resources 


A.I.D.'s ongoing Economic Policy Reform Support project, will
 

finance three banking experts to assist with the operation and
 

reorqanization of specific departments within the GCDB. 'nis
 

technical assistance is to help prepare for and assist with
 

privatization.
 

EEC is providing a grant worth 500,000 Dalasis to GCDB for
 

disbursement to artisanal fishermen. Repayment has been between
 

60-70 percent. Concurrently, the FAO has set up 38 private
 

fertilizer dealers to compete with the GCU in order to encourage
 

private sector involvement in the functions previously reserved for
 

parastatals, such as GCU for which GCDB loans were directed and to
 

demonstrate to the GOTG the interest that private business people
 

have in input marketing ard encourage more involvement of private
 

dealers in this activity.
 

Dialogue between donors takes place frequently both informally and
 

through formal sessions. Dialogue and resulting collaboration will
 

increase as donors continue to develop complementary programs to The
 

Gambia's Policy Framework Paper.
 

While complementary to other donor efforts, reforms supported under
 

the proposed A.I.D. program are -oncerned more with specific
 

financial sector policies dnd practices that govern the e;ficient
 

functioning of the various institutions such as the CBG and the
 

GCDB. Indeed the pro)osen program will help establish the proper
 

sectoral policy framework within which the IBRD and EEC program
 

assistance to the GCDB can proceed more effectively.
 

V. PROGRAM DESCRIPTION
 

A. SUMMARY OF POLICY CHANGES
 

This program will encourage and support three maior policy changes
 

and several related policy actions. The first major policy change
 

will involve the CBG taking the steps necessary to link an
 
to its deposit base
individual bank's quarterly credit ceiling 


instead of the current system of administratively determining those
 

ceilings. The second major policy action involves a systematic
 

review of the laws, procedures and regulations that govern the
 

financial system and accepting and implementing the recommendations
 

of the review as national policy. The third major policy reform
 

being encouraged involves the GOTG taking the necessary actions to
 

restructure and privatize the GCDB. This would include removing the
 

parastatal entities GCU and GPMB from ownership of GCDB and from the
 

Board of Directors of GCDB.
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1. Policy Change: Linkage of Credit Ceiling to the Deposit Base:
 

Jointly, the [MF and GOTG have thoroughly examined credit policy,
 
aiminq to moderate inflation, generate domestic financial savings
 
and achieve external reserve targets. Under the agreed credit
 
policy, limits have been placed on the net domestic assets of the
 
bankiria system. The lono t-rm objective is to improve efficiency in
 
credit allocation whereby the central bank will develop a system of
 
indirect monetary controls - primaril,,, managed through control of
 
the Central Bank's net domestic assets - instead of through the
 
present system of allocating credit ceilings administratively to
 
individual banks. In the short to medium-term, however, the GOTG
 
would be encouraged to use a more uniform approach, one that is
 
based on an individual bank's ability to attract deposits.
 

Policy Action: Systematic and Authoritative Review and GOTG
 
Follow-through on Recommendations for ImPlementation
 

Several impediments have been identified in the financial system
 
that affect its efficiency. The proposed program will support the
 
review of these impediments and identify the needed modernization of
 
regulations in the sector. A review will be made of laws,
 
procedures and regulations that govern financial sector activities
 

including but not limited to:
 

Central Bank supervision, debt recovery procedures,
 
adeouacy and availability of rural credit and term
 
loans, and development banking.
 

Funds are provided for technical assistance to conduct studies in
 

these areas.
 

Program funds would be released after the GOTG develops an action
 
plan and begins implementation of the recommendations that result
 
from the studies.
 

3. Policy Change: Privatization of GCDB:
 

The GAEPRP evaluation team reported " cber 1989, that "major
 
institutional problems in GCDB and G the policy
 
reforms in the GAEPRP from having the des ac t the micro
 

level, i.e. increased private sector access it to finance 
agricultural inputs and output marketing activity." 
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the technical
own funds and commitment and
The GOTG through its 

revitalize the GCDB.
 assistance from A.I.D. and other donors will 


tor operat..Ins ano
streamline its operations, develop procedures 


The process w.-l take two

checks and balances and train its staff. 


closely monitor this process towards
years. USAID will 

program funds to be released, the
privatization. In order for GOTG
 

have to show that it has removed two parastatals kGPMB and GCU)
would 

in the GCDB and that these entities nave surrendered
from ownership 


their seats on the GCDB Board of 
Directors. In addition, to assure
 

the GOTG would also have to
the eventual privatization of the GCDB, 


the GCDB Act, amended it
show evidence that Parliament has reviewed 

an
for privatization and th( President of The Gamoia has signed such 


Finally, the bank must be privatized.
act to effect privatiza-ion. 


SEQUENCE
B. CONDI1IONALITY TO BE FULFILLED AND TIMING 


proposed performance -based program assistance, OAR/Banjul
Under this 


will provide $5.0 million in foreign exchange to the GOTG. An
 

will be provided for technical assistance,
additional $1.5 million 


training, equipment and other costs. The $5.0 million will be
 

in three tranches ($2 million. $1 million, and $2 million).
provided 


Each tranche will be released only after OAR/Banjul has verified that
 

sector reforms are in place or required
the stipulated financial 


policv actions have been taken.
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The 	policy reform measures which comprise the conditions precedent
 

and 	covenants are as follows:
 

(1) 	Standard Conditions:
 

These are standard conditions for a program grant agreement, and
 
include tne legal opinion, specimen signature, designation of
 
authorized representatives, and establishment of the se2arate account
 
+or the $5.0 million in program funds. The technical assistance
 
grant agreement will be subject only to standard project assistance
 
conditions precedent to first disbursement.
 

(2) 	Conditions Prececent +or First Disbursement of Cash Transfer
 
Funds:
 

In order to qualify for the first disbursement of $2.0 million or the
 
issuance by A.I.D. of documentation pursuant to which the
 
disbursement wlII be made, the GOTG shall furnish to A.I.D., except
 
as the parties may otherwise agree in writing, in a form and
 
substance satisfactory to A.I.D. the following:
 

i. Written evidence that the GOTG has developed a plan and begun
 
implementation for the orderly transition from a system where each
 
individual bank's credit ceiling is set administratively to a system
 
where each individual bank's credit ceiling is set on the basis of
 
each 	bank's deposit oase.
 

2. Written evidence that the GOTG has made a commitment for the
 
comprehensive review oi. and preparation of recommendations on.
 
policies, regulations. administrative practices, laws and legislation
 
relating to the financial system, including the following studies:
 

a) 	 the Centrai Bank's regulation and supervision of financial
 
institutions: adequacy of staffing, in terms of numbers and
 
training; adequacy of regulatory oowers granted the CBG;
 
adequacy o CBG's enforcement of regulatory powers; adequacy
 
of accounting standards used in the country; adequacy of
 
reporting requirements; and consistency of actual +inancial
 
practices to what the laws and regulations allow;
 

b) 	 debt recovery procedures, including both laws and courts:
 
oroperty rights and adequacy of collateral assignment and
 
transferability of property rights; enforcement of
 
contracts; bankruptcy laws; access to information by both
 
borrowers and lenders; and adequacy of the court system to
 
handle debt recovery;
 

c) 	 adequacy and availability of rural credit and term loans;
 

d) 	 development banking: role; subsidization issues; need for
 
providing managerial assistance to borrowers; and
 

alternatives, such as an institution to refinance
 
development loans of commercial banks; and such other
 
elements of the financial system requiring study as the GOTG
 
a 	 agree in writing.
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3. Written evidence that the GOTG has executed a legal review o0
 

to the Parliament
has submitted legislation
the GCDB Act. and that it 


the GCDB Act to provide for the privatization of
 
for amendment of 


GCDB.
 

4. 	 Written evidence that the GOTG has removed the GPMB and the
 

the GCDB and that these entities no longer have
 
GCU from 	ownership in 


the GCDB Board of Directors.
seats on 


will immediately
Upon satistaction 	of the foregoing. DAR/Banjul 

a special
request the U.S. Treasury to transfer $2.(0 million to 


or a bank to be
Reserve Bank of New York 

the GOTG.
 

account at the Federal 


mutually 	agreed upon by A.I.D. and 


Conditions Precedent for Second Disbursement of Cash Transfer
(3) 

Funds
 

million or
 

to which the
 
In order 	to qualify for the second disbursement of $1.0 


the issuance by A.I.D. of documentation pursuant 

furnish to A.I.D., except


disbursement will be made, the GOTG shall 


as 
the parties may otherwise agree in writing, in a form and
 

to A.I.D. the following:
substance satisfactory 


that the GOTG has 	reviewed the studies and

1. 	 Written evidence 


first tranche, developed an
out for the
recommendations carried 


action plan. and begun implementation ot the ap,-opriate
 

recommendations.
 

2. Written evidence that the Parliament has passed and the
 

President has signed legislation which authorizes the privatization
 

of the GCDB.
 

foregoing. OAR/Banjul will immediately
Upon satisfaction 	of the 

$1.0 million to a 	special
request the U.S. Treasury to transfer 

New York or a bank to be
account at the Federal Reserve Bank of 


mutually agreed upon by OAR/Banjul and GOTG.
 

(4) Conditions Precedent for Third Disbursement of Cash Transter Funds
 

or
In order to qualify for the third disbursement of $2.0 million the
 

issuance by A.I.D. of documentation pursuant to which the
 

be made, the GOTG shall furnish to A.I.D.. except

disbursement will 


in a form and
 as the parties may otherwise agree in writing, 


to A.I.D. the following:
substance satisfactory 


PIL outlining the
 
*The terms of implementation will be detailed in a 


qualify for the second disbursement. An
 
steps the GOTG must take to 


laws
expected recommendation, for example, is that the existing 


foreign exchange transactions are out of
governing interest rates and 

The PIL would
date and inconsistent with current GOTG policy. 


be revised.
outline the laws which have to 


- 60 



1. Written evidence that the GOTG has eliminated credit ceilings
 

and begun control of money and credit by controliing the monetary
 

base;*
 

2. Written evidence that the GOTG has privatized GCDB.
 

Written evidence that the GOTG is continuing awDrooriate
 

implementation of the recommendations and action plan developed for
 

meetinq the first condition precedent for the second disbursement.
 

Upon satisfaction of the foregoing, OAR/Banjul will immediately
 

request the U.S. Treasury to transfer $2.0 million to a special
 

account at the Federal Reserve Bank of New York or a bank to be
 

mutually agreed upon by OAR/Banjul and GOTG.
 

In addition to the conditions listed above the GOTG would agree to
 

the following covenants:
 

(5) Covenants:
 

1. The GOTG agrees to continue its policy that all loans from
 

official government sources, regardless of the source of
 

funding or the institution through which they are made
 

available, will be made at market-determined rates of
 

interest;
 

2. 	 The GOTG agrees to continue its policy of encouraging the
 

private marketing of fertilizer without preferential
 

treatment of any individual, group, or organization:
 

3. 	 The GOTG agrees that the GCDB Board o+ Directors and the
 

Managing Director will be free to implement any changes in
 

practices or policies at the GCDB which the USAAID-funded
 

banking experts recommend in order to improve the e+ficiencv
 

of the GCDB and prepare it for privatization;
 

4. The GOTG agrees that it will review the salary structure of
 

the GCDB and that, based on that review, it will implement a
 

new salary and benefits structure which will make GCDB staff
 

salaries and benefits competitive with the salaries and
 

benefit structures of comparable staff in the private sector.
 

*The monetary base is defined as currency in circulation plus bank
 

reserves (vault cash plus deposits with The Central Bank).
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VI. IMPLEMENTATION PROCEDURES
 

A. U.S. DOLLAR TRACKING
 

U.S. dollars disbursed in response to fulfillment o+ Conditions
 

Precedents will be deposited to a Special Account at the Federal
 

bank be mutually agreed upon by
Reserve Bank of New York or a to 

be serviced with
OAR/Banjul and GOTG. Only eligible debts will 


funds made available under this agreement. Eligible debts shall
 

owed to countries A..I.D.
mean those debts which are: (I) in 


registered financial institutions of those
Geographic Code 699 or to 


countries (See Annex 1); (2) owed to multilateral institutions; and
 

t3) incurred prior to December 31, 1989. Consistent with
 
in agreements
obligations incurred by the United States of America 


U.S. dollars under this
worked out in t-e "Paris Club." the use of 

following priorities. Under this
 program shall be subject to the 


all official debts outstanding to the United
Agreement. servicing of 

Second
States shall take precedence over any other eligible debts. 


priority shall be given to multilateral debts of 
The Gambia which
 

to, the
include, but are not limited debts owed to IMF. the IBRD,
 

the African Development Bank, the Arab Development Bank, the
 

European Economic Community, the West African Clearing House, and
 
to
the African Development Fund. Third priority shall be given 


to the members of the Paris or
other bilateral debts such as debts 


London Clubs which include, but are not limited to. Norway, France,
 

the United Arab
the United Kingdom, the Federal Republic of Germany, 


financial institutions within
Emirates. Kuwait, Saudi Arabia. and 


those and other countries included in A.I.D. Geographic Code 899.
 

Within the preceeding categories, preference shall be placed on the
 

payment of those debts incurred for development purposes.
 

B. LOCAL CURRENCY PROGRAMMING AND TRACKING
 

rhe proposed A.I.D. sector assistance program will generate no local
 

from the program are mainly ones
currency. The reforms stemming 


associated with improving efficiency in the financial sector. No
 

would require compensation or
identifiable social groups that 

the program. Conseauently
assistance will be adversely affected by 


OAR/Banjul will not require the generation of local currency in
 

support o+ the reform program. The GOTG is already constrained in
 

meeting IMF and World Bank recommended fiscal budget targets.
 

Requiring the Government to deposit local currency in a special
 
OAR/Banjul
account would result in inflationary deficit financing. 


fund with the GOTG which will be funded from

is negotiating a trust 


general tax revenues.
 

C. SOURCE SELECTION INFORMATION
 

See Annex E.
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D. TRAINING PLAN
 

The Diagnostic Study of the GCDB identified units in the bank where 

staff capabilities should be strengthened through training. 
Subsequent discussions with GCDB management during program design 

confirmed this need. Specifically, there seems to be a need to 

improve the image of the bank and the attitudes of the s:taff: 
especial lv the suoervisors in each of the units, in order to impress 
upon them tne importance o+ accuracy and efficiency in their work.
 

1here is also a need to stress the critical role which courteous
 

service to clients plays in commercial banking. This type of
 

training could be conducted in-country with an experienced bank
 

staff trainer using audio visual equipment such as training films,
 

videos, charts, and skits. Subseauentlv, some of the more promising
 

staff could be sent to some of the well-run private banks in
 

English-speaking African countries on two weeks attachment for
 

training. The purposie would be to expose them to efficient and
 

courteous banking in an African environment. Other in-country
 

training prooosed would be conducted by short-term technical experts
 

either on the Job or through grouo sessions in class. The
 
Management Development Institute of the GOTG (MDI) may be a good
 

source for some trainers and as a location for in-country training..
 

Courses would include:
 

Security consciousness in banking;
 
What checks and balances one should look for in banking:
 

Credit analysis;
 

Computerization of banking operations and management information
 

systems:
 
Loan recovery;
 
Strategic corporate planning:
 
Branch banking;
 
Maragement of foreign exchange departments and assets;
 

Liability management; and
 

Frogram analysis and auditing.
 

A number of mid-management staff also need to acquire
 

specializations in some of the fields listed above. Funding is
 

included in the program for such short term (6-B weeks) training in
 

the U.S. and/or an English-speaking African country. Senior
 

management staff would also benefit from refresher courses and short
 

attachments to well-run banks that oerform all the service functions
 

a bank like GCDB could provide. When the review of Central Bank
 

supervision of the financial system is carried out, recommendations
 
will include a training plan for Bank personnel. Funding such
 

training is budgeted for in the program.
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Training material and equipment recommended inciuoe 10 comPJters
 

(PCs) VCR, television, journals and jtrier EJti,/iLai aids deemed
 

appropriate by the training expert.
 

Staff that needs Training 	 Type and Location o
 
Trainina
 

Proposed
 

15 Cashiers In-country training
 

45 Bank Clerks In-country training
 

15 Ledger keepers In-country training
 

20 Accountants In-country and Third country
 

rra. ning
 
12 Mid level managers In-country. third country,
 

and supervisors and U.S. short specialized
 
courses
 

2 Computer specialists 	 Specialized courses.
 
Attachment
 
to a U.S. bank for short-term
 

training.
 

4 Branch managers 	 In-country; third country arid
 

attachment to U.S. Bank
 

3 Credit Officers 	 In-country training, Third
 
country training, U.S. for
 

specialized courses if
 

appropriate.
 

5 Senior Managers 	 Third country attachments,
 
U.S. Short Courses.
 

The GOTG will ensure that the GCDB and CBG provide logistics tor
 

training including classroom, boarding, storage facilities. per diem
 

and transportation for all in-country training for their respective
 

organizations. Training will be the responsibility of a training
 

officer appointed by each organization. He/she should have some
 

background in human resource development, be capable of developing
 

and implementing an effective training plan. and will be the primary
 

implementor for the training component, receiving all training
 

equipment on behalf of GCDB management and coordinating with the
 

OAR/Banjul program manager and economist to resolve any issues
 

concerning training under this program.
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E. IMPLEMENTATION ARRANGEMENTS
 

(1) GOTG
 

The Ministry of Finance and Trade is responsible for developing and 

executing economic policy reforms including the provisions in IMF and 

IBRD programs outlined in the Policy Framework Paper. The Central 

Bank Ls tne primary financial sector institution involved in 

over,.ight oi policy measures under the GOTG Policv Framework Paper. 

The GLDB is the largest financial institution in The Gambia in terms 
of number of loans and deposits. All three institutions will be
 

involved in the implementation of the proposed program. The MOFT.
 

however, will have the lead responsibility for the implementation of
 

the program. The Minister of Finance and Trade is ultimately
 

responsible for overall implementation of the program and will
 

approve all policy changes and transactions executed under tne
 

program. All activities involving the Central Bank will reouire the
 

participation and approval of the Governor of the Central Bank. Both
 

the Minister of Finance and the Governor of the Central Bank will be
 

signatories to the Program Grant Agreement.
 

In addition, the MOFT will identify the appropriate GOTG authorities
 
to be responsible for the following:
 

( 	i) furnishing relevant Ministries and technical assistance teams
 

with all required financial sector reports and access to
 
regulations and laws;
 

( ii) providing U.S. Government officials access to program records,
 

ledgers. and reports concerning A.I.D. funded activities; and
 

(iii) 	 according the U.S. Government the right to audit. trie program.
 

(2) OAR/Banjul
 

OAR/Banjul will assume primary management responsioility for the
 

program. In view of the limited USDH staff at post a program manager
 

will assist the USDH Economist in this task. This core team of two
 

will manage the day-to-day program activities. The program manager
 
will be the spokesperson for the Mission on all day-to-day program
 

implementation matters. The Program Officer, the Controller and the
 

AID Representative will be consulted frequently on all issues
 

concerning the program. Currently, the Mission has ongoing the
 

Gambia AEPRP (035-0228) with its projectized component (635-C2Z1 as
 
well as the Economic and Financial Policy Analysis Project (6135-0225)
 

to implement. The proposed program is designed to place minimal
 

added management burdens on the A.I.D staff. While reform programs
 

elsewhere have proven to be sta'f intensive, requiring much senior
 

staff level input in the policy dialogue, this has proven to be quite
 

manageable in the case of The Gambia. In fact the AEPRP has been far
 

less burdensome than the PL-480 program. REDSO/WCA will provide
 
legal assistance when required. Other REDSO/WCA technical staff will
 

be requested as appropriate. During their visits progress will be
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tasks will be identi Tied id
 
assesseo and bottlenecks or outstanding 


REDSO concurrence on program actions
 
the requisite actions taken. 


will be sought as required under Delegation of Authority 551.
 

In addition to the 2 oint GOTG and OAR/Banjul responsibilities listed
 

below, OAR/Banjul will: (i) oversee and monitor policy reform
 

measures: (ii) request M/FM of AID/W to transfer the program funds to
 

the designated separate account; and (iii) participate in the Program
 

evaluaticn.
 

(3) 	 Joint OAR/Ban)ul and GOTG Responsibilities
 

For efficient coordination of program activities and progress, the
 

GOTG and OAR/Banjul will establish a Program Management Committee for
 

this program. It will be composed of a representative from
 

MOFT, CBG and GCDB. From time to time other officials
OAR/Banjul, 


may be included as members when considered necessary. The
 

from MOFT will be the Committee chairperson. The
Representative 


purpose o4 the Program Management Committee will be to manage,
 

implement and supervise the operations of the program. This will
 

include 	tne following:
 

i) 	ensuring that the terms and conditions of the Grant Agreement
 

are understood, accepted and adhered to by all parties
 

concerned;
 

ii) 	 monitoring the implementation of the program policy reform
 
measures;
 

( iii) ensuring that the implementation plan is operational at each
 

level of program implementation;
 

iv) 	 ensuring that reporting reouirements for accounts and Drogram
 

activities are in compliance with the GOTG and A.J.D rules
 
and regulations;
 

v) 	 resolving program implementation issues quickly to prevent
 

aelays and adverse effects on the program;
 

( vi) 	 ensuring that a final evaluation is conducted;
 

( vii) 	 documenting the current economic and political context in
 

which the Program is being implemented: If conditions have
 

not been fully met, the Committee should determine to what
 

extent this has resulted from uncontrollable or unpredictable
 

external factors; and
 

(viii) 	 discussing whether modifications in future disbursement
 

conditions are required.
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FrIs Committee also will have responsibility for facilitating ar'd 
monitoring actions required for meeting the conditions for
 
disbursement including, out 
not limited to:
 

(i) providing systematic reports regarding the program's

implementation progress, in particular the actions taken and
 
actions 
pending for each upcoming disbursement condition:
 

(ii) monitoring short-term effects of 
reforms on soecific
 
government institutions; ano
 

(iii) identifying changes in procedures and 
Dperations necessary t.
 
enact 
soecific reforms (but not explicitly stated as
 
conditions for disbursement).
 

(4) Detailed Implementation Plan
 

The imolementation schedule is provide-

that the program will be authorized by 

ow with the assumption 
0O/W in February 1990. 

Ac tion Month/Year 

Grant Agreement signed February 1990 

Joint Program Committee formed and 
 March 1990
 
had first meeting to develop
 
schedules of work.
 

Program manager recruited 
 April 1990
 
and begins work.
 

Terms of Reference for short-term June 1990
 
technical assistance for studies
 
prepared and reviewed by OAR/Banjul.
 

PIO/Ts for short-term TA for studies 
 July 1990
 
issued.
 

PIO/T for TA to GCDB issued July 1990
 

Evidence that GPMB and GCU have been 
 July 1990
 
removed +rom ownership in the GCDB
 
and these entities have surrendered
 
their seats on the GCDB Board of
 
Directors.
 

P1O/C for the procurement of August 1990
 
equipment for GCDB, CBG, and
 
OAR/Banjul issued.
 

PIO/T for assistance to CBG issued 
 August 1990
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GCTG evidence tnat a legal review 


of the GCDB Act executed and
 

submitted to Parliament to amend
 

the GCDB Act for privatization.
 

Detailed training Plan Developed by 


GCDB and reviewed with OAR/Banjul
 

PTOiTs #or any additional snort-term 

TA issues
 

Candidates selected and P[O/Ps +or 


short term training issuec 

Conditions Precedent for first cash 

transfer of funds are met and
 
disbursement of cash transfer maoe
 
within 30 days.
 

Program committee submit report of 


recommendations and action plan
 
with schedule for imolementation to
 

the appropriate ministerial
 
authorities for approval.
 

Evidence that Parliament has passed 

and the President has signed
 
legislation authorizing privati
zation of the Commercial unit of
 
the GCDB.
 

Reviews requiring further 


studies identified (if any)
 

Delivery of computers and training 


equipment to GCDB and CBG.
 

Evidence that the review body's 

schedule and action plan has been
 
approved for appropriate imolemen

tation
 

Condition Precedent for second cash 


transfer of funds are met and
 
disbursement of cash transfer
 
made within 30 days.
 

Condition Precedent for third cash 

transfer of funds are met and
 
disbursement of cash transfer
 
made within 30 days.
 

rerminal and Impact evaluation of the 


program.
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August 13'Q 

August 1990
 

Septemoer 191,.;
 

September Jq9k)
 

November t9)90
 

January 1991
 

February IQ9I
 

March 1991
 

March 1991
 

August 1991
 

September 1991
 

September 1992
 

December 1992
 



Disadvantaqed Enterprises
 

Services procured under the program will adhere to Agency Policies
 
and procedures regarding disadvantaged enterprises.
 

F. FINANCIAL PLAN
 

Dollar Disbursement Procedures
 

The $5.0 million DFA funds to be used in this program will be
 
obligated by USAID in FY 1990, but will 
be disbursed over three
 
fiscal years FY 1990, 1991 and 1992. 
 The schedule of disbursement is
 
designed to accomodate two needs:
 

U.S. Government commitment to provide quick disbursing
 
assistance to strengthen the Gambia's structural 
reform program;
 
and the DFA requirement to tie disbursement to the achievement
 
of policy reforms. As scheduled and discussed with the GOTG
 
representatives, $3.5 million is allocated the o
to first year 

the program to cover the first 
tranche cash transfer of $2.0
 
million and the $1.5 million projectized component. The second
 
year tranche will million and third
be $1.0 the 
 $2.0 million.
 
As the conditions precedent to each tranche are 
met by the GOTG,
 
OARiBanJul will request that M/FM in 
AID/W effect a wire
 
transfer of funds into a special account in the name of the
 
GOTG. Currently the GOTG has an account at the Federal 
Reserve
 
Bank of New York, however a suitable Bank approved by both
 
OAR/Banjul and the GOTG may be substituted. The first
 
disbursement is planned for November 1990. Prior to each
 
disbursement of 
funds, the GOTG will provide a prioritized
 
listing of debt payments eligible for payment with DFA Dollars
 
for A.I.D. review and approval. Upon disbursement of funos ty
 
A.I.D., DFA dollars will be deposited into the separate GOTG
 
Bank Account established for this purpose. Dollars will
 
subsequently finance specific external debt payments of the GOTG
 
previously approved by OAR/Banjul. Once these payments are
 
made, the GOTG will provide Banjul that
 
withdrawals were made from W e 
 nt for specific
 
debt payments listed 
on the appr VaiLst and that payments were
 
received by approved creditors.
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,ummaryy --s t Es-imates ana .*inain Sources: 

(000 DOLLARS)
 

BUDGET CATEGORY 

AID 

FA LC 

GOTG 

FX LC 

TOTAL 

FX 

A. Budget Supoort 

1or external 

accoun . 

5, Ci.' 0 0 5. 0C,0 

B. recmnncal Assistance 

Policy Studies, 

training, equip
ment. and jther 

costs. 

1,420 0 0 0 1,420 C, 

C. Evaluations 50 

D. Financial Review 30 0 ) 0 30 

TOTALS 6,500 00 0 6, 500 C 
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Financial Management:
 

Projection of Expenditures By Piscal Year
 

($000 DOLLARS)
 

FY 
90 
91 
92 

AID 
3.5 
1.0 

2.0 

TOTALS 6.5' 

Source and Application of AID Funds:
 

IMPLEMENTATION 


ACTIVITY 


1. 	Non-Project
 
Cash Transfer:
 
Budget Support 

for external 

account
 

2. 	Technical Asst., 


Policy Studies, 

training,
 
equipment and
 
other costs
 

3. 	Financial Review 


and Evaluations
 

TOTAL 


IMPLEMENTATION 

METHOD 


Cash 

Transfer
 

AID
 
Contract 


AID Contract 


Method of Implementation and Financing of 


Equipment and Training Component
 

Category 


1. Procurement of 

Technical Assistance 


for reviews, studies 

and training
 

2. Procurement of 

short-term TA for the 


GCDB and the CBG 


3. Long and short 

term training 


Imp. Method 


AID/Direct (PIO/T) 

and Buy-in (PIO/T) 


AID/Direct (PIO/T) 

and Buy-in (PIO/T) 


OAR/Banjul 

PIO/Ps
 

S&T/AID/WASH.
 

GOTG 
0 
0 

0 

0 

TOTAL 
2.5 
1.0 

2.0 

6.5 

METHOD OF 
FINANCISj 

COST $000 

Direct zayment 5,000 

Direct Payment 1,420 

Direct Iayment 80 

6,500
 

TA,
 

7-nancial Method
 

Direct payment to
 

-ontractor by OAR/Banjul.
 

AID/W or REDSO/WCA.
 

Direct payment to
 
Contractor by OAR/Banjul
 

AID/W or REDSO/WCA.
 

Direct payment by AID/W
 



ME1~Mc j
IMPLEMENTATION
IMPLEMENTATION 
__

$00o
 

ACTIVITY METHOD FINANCING
 

PIL - GCDB training Direc- lavment Dy
4. Short-term 

in-country training and OAR/Banju OA,-u1.
 

Di-ec*: oavment by

5. Contracting of OAR/Banjul 


2.U
O ;_Ba

Project manager 


Procurement of Equipment
 

computers. training and infcrma--fon equipment will
 Ine Procurement of 

and open competition. AID/Banjul will
 

be accomplished through full 

procurement cocumentation and
be responsible for processing all 


follow through.
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Local Currency Disbursement Procedures
 

(Not Applicable)
 

Recurrent Cost Implications
 

Ihere will be no direct recurrent costs incurred by the u0TG as a
 

result o this program. Fhere will be minor indirect or overhead
 

staff costs associated with implementing the pol icy measures agreed
 

to under tns program. The Program Committee will be temporary and
 

will be dissolved after GOTG considers and decides upon
 

recommendations.
 

Financial Review Requirements
 

Funding for financial review of the program is budgeted under the
 

projectized component of this program.
 

6. MONITORING AND EVALUTION 

1. ProQram Monitoring
 

Monitoring of the program will focus mainly on the conditionality
 

governing disbursement and, therefore, on policy changes. The
 

purpose of the monitoring is to verify benchmarks which indicate the
 

achievement of the terms of conditionality and assess indicators of
 

the successful achievements of the program s purpose and goals.
 

OAR/Banjul, in conjunction with the GOTG, will monitor the
 

etfectiveness of the reforms implemented and will lead both terminal
 

and impact evaluations. The monitoring will therefore relate to
 

specific benchmarks and actions the GOTG has to take to meet the
 

conditions precedent to disbursement and GOTG adherence to the
 

covenants.
 

Benchmarks which indicate the achievement of the conditions
 

themselves are implicit and self evident in the conoitions
 

themselves. For example, to meet the 1lrsL tranche The GOTG will
 
provide written evidence that it has developed a plan for the orderly
 

transition from a system where each individual bank s credit ceiling
 

is set administratively to a system where each individual bank's
 

credit ceiling is set on the basis of each bank's deoosit base.
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verifiable indicators of achieving program oolectlves
In addition. 


will be 	monitored. lhese wili include:
 

time deposit=;
i) commercial banks savings and 


ii) domestic savings rate;
 

tiii) 	 problem loans at banks;
 

( iv) 	 level and composition of bank credit;
 

( V) 	 domestic private investment; 

( vi) 	 interest rates.
 

set out 	in the
Since OAR/Banjul will closely monitor the program as 


implementation plan, a formal evaluation of progress during
 

because the verification ot
implementation will not be required 


be done at the time of disbursement of each tranche.
performance will 


2. Terminal and Impact Evaluation
 

rhe purpose of the final evaluation of the program will be to record
 

and assess progress of the policy reform program in order to draw
 

lessons learned for future A.I.D programs, to evaluate the impact it
 

has had on the Gambian's economy, and to identify and assist the GOTG
 

to pursue additional reforms which will improve efficiency and may
 

encourage increased private sector activity. The evaluation will be
 

tranche has been disbursed. which should be
conducted after the third 


not later than December 1992. In addition to assessing impact, the
 

also assess: (1) GOTG and OAR/Banjul's ability to
evaluation will 

fulfill their responsibilities in the implementation of the program;
 

(2) the 	quality and performance of the short-term technical
 

assistance teams provided under the program. including the quality of
 

their output; (3) the timely procurement of equipment and training;
 

(4) the 	relationship established with other donors and GCI:G officials
 

for future policy dialogue and; (5) the performance of the GOTG in
 

complying with the terms and conditions of the program.
 

for monitoring disbursement will
All available documentation prepared 


be reviewed and analyzed. In addition the final evaluation will
 

cover the implementation and effectiveness of program policy changes
 

i.e.:
 

( 	 i) linking credit ceilings to each bank's deposits and its
 

impact on credit conditions in the financial system;
 

of action for addressing of the legal, regulatory
( 	ii) review plan 

the financial
and procedural framework directly affecting 


sector;
 

(iii) 	 impact of the policy reforms initiated oy the program on the
 

private sector and progress towards achievement of the
 

program purpose and goal will be closely assessed and
 

recorded.
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the evai'ation will be conducted by a joint LISAID and GOTG team,
 

including an A.I.D. runded contractor experienced in the
 
implementation of financial policy programs. a senior o+ficer from
 
the MOFT. and representatives from AID/W and REDSO/WCA if possible.
 
OAR/Ban~ul will organize the evaluation team. Copies o+ the final
 
evaluation report will be sent to AID/W and REDSOWCA. The program
 
budoet zr-ludes funding for the evaluation.
 

VII. FE-SIBILITY ANALYSIS
 

Increases in per capita income are dependent on the accumulation of
 
physicai and human capital' and on the efficient use of resources.
 
The effi:ient use of resources in turn depends on the presence of
 
economic policies and institutions which provide adequate incentives
 
to econcmic participants. The financial system can play a role in
 
this process by increasing the availability of savings to investors
 
and allocating those savings to their most productive uses so that
 
they car be used to increase the capital stock or the adoption of new
 
technologies. Whether the financial system operates efficiently and
 
epuitabl will depend on the policies in force. OAR/Banjul's FSR
 
program is designed to remove several of the obstacles constraining
 
financia" sector performance. rhere are basically two comoonents to
 
the FSR Drogram: activities to improve financial intermediation in
 
The Gamcia: and activities to enhance the level of effective
 

competition in financial markets and to facilitate the eventual
 
privatization of the commercial banking functions of GCDB. The 
discu-son which follows examines the feasibility of those two 
componerts. 

A. SOC7AL FEASIBILITY
 

Financial Intermediation: To the substantial degree that economic
 
growth and development depend on efficient investment, then: people.
 
firms ar.o government must be willing to save and invest: and savings
 
must be efficiently allocated by markets to those who p!an to invest
 
in anticipation of the most profltable opportunities. The FSR
 
program will include an examination of financial sector constraints
 
which impede the savings and investment process lust described, an
 

evaluation of recommendations to alleviate the constraints, and the
 
implementation of recommendations which fit conditions in The
 
Gambia. Given that most of the constraints to be examined deal
 
primarily with conditions affecting efficiency and not equity, (+or
 
example. bank supervision, debt collection procedures. and term
 
loans), their impact on income distribution is likely to be neutral.
 
Certainly individual firms and people may at present be benefiting
 
from in-+ficiency, so that there are likely to be some losers as a
 
result of reforms, but that is not a sufficient justification for
 
leaving things as they are. 1he uonstraint relating to taxation does
 
have eouity considerations attached to it. High taxes or double
 
taxation are generating additional revenue for the government. If
 
some taxes were reduced or eliminated, then the loss of revenue
 

- 75 



might have tz oe made uP. That would be possible wit!hout rle
 

taxes if the reduction or elimination of a tax
imposition o- new 


resulted in accelerated economic growth and a consequent increase in
 

tax base. When the technical assistance teams look at this
the 


issue. they should include in the analysis the economic growth
 

implications of any recommendations and whether other taxes would be 

needed it a decision is made to reduce or eliminate a tax.
 

GCDB: The FSR program requires the divestment of
Privatizaticn of 


GCU arid GPMB s ownership interest in GCDB and their removal from the
 

from lax en+orcement
bank s BoarC of Directors. GCU has benefited 


of loan procedures at GCDB. It will clearly be affected by the FSR
 

program. Hcviever, much of the impact has already been felt since
 

the GOTG has reduced political interference with GCDB s decisions.
 

Ihe FSR procram will do a great deal to discourage the problem from
 

influence also
resurfacing in the future. In the past. 	political 


favored groups. The
resulted in loans being directed towards 

such political
privatization of GCDB should make it independent of 


lose out. Until the
interference. As a result, those groups will 


on the Board of
GCDB is orivatized. GCU and GPMB will be replaced 


and a sonior
Directors by the Deputy Managing Director of GCDB 


official frcm the MOFT.
 

The oasic reason for expecting social benefits from the
 

privatization of the commercial functions of the GCDB is derived
 

from the assumption that an efficient mobilization and allocation of
 

through competitive, market-based financial
financial resources 


benefit a broader siectum of the population than
institutions will 


one which directs resources to selected individuals on political
 

grounds. In the absence of competition, banks acting as a cartel
 

lower the returns to saving, increase the costs of borrowing, and
 

generally retard the growth and development of financial markets and
 

the economy in general.
 

The major- beneficiaries of an additional orivatized commercial bank
 

and increased competition will be those individuals or 4ie-ms with
 

able to obtain credit now because loans
viable projects who are not 


are directed to favored borrowers. The GCDB itself and credit
 

worthy borrowers will also directly benefit because fewer problem
 

loans should result, long-term profits should be greater, and more
 

funds should be available for lending. In addition, competition in
 

the banking sector will be greater since 	a orivatized bank. without
 

oolitical interference, should be more profitable and viable.
 

Because the privatized bank will be more Drofitable, lending rates
 

in the country should be lowered through increased availability of
 

credit and competition. A rehabilitated and privatized GCDB should
 

also result in increased competition for deposits. Savers should
 

benefit from higher deposit rates, increased services and lower
 

between deposit and lending rates
banking costs. As the spread 


narrows. Bank profits attributable to monopolistic market shares
 

should be saueezed out. General equity will be enhanced.
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In addition, the removal of Governmet: from ownership of the GCDB
 

will improve the GOTG s budgetary per-ormance. Paying otf bad loans
 

owed to the GCDB has a high opportun::y cost for the country, as
 

measured by the increase in output that would have occurred 14 ta>.
 

revenue had instead been used to finance needed expenditures for
 

economically and socially useful purposes. The whole country has
 

been penalized by GCDB's past mistakes. In FY 1986/87. the GOIG
 

waid off D72.6 million in GCDB's bad =ebts and in FY l8B/89, D48
 

mi 1lion.
 

B. POLITICAL FEASIBILITY
 

Financial Intermediation: Given the GOTG's record in re+orming
 

economic policies and sticking to tnem, OAR/Banjul foresees no
 

potential problems with the GOTG faiiing to adopt policies affecting
 

the financial sector which result from recommendations derived from
 

the studies to be undertaken under the FSR program. The virtual
 

absence of equity considerations affecting broad social groups
 

associated with potential policy charges affecting the efficiency of
 

financial intermediation should make it easier for the GOrG than was
 

the case with many of the reforms associated with the ERP.
 

Privatization of GCDB: lhe question o+ political will may be a
 

potential problem for the privatLzatlon of GCDB. In the past, the
 

bank has been used in support of what must be considered as
 

disguised social welfare programs. Tnis is particularly true witn
 

regard to the forgiveness of loans to rural borrowers who form an
 

important political constituency. H:-ever, the bank is not making
 

any loans currently in favor of such groups. It is also engaged in
 

legal action against prominent businessmen who took out unsecured
 

development loans with no apparent intention to repay. Both the IMF
 

and World Bank are pressuring the go,=rnment not to return to past
 

mismanagement of the bank. The FSR zrogram supports the IMF and
 

World Bank efforts.
 

From a broader perspective, the GOTG iireadv has undertaken
 

significant privatization efforts. ,'any parastatals have been
 

privatized and others are ready to co on the block. Proaress in
 

this regard was described in an earlier section of the PAAD. The
 

eventual privatization of the GCDB wculd be consistent with
 

established policy in regard to parastatals.
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C. INSTITUTIONAL FEAnIBILITY
 

be tne lead
The Ministry of Finance and Trade (MOFT, ,.ill 


out the reforms ass::zlated with the FSR
institution to carry 


program. The Ministry has been responsicle for implementing the EPP
 

and has a good track record to date. Ct -e MOFT, the Statistics
 

and Special Studies unit receives USAiD s-Dport through our Economic
 

long ter-i.
and Financial Policy Analysis project whnirn finances two 


advisors from the Harvard Institute for 1-ternational Development
 

attached to the MOFT. The unit wiil be:- ,Banju1 s zontact point
 

in day to day implementation of the FSP :-oaram. The unit has been
 

involvec in policv reform in The Gambia -om the start of the ERR
 

and provides valuable continuity in the cverall economic policy
 

reform effort.
 

The Central Bank will play the key role in implementing the reforms
 

removal of credit ceilings and the improvement of
concerning the 


bank supervision. The Bank has been responsible for conducting tne
 

interbank market for foreign exchange and the Treasury bill
 

auctions. two of the major reforms associated with the ERP. MOFI
 

with the HIID group will play a strong corsultative role in this
 

sspect of the program.
 

D. FINANCIAL FEASIBILITY
 

The $5 million grant is judged to be at least sufficient to offset 

the costs associated with the financial sector adjustment. Most of 
placethe significant social costs associated with adjustment took 


when the ERP was started. The reforms uraer the FSR program are
 

mainly ones associated with improvements in efficiency. Any costs
 

associated with technical assistance wil: be provided under the PERS 

project. GCDB is being recapitalized which will make it more 

attractive tor privatization. Achievina :his transfer wi!l Dose 3 

strain on the 30TG finances and the FSR orogram transfers will heir) 

offset tne cost.
 

E. IMPACT
 

the FSR program will oe to improve competit;on
The maior Lmpact of 

better functioning
and e+ficiency in commercial banking, however. a 


commercial banking sector does not necessarily create economic
 
from the availabilitv o+
opportunities. Those opportunities derive 

natural resources and infrastructure: tne size of and access to 

markets: the employment of better technclDgy: and the capacities. 

aptitude, and motivations of the populace. What a better
 

do is to help facilitate
functioning commercial banking system w.il 


the capability o+ entrepreneurs to take advantage of the available
 

opportunities. In addition, a well functioning commercial banking
 

system is probably a necessary condition for the emergence of
 

institutions, like capital markets, to serve long-term credit needs
 

of the country. An efficient, functioning commercial banking sector
 

is a first step in the overall develooment of the financial sector
 

and in sustainable development.
 

The direct benefits of the program as described in previous
 

paragraphs will likely accrue to the uroan. business and middle
 

They are the ones presently using commercial
income community. 

benefit indirectly at first.
banks. The urban and rural poor will 
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However, such 
benefits are related importantly to thie ootential
 
progress of sustainable development in The Gambia. A well
 
functioning commercial banking system creates confidence in 
the
 
payments mechanism. 
Not so long ago, there was a fear that the CFA
 
franc was going to replace the dalasi as the primary medium of
 
exchange and 
store of value in the country. Before commercial
 
banking services can emerge in rural areas, it must 
be demonstrated
 
that banks are 
capable of operating profitably in urban ones. The
 
rural populace will benefit from 
the greater availability of goods
 
and services that will 
become available because tracers 
have access
 
to more and lower cost 
credit. Employment opportunities in urban
 
areas should likewise increase and benefit those rural workers
 
looking for 
alternative employment opportunities. Finally, the
 
ending of misdirected credit 
at the GCDB will stop economic waste
 
and leave the 
GOTG with more revenue to expand rural infrastructure.
 
public health and education.
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LOGICAL FRAMEWORK 
ANNEX C 

THE GAMBIA - FINANCIAL SECTOR RESTRUCTURING (635-0228 AND 635-0231) 

NARRATIVE SU#5 F7 OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSU#PTIOIS 

Goal Measures of Goal Achievement 

Broad based sustainable growth 

per capita income, 

in 1. Real GOP grows faster than 

population in both the rural and
urban sectors. 

I. GOTG economic data I. Good weather 

2. No world Economic Recession 

3. The Policy Framework Paper will 
continue to be the operational 
framework for GOTG policy. 

Program Purpose 

To Improve the efficiency of 
financial intermediation in promoting savings and investment and in 
allocating savings to their 
most productive uses. 

Conditions that will indicate 
purpose has been achieved: 
End of Program Status: 

I. Commercial banks increase 

savings and time deposits faster 
than economic growth. 

1. GOTG Economic Data 

2. COG records. 

4. Other Donor projects will be 
implemented effectively and on a 
fimely basis. 

I. Firms must be willing to 

Invest. 

2. Domestic savings rate increases. 

3. Bank problem loans decrease. 

4. Composition of bank credit 

indicates loans are being allo
cated to faster growing sectors 

in economy. 

3. Annual reports of Comercial 

banks. 

2. Savings must be available. 

3. Savings must be channeled to 
those who plan to Invest andface the most attractive 
investment opportunities. 

4. The GOTG does not Interfere 

with individual bank's decisiun 

5. Bank credit extended without 
government intervention. 

making. 

5. Domestic economic activity 

6. Domestic private investment 

increases. 

continues to improve. 
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NARRATIVE SUMUMARY 


Program Outputs 


I. Elination of administrative 

determination of individual 

bank's credit ceilings. 


2. Financial institutions 


adhere to statutory and 

regulatory requirements 


governing their practices.
 

3. GOIG develops an action 

plan for implementing recom-

mendations fi-a technical studies. 


4. Parastatal influence on lending 

decisions of GCDB is eliminated, 


5. Legislation necessary for 

for privatization of GCDB 


enacted by Parliament, signed by
 
the President, and support
 
provided to the NIB for
 
privatization efforts.
 

LOGICAL FRAMEMORK
 

THE GAMBIA - FINANCIAL SECTOR RESTRUCTURING (635-0228 AND 635-0231)
 

OBJECTIVELY VERIFIABLE INDICATORS 
 MEANS OF VERIFICATION 


Magnitude of Outputs
 

I. Central Bank controls availa- I. Records of GOTG (MOFT)

bility of money and credit by 

controlling the monetary base. 


2. Central Bank's regulatory 
 2. Records of Central Bank and
 
and inspection functions 
 Comiecial Banks.
 
strengthened. 
 3. Parliamentary records.
 

3. Technical assistance teams 
 4. Discussions with Bankers.
 
conduct studies and make recom
mendations covering among other 
 5. T.A. Reports
 
topics:
 
a. debt recovery procedures
 
b. adequacy and availability of
 

rural credit and term loans;
 
c. development banking.
 

4. GCU and GPHB removed from
 
ownership of GCDB and from GCDB's
 

Board of Directors.
 

5. GCDB functions as an independent
 
competitive commercial bank.
 

ANNEX C
 

IMPORTANT ASSUMPTIONS
 

1. Process of assessing policy reform
 
and adjustment will continue to

address identifiable constraints
 

in the sector.
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NARRATIVE SW.-ARY 


Program Outputs 


6. Private sector bank officers 

and Central Bank personnel 


better trained for carrying 

out responsibilities. 


7. GCDB and CB computerize much 

of their operations, 


8. GOTG pays off maturing 
external debt. 

ANNEI_C
LOGICAL FRAMEHOIARK
 

THE GAMBIA - FINANCIAL SECTOR RESTRUCTURING (635-0728 AND 635-0231)
 

OBJECTIVELY VERIFIABLE 
INDICATORS 
 MEANS OF VERIFICATION 
 IMPORTANT ASSUMPTIONS
 

Magnitude of Outputs
 

6. (a) Six person-montis
 
short term TA provided to GCDB and
 

12-15 bank personnel trained.
 
(b) Six person-months
 

Short term TA provided to CB and
 
8-10 Central Bank personnel
 
trained.
 

7. Ten PCs provided to GCDB and
 
five to Central Bank.
 

S. Five million dollars in 
external debt is retired. 
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NARRATIVE SUMARY 


Program Inputs 


1. Foreign exchange grant to the 

GOTG. 


2. 	 GOTG comprehensive plan to 
restructure and privatize 

the GCDB. 


3. Other donor provision of 

technical assistance equipment 

and training for Bank Staff. 


4. Appropriate equipment as needed 

to support banking experts In 


their work.
 

5. Short term training for 


financial institutions.
 

. Technical Assistance for Studies. 

7. Technical Assistance for 


financial institutions. 


8. Personal Services Contractor for 

program management.
 

LOGICAL FRAMEWORK
 

THE GAMBIA -
 FINANCIAL SECTOR RESTRUCTURING (635-02'8 AND 635-0231)
 

OBJECTIVELY VERIFIABLE INDICATORS 
 MEANS OF VERIFICATION 


Implementation Target (type and 


quantity)
 

1. Approved project Budget 
 1. Program Grant Agreement signed. 

$5 million in US dollars over a 
 Records of the Central Bank of 
24 month period. 2 calendar The Gambia 
years. 3 fiscal years. 

2. 	 Comercial Unit of GCDB prepared 2. GOIG decrees or legislation. 
for privatization in 1992. 

3. IBRD, ODA, USAID continue their 3. OAR/Banjul records.
 
ongoing assistence to the GCDB.
 
lOFT, and CSG.
 

4. $16-3.000 in computers and 
training equipment. 

5. 15-20 bank staff trained, (S15ID,000)
 

6. 	 TA to coii.uct studies ($420,000). 

7. Short-term TA. for CBG and GCDB
 

($360,000).
 

8. PSC for program manager.
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ANNUX C
 

IMPORTANT ASSUMPTIONS
 

Assumptions for providing inputs:
 

I. Congressional Notification
 

ac(epted.
 

2. Policy reforms will stabilize 

the finantiaIsystem and open
 
investment opportunities to
 
private enterprise.
 



HNNE& D 

OVERVIEW OF FINANCIAL INSTITUTIONS IN THE GAMBIA
 

The Financial System
 

rhe iinancial sector is comprised of 
the commercial banking system,
 
the Gambia Cooperative Union (GCU), several small donor 
or NGO
 
supported activities, and 
the informal financial sector. The
 
banking system in the Gambia consists of the Central Bank 
of rne
 
Gamoia tCBG, and three commercial banks: the Gambia Commercial and
 
Development Bank 
(GCDB). Standard Chartered Bank Gambia Limited
 
(!CB), and Banque Internationale Pour le 
Commerce and I industrie
 
(aiCI). 

Tne Central Bank of The Gambia
 

rhe CBG was established in 
1971 to assume the functions of The
 
Gambia Currency Board and to act 
as banker to Government. It is
 
resoonsiole for defining and implementing national monetary and
 
credit Policies and for regulating the commercial banks. The
 
Drincioal objectives of the CBG as 
set out in section 4 of tne i'4ct
 
estaolishing the CBG and amended in 1976 are:
 

(a) 	 to regulate the issue, supply, availability and
 
international exchange of money;
 

(b) 	 to promote monetary stability, economic growth and
 
development; and
 

(c) 	 to oromote a sound financial structure and credit and
 
exchange conditions conducive to 
the orderly and balanced
 
economic development of the country.
 

The Governor of the CBG is appointed for a term of five years by 
tne
 
President of The Gambia on the recommendation of the Minister of
 
Finance and Trade. The Governor presides as 
chairman at the
 
meetings of the Board. 
 Five 	directors serve on the Board 
including
 
the Governor, the Permanent Secretar." of the MOFT, and three
 
directors appointed by the President for three year terms each. The
 
Directors and Governor are 
eligible for reappointment after their
 
terms expire.
 

The authority of the Board includes the power to make by-laws and
 
issue directives to regulate the conduct of 
the Bank's business and.
 
with the approval of the Minister of Finance and Trade, make
 
regulations for 
the purpose of setting interest rates and regulating
 
the availability of money and credit. Decisions adopted by tne
 
Board are made on the basis of a 
simple majority of the votes of the
 
members present, provided at least three directors are present. If
 
there is a tie vote, the Governor shall have a 
second or decidinq
 
vote. The Act establishing 
the CBG is quite clear that the Minister
 
of Finance and Trade can recommend to Government that the Board's
 
decisions be changed. As stated in Section 42(4):
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i;. after consultation between the Minister ana tle Bane. -e
 
Minister is of the opinion that the policies ceing pursued o'v
 
the Bank are not adequate for, or conductive to, the achievement
 
of the objects of the Bank set out in Section 4, the Minister
 
shall submit a recommendation to Government and Government may,
 
by directive, determine the policy to be adopted by the Bank.
 
The Minister shall in+orm the Bank of the policy so determined
 
and that Government acceots responsibility for the adootion of
 
the policy. The Bank shall tnereupon give effect to that poiLV
 
while the directive remains in operation.
 

The most important regulatory tools of the CBG are credit ceilinos
 
on the banking system, a ceiling on credit to the Government, both
 
currently determined in consultation with the IMF, and a set of
 
credit worthiness criteria which all banks must meet. Individual
 
bank s credit ceilings are set in an administratively determined
 
basis by the CBG. Although banks are free to set their lending
 
rates, wnich are flexible, and the interest rate structure is
 
determined on the basis of a bi-weekly tender system for treasury
 
bills, the CBG seeks to encourage resource mobilization by
 
establishing a minimum rate on snort term (90 day) time deposits,
 
currently 13 percent. As a financial institution, the CBG can lend
 
to the Government. and it also provides credit to banks through
 
rediscounting facilities.
 

In addition to respecting the credit ceilings, banks are expected to
 
observe the CBG s reserve requirements, which at present amount to
 
24 percent of demand deposits plus 8 percent of savings and time
 
deposits, of which 80 percent must be kept on deposit at tne CBG.
 
with the remaining 20 percent being held as cash. Also, 30 percent
 
of a commercial bank's liabilities must be held as liquid assets.
 

The CBG s supervision over the management and operation of financial
 
institutions has been based to a large extent on ensuring compliance
 
with reporting requirements, and to a lesser extent on on-sight
 
visits by banking inspectors. Enforcement by the CBG of its credit
 
worthiness criteria has been uneven. In the past, BICI and SCBG
 
have been held to the criteria, while GCDB has consistently
 
disregarded them without CBG taking any steps to discipline it other
 
than to debit its already overdrawn account at the Central Bank with
 
charges and fees, until the accumulating losses and resultant drain
 
on the Government forced suspension of GCDB s development lending
 
activity and a severe contraction of its commercial lending.
 

From the mid-seventies on, the CBG. at GOTG direction, provided
 
significant levels of re-finance to banks (latterly to GCDB only)
 
for crop finance, most of which was for on-lending to the GCU and
 
other licensed buyers for the purchase of groundnuts. Further
 
moneys were advanced to GCDB to finance projects which the GOTG
 
supported (by way of government guarantee) for various 
reasons.
 
These arrangements increased the overall level of demand, put
 

- D2 



pressure on tne foreign exchange marKet. caused surges 
i- r-e noney 
supply and ultimately led to inflationary price ,ovements and 
currency speculation.
 

Standard Chartered Bank of Gamoia Limited
 

The SCB has been operating in The Gambia since 1906 and is a member
 
of the Standard Chartered Bank 
Grouo which has extensive world wide
 
operations. It offers 
a full range of banking services and is
 
concerned mainly with 
trade and business financing. The SCB does
 
not involve itself in financing development orojects and its
 
agricultural finance operation 
is limited to the provision ot
 
working capital to buyers of grounonuts. The SCB has acnieved d
 
strong deposit base and has at times refused to accept 
term aeoosits
 
because it has been unable to utilize its funds fully. 7me 5CB mas
 
relatively large noldings of GOTG securities and treasury bills.
 
While the SCB has not fully utilized its credit ceilings in the
 
past. it is currently trying 
to have its ceiling increased.
 
Accordingly to Bank management, SCB is seeing more viaole loans
 
being requested now than it did formerly.
 

rhe SCB is the major dealer in foreign exchange and in l-86 held
 
aoproximatelv 50 percent of the commercial pipeline of external
 
payment arrears in the private sector. It is the major participant
 
in the inter-oank foreign exchange market and because its 
demand for
 
foreign exchange is greater than its endogenous supply, it tends to
 
be the leader in exchange rate adjustments. The SCB has three
 
expatriate officers, two of whom are 
the managing director and his
 
deputy. The Bank is very profitable and its after tax profits were
 
73 percent of invested capital and reserves in 1988. In recent
 
years, 
the bank has grown rapidly and now accounts for more demand
 
and savings depositF than does the GCDB.
 

Banque Internationale Pour Le 
Commerce Et L Industrie
 

The BICI , a branch of Senegal's BICI, has operated in The Gambia 
since 1968 and its main shareholder is the National Bank of Paris.
 
A Gambian is the Chief Executive of the Gambian operation and 
he
 
receives financial, administrative and technical support from the
 
BICI head office in Dakar. The bank obviously has close links with
 
Francoohone countries and 
it finances much of 
the trade between tnem
 
and The Gambia and it conducts significant business in CFA trancs.
 

The bank's operational procedures are relatively efficient and 
its
 
computer-based records permit accurate and 
timely reports and
 
statistics to be produced. 
 A oassing difficulty arises from time to
 
time through the absence of the Chief Executive and the lack of
 
delegation of decision making pro:esses to 
anyone else. Trade
 
finance is the main area of activity and accounts for 75 percent of
 
its in=ome. Lending is short-term and takes the form of overdrafts
 
and advances. The main recipients are distributive trades, tourism,
 
and transportation.
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Aqricultural Develooment Bank E,2
 

The ADB was established in 1961 to provide specialized credit to tne
 
agricultural sector. By January 1963 it ceased new lending and the
 
Government decided to liquidate it. Loans were extended for
 
nonagricultural purposes and no proper evaluation of loan
 
applications was conducted. In 1989, the GOTG allocated D2.5
 
million for settling the remaining claims arising from the
 
liquidation of the ADB.
 

The Gambia Commercial and Development Bank tGCDB)
 

Before 1972. the only lending institutions in The Gambia were tne
 
British-controlled Standard Chartered Bank (SCB) and the
 
French-controlled Banque International pour le Commerce et
 
I Industrie kBICI). Both of these entities concentrated their
 
lending to multinational corporations and to the well-established
 
foreign trading houses and a few ma)or local Lebanese and Gambian
 
merchants. Very few indigenous Gambian individuals or institutions
 
(including parastatals) had ready access to formal sector credit.
 

To fill this gap, the GCDB was established in 1972 and it quicklv
 
became the major source of institutional credit in the country. In
 
addition to its role as a development-oriented entity, by the
 
mid-I98os. the GCDB had become The Gambia's largest commercial oanK,
 
accounting for almost half of the total deposits, more than 87
 
percent of the total loans, and more than half of the total
 
commercial bank assets.
 

The SCB and the BICI both have a long history in The Gambia and a
 
strong market position with the top tier of clients, including tne
 
multinational companies which account for a major portion of tneir
 
respective loans portfolios. GCDB essentially has the Government,
 
the parastatals or State-Owned Enterprises (SOEs), and tne remaining
 
public as its clients. Thus. GCDB has not been in direct
 
competition with the other banks, but it does provide indispensable
 
banking services to a broader spectrum of Gambians who do not have
 
access to the foreign banks. Witnin its market segment, GCDB
 
effectively has no competition. Unfortunately, this monopoly and
 
government ownership has, in the past, led to government and social
 
pressure to finance projects which had no commercial justification.
 
This factor, plus inappropriate credit management, led to a
 
significant accumulation of non-performing loans. These
 
non-performing loans impaired the financial condition of the bank
 
and restrained the bank's ability to finance credit-worthy borrowers
 
to the detriment of national economic development.
 

Data provided by the GCDB indicate that for March 1989 the GCDB
 
accounted for 30 percent of total demand deposits in the country. 30
 
percent of savings deposits, and 81 percent of time deposits. A
 
diagnostic study of the bank in 1988 led to a number fo reforms
 
including the replacement of top management. Both the World Bank
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and USAID have pledged technical suoport to neip in toe
 
restructuring of the oank. Tne G3TG assumed D7u million ot deots
 
owed to the GCDB in January 1987 and a further D48 million in
 
September 1989. Furthermore the GOTG has budgeted D20 million 
to oe
 
added to GCDB's capital stock. Based on the restructuring, the bank
 
is now profitable and even participated recently in the treasury
 
bill market. Its development banking operations have been stopped
 
until the bank is reorganized into separate commercial and
 
development banking components.
 

GAMBIA CCOPERATIVE UNION
 

Organization Description: The Gambian Cooperative Union (GCU) is a
 
semi-private organization supplying inputs such as seeds,
 
fertilizers and tools to farmers on credit and is 
the chief
 
purchaser and transporter of groundnuts (handling between 
71 and 61%
 
of the official market) to the Gambia Produce and Marketing Board
 
(GPMB) which handles between 60 and 85% of production. GPMB has a
 
legal monopoly on the processing and export of the groundnut crop,
 
although significant portions of each year s 
crop are sold in
 
Senegal (by farmers themselves or by Senegalese traders buying in
 
The Gambia). The funds to ofor credit farmers and for purchase 

the groundnut harvest used to originate in the Central Bank of tne
 
Gambia (CBG) and were provided to GCU by the Gambia Commercial and
 
Development Bank (GCDB). GCU also borrows from GPMB 
for financing
 
crop purchases and providing members with credit.
 

GCU has evolved substantially from its original form and continues
 
to undergo scrutiny of its functions and management. From 1959 to
 
1977, GCU and its forerunner made loans available exclusivel, in the
 
form of cash to farmers through member societies termed Cooperative
 
Produce and Marketing Societies (CPMS). Loan recoveries averaged
 
97% during this time. In 1978, the First Rural 
Development Project
 
(RDP I) funded by World Bank, EEC and ODA 
introduced an agricultural
 
credit component for "in-kind" production loans in the form of seed
 
nuts, fertilizer, and farm implements. Serious accountability
 
problems led to extremely poor loan recovery. RDP I was terminated
 
in 1982.
 

In 1962, as precursor to a second project scheduled for
 
implementation from 1984-90, the Second Agricultural Development
 
Project, (see description of A0P II), the management of GCU was
 
reorganized and a specialized agricultural credit unit formed. ADP
 
II is funded by loans and in kind donations mainly from external
 
sources and includes a major credit comporent. Sources of ;unding
 
for GCU credit programs are shown below.
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Sources of Funds in Dalasi O00
 

Year GCD8 GPMB GCU ADP II Total
 

81/82 4,518 755 5 273
 

82/83 3,440 3 440
 
83/84 5,194 5 194
 

84/85 4,540 5.251 .7c I
 
85/86 481 1.128 ',609
 

86/87 4.020 2.84 280 4.619 11803
 

87/88 6.934 6,934
 

88/89 356 2,120 2,476
 
89/90 2,910 1.445 4,355
 

The GCU credit unit is responsible for all aspects of loan management
 

from processing applications to disbursement and recovery. It is
 

staffed by a manager, assistant manager and two senior credit
 

officers at the headquarters level. Eight credit officers and 312
 
credit supervisors work at the CPMS level.
 

GCU Credit Program: The loan application process involves three
 

tiers of review: Village Branch. CPMS and GCU management. A Village
 

Branch composed of five men acts as a loan committee +or each village
 

served by the CPMS. The function of the lon committee is to plan
 

future loan requirements and screen and approve loans to individual
 

members in the village. The Village Branch reports to the CPMS which
 

serves as the borrower from GCU and lends *he inputs to its members.
 

Oversight of the loan process is conducted by GCU management.
 

Credit eligibility requirements for the CPMS are:
 

I. Registration with GCU
 

2. Classification as "viable" or "potentially viable"
 
3. A recovery rate averaging 85% on credit over a three year oeriod.
 

Interest rates have risen considerably since 1984 due to interest
 

rate liberalization in 1985, adjustment for the previous subsidized
 

rates by GCU, and for recovery of arrears. Interest rates now more
 

accurately reflect the true cost of the loans.
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interest Rates 

Charges to GCU Charges to CPMS Charges to
 
GPMB GCDB by GCU Members by
 

(Fertilizer) CPMS
 

80 - 84 0 9% 0 0
 
84/85 21% 17% 11% 13%
 
85/86 18% 21% 11% 
 13%
 
86/87 18% 21% 22% 
 24%
 
87/88 19% 24% 
 22% 247%
 

GCU has no savings programs at present.
 

Social Impact: The GCU credit program is the chief 
source of credit
 
to farmers in The Gambia. From an estimated total of 125,000 farm
 
families. GCU claims 100,000 are members and 
fifty percent of these
 
have access to credit. In theory, this number will increase as other
 
CPMS groups establish viability. Although alternative credit sources
 
exist, the magnitude of the GCU network and its established link to
 
formal banking institutions renders it a vital component of
 
agricultural development.
 

Goals and Constraints: The operation of GCU has been fraught with
 
problems. Outstanding among them are improper management, lack of
 
coordination between headquarters and 
member societies and subsidized
 
lending. These culminated in failure to properly register and
 
collect loans and eventually resulted in high loan debts to GCDB. it
 
is estimated that approximately D5 million will have to be written
 
off.
 

GCU is currently in a period of consolidation brought about by the
 
Economic Recovery Program in The Gambia which promotes a free market
 
environment. The GCU has lost 
its monopoly on provision of
 
agricultural inputs and its preferential 
access to credit, as well as
 
preferential fee structures. 
Further, sound principles for the
 
management of agricultural credit services have been 
established and
 
are overseen by a consultant agricultural credit manager. These
 
include:
 

I. Use of funds solely for agricultural purposes that generate
 
adequate profit margins and are channeled through Village Branch
 
Group Lending Systems.
 

2. Requirement of repayment in 
full by the end of the production
 
season. No cooperative society or its members defaulting on 
loans
 
will continue to gain access to credit.
 

3. Establishment of functional systems of accounting at all levels.
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GCU plans to consider future ioans in modes *tner than in-kind and to 
identify additional potential target groups at the community level. 

Major steps still to be taken include setting cost effective interest
 
rates, moderating attitudes from headquarters on down to need for
 
adherence to proper management procedures, and streamlining
 
operations to provide timely delivery of quality inputs to farmers.
 
Only time will tell whether or not GCU can adequately fulfill its
 
intended role or if an alternative approach must be taken. A recent
 

study undertaken by the EFPA project recommends decentralization o-

GCU 	to independent cooperative enterprises within the five
 
administrative divisions.
 

AGRICULTURAL CREDIT UNIT OF THE CENTRAL BANK OF THE GAMBIA (CBG)
 

Program Description: The CBG has recently set up an Agricultural
 

Credit Unit within its Research Department. Staffing includes an F AO
 
funded Advisor. The major functions are as follows.
 

1. 	 Conduct research on credit for agricultural and rural development
 
and act as advisor to GOTG and financial institutions.
 

2. 	 Design and promote an appropriate institutional based credit
 

structure to the village level.
 

3. 	 Coordinate the operations of banks and other institutions with
 

regard to rural credit.
 

4. 	 Assist in formulating a refinancing policy for institutions
 
providing rural credit.
 

5. 	 Estimate total requirements of rural credit and long term plan
 

for supply of credit.
 

6. 	 Plan and review national policy on agricultural credit and role
 

in achieving growth in GDP.
 

7. 	 Implement training programs, surveys and studies in credit for
 
agricultural development.
 

Social Impact: The role of CBG is to help stabilize the financial
 
structure by supervising banks and other credit institutions. In the
 
agricultural-based economy of The Gambia, this specially targeted
 
unit of CBG will focus on needs of the farming sector and recommend a
 
national policy on agricultural credit. A workable policy of loans
 
and extension of bank services will benefit both financial and
 
agricultural sectors.
 

Goals and Constraints: The resistance on the part of formal banking
 
institutions to loans to the agricultural sector stems from the high
 
risk nature of the loans. Many alternative and partially subsidized
 
programs for credit have sprung up as a result. The formal and
 
informal credit systems in the rural__eas. however, must be tied to
 
a permanent or formal ins t 	 ually to have a real, 

developmental impact.-motivathe banks to cater to the larest
 
sector of the population, tishment of two types of buffer
 
funds might be realized. Two type are being considered by the Unit:
 

- D8S 



1. 	 Development Fund: This fund would provide loans for high cost
 
long term for
items such as farm machinery which would require a 


repayment by the farmers.
 

fund would provide for refinancing of
2. 	 Stabilization fund: This 


loans when crops fail due to drought or pests.
 

The 	Agricultural Credit Unit will face a major challenge in helping
 

to determine the future of farming credit. It may be able to draw
 

on the experience of the PVOs in financing farming inputs.
 

SOCIAL SECURITY AND HOUSING FINANCE CORPORATION
 

Program Description: Social Security and Housing Finance
 

Cnrporation (SSHFC) is a parastatal organization overseen by the
 

Ministry of Finance and Trade. It was established in 1982 with the
 

dual purpose of administrating social security funds and
 

establishing a housing finance office. Funds amassed from social
 

security contributions were to provide capital for the housing
 

division. Its current investment portfolio is D70 million and its
 

net surplus was D4.1 million for FY 1988/89.
 

Due 	partially to the downward trend of the economy in 1982, the flow
 

of funds did not work out as planned. A loan was obtained from
 

World Bank/IDA of 1.03 million SDR in support of a 'Site and
 

Services Scheme' to provide infrastructure development for 700
 

building sites in Kanifing East. The project. which is estimated to
 

cost a total of 11.2 million SDR, also offers a 'Building Materials
 

Loan Scheme to enable future home owners to initiate construction
 
of houses.
 

Since its establishment the Housing Office has overseen the
 

completion of the Bakoteh housing project backed by the Norwegian
 

Government beginning in 1979. The housing units were allocated in
 

1984 and loan repayments are now collected by SSHFC. The housing
 

fund is operating at a loss which was D104.7 thousand in 1989 and
 

D313.2 thousand in 1988.
 

Housing Project Credit Scheme: Using the IDA loan, SSHFC developed
 

a road network, electric lines and a community center for the land
 

tract in Kanifing East which is divided into 700 plots. Size of the
 

plots vary between 250-350 square meters. The land will remain
 

GOTG-owned although project participants will repay the development
 

costs. To be eligible for the program, the participant must:
 

1. 	 Have Gambian citizenship.
 

2. 	 Own no land in the Banjul area (participant or spouse).
 

3. 	 Be a resident of Banjul area for more than two years.
 

4. 	 Be between the ages of 18 and 46.
 

5. 	 Have a steady income (allowable salary range is D310 to D1189
 

per month).
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The interest rate on the :and development loan is 9% to repaid over
 

25 years. The average amount of the loan will be D5.00U-7.000.
 

After the applicant signs a lease document, he or she may opt to use
 

the Building Materials Loan Scheme. Generally. loans of building
 

materials will be given in kind. procured by SSFHC from the least
 

expensive source. These loans may be given up to D22,000 and are
 

also subject to a 9% interest rate to be repaid in 25 years. It is
 

estimated that construction will begin on many homes by March o'
 

1990. Supervisors from SSFHC will oversee use of the buildinq
 

materials.
 

Social Impact: The Kanifing project provides a unique opportunity
 

for new and improved housing to low and lower-mid level income
 

earners. Over 1.200 applications were received. Although the loan
 

is decidedly subsidized, this project is a pilot effort and will
 

provide a basis from which the SSHFC Housing Office can plan future
 

projects. The repayment rate from the Bakoteh housing project has
 

been poor and it is hoped that the fastidious planning invested in
 

this project will result in better repayment.
 

Goals and Constraints: Primarily, the Housing Office lacks capital
 

to develop housing projects. This is partially due to GOTG s
 

failure to properly judge the investment climate in 1982 and to
 

adequately support SSHFC's activities as promised. Yearly earnings
 

have been poor. A performance contract is about to be negotiated
 

between SSFHC and GOTG for the coming years.
 

SSHFC envisages land development projects that are profit making.
 

Unfortunately, it will take significant time before many aspects of
 

the ERP program create a climate for such projects. SSHFC is moving
 

slowly down the path to privatization.
 

SSHFC has requested permission from the Central Bank to start a
 

savings program for future home owners.
 

GOVERNMENT POST OFFICE SAVINGS BANK
 

Program Description: The Post Office Savings Bank, a component of
 

The Gambia General Post Office, was designed to provide savings
 

facilities as well as mobile postal services to the rural
 

communities. Records of savings activities date back to July 1975.
 

The countrywide operation has 83 employees and is headquartered in
 

Banjul. Funding for operations is provided by GOTG, the Universal
 

Postal Union and United National Capital Development Fund.
 

To open an account, a completed application form, two passport-sized
 

photos and a minimum deposit of 25 bututs (three cents) are
 

required. After a year of maintaining the account, the depositor
 

receives 15% interest. All funds collected are deposited with the
 

Central Bank. At present, no credit programs are available.
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Social Impact: The Post Office banks offer accessibility to
 

formalized savings accounts that are otherwise diticult to obtain,
 

towns.
particularly for the rural population living away from major 


The minimum deposit is particularly low and makes saving possible
 

even for children. (Some commercial banks require a minimum deposit
 

that may be as high as D150.) After a UNDP assessment mission in
 

1988, se-/eral changes helped the banks to offer better service, such
 

as increase of withdrawal on demand from D1O0 to 500, streamlining
 

of the passbook stamping procedure and upgrading of staff. It is
 

estimated that between D4-5 million have been deposited in the
 

postal savings program has which now has over 40,000 accounts.
 

Goals and Constraints: The initial appraisal of the savings system
 

by UNDP revealed improper or non-existant record keeping,
 

malfunctioning machinery and a general attitude of apathy from
 

staff. As mentioned above, several positive changes did occur as a
 
result of the recommendations. In addition an advertising campaign
 

has been initiated. Unfortunately, the Post Office Savings program
 

has not been self sustaining and a deficit of several thousand
 

dalasi was recorded in the period 1975-1988.
 

It has been recommended that accounting operations at headquarters
 

be computerized and a generator and photocopier purchased.
 
Proposals have been submitted for consideration by donors. The
 

future of the Post Office program may be somewhat dependent on
 

commitment by external sources to provide considerable technical and
 

financial assistance.
 

ENTERPRISE DEVELOPMENT PROJECT
 

Project Description: In support of the GOTG's policy of
 

strengthening the private sector, the Enterprise Development Project
 
(EDP) offers an integrated package of credit, technical assistance
 

and training in support of small and medium ei-,terprises (SME).
 
Total project funds, $10 million, are made available by the World
 

Bank/IDA, and include a Private Enterprise Loan Program (PELP).
 
which is a $5.4 million line of credit, ($1 million earmarked for
 

women) to be issued through qualified participating banks. Using
 

IDA funds. GOTG will provide a grant of $1.2 million to the National
 

Investment Board (NIB) to administer the public enterprise reform
 

and privatization program. The remaining $3.4 million will: a)
 
provide training, technical assistance and logistical support to
 

participating banks, SME support institutions and the Gambian
 

Commercial and Development Bank (GCDB) Apex Unit and; b) restructure
 

and strengthen the GCDB.
 

Some of the SME support institutions that will benefit include
 

Gambian Women's Finance Corporation, Indigenous Business Advisory
 

Service, Management Development Institute, and the Gambia Technical
 

Training Institute.
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SMEs, the EDP will assist
Social Impact: By its support of 


development of entrepreneurs and create job opportunities 
at a
 

The credit component is expected to

relatively low capital cost. 


and 1,400 new jobs at an
 generate investments totaling $6.3 million 

The project also focuses on women
 average cost of $6,000 per job. 

ease their access to institutional
and will upgrade their skills and 


credit. The financial sector will also be strengthened by the
 

restructuring of GCDB.
 

Constraints: As the first operation of its type in The Gambia, the
 

project will introduce new arrangements to the Central Bank and
 

intermediate institutions. Delays have already been encountered in
 
the success
the appraisal and supervision of SME projects. Further, 


of the project is contingent on the GOTGs progress in the overall
 

as it relates to private sector
Economic Recovery Program 


development and investor interest.
 

(ADP II)
SECOND AGRICULTURAL DEVELOPMENT PROJECT 


The 	ADP II project will attempt to consolidate
Project Description: 


progress made under the Rural Development project (RDP I), to assist
 

with major government sectoral reforms, and to increase agricultural
 
food crops through strengthening
production of both export and 


support institutions, improved research and seed multiplications.
 

is six years (1984-90).
The 	planned implementation period 


The 	objectives will be achieved by:
 

for 	farm inputs to be distributed by GCU.
1. 	 Providing financing 


the Ministry of Agriculture
2. 	 Assisting with reorganization of 


(MOA) field extension services.
 

3. 	 Improving the infrastructure to conduct research.
 

4. 	 Assisting the GOTG to remove fertilizer subsidies.
 

5. 	 Improvement of the seed multiplication unit at Sapu.
 

6. 	 Providing financing for groundnut storage facilities.
 

7. 	 Monitoring of the project by MOA Programming and Monitoring Unit
 

(PPMU).
 

the 	project is approximately $30
Sources of Funding: The cost of 


loans from World Bank/IDA ($8.9 million,
million. It is financed by 


IFAD ($4.75 million) and gifts from the Government of Italy ($9.5
 
farmer
million). The remainder is obtained through GOTG and 


payments.
 

Social Impact: The project outcome relates directly to increased
 

crop production with implied concomitant increases in net foreign
 
much
exchange, farm income and nutritional benefits. In addition, a 


s would occur.needed strengthening of tb j4re1uiVristitution 
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A mid term project review of the implementation ot the prolect, 
H 198/conducted in 1986, found mixed results. follow up mission ir 


by three donor/lender representatives noted positive action by GCU
 

to improve the loan structure and to seek a credit manager.
 

It was recommended that PPMU closely monitor the GCU credit
 

eligibility system and the quality of seeds available in village
 

stores. The mission gave highest priority to establishment of an
 

agriculture extension system.
 

Goals and Constraints: The project aims to extend agricultural
 

services to 10,500 additional farm households than it presently
 
reaches by the end of the project period. Various constraints exist
 

including lack of long term plans in dealing with pest invasions of
 
crops and bureaucratic lethargy in the reorganization of the
 
Ministry of Agriculture. Draw downs on project funds are behind
 

schedule with only half of loan pools utilized.
 

INFORMAL FINANCIAL SYSTEMS OF THE GAMBIA*
 

Characteristics
 

An important feature of the Gambian rural financial market is its
 

seasonal nature. Peaks occur in loan repayment and trade after
 
harvest, followed by borrowing in June to finance agricultural
 

inputs and then more borrowing to cover food and cash deficits until
 
the first harvest in September. Rural Gambians are often involved
 
in multiple occupations and move resources between these. Savings
 

and lending take place in cash and in kind with men and women
 
usually pursuing separate strategies.
 

Savings
 

Rural Gambians view cash as an unstable form of wealth due to
 

inflation and frequent borrowing by family and friends. Money was
 

traditionally buried but now is sealed in boxes at home or given to
 
a money keeper who might hold it interest free for periods up to
 

months. Wage earners may request employers to withhold wages for
 

similar lengths of time. Seasonal savings are generally meager
 
excepting amounts allocated to ceremonial occasions, education, or
 

wage labor migration.
 

*This synopsis was derived from a report by Parker Shipton,
 

consultant to the EFPA project. The report resulted from a
 

structured survey of 138 farmers in three villages in addition to
 

interviews and observations. It was published in June of 1987.
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Banking is practiced only by a small proportion of the rural
 

general, women have access to

population and by almost no women. In 


Banks. however, are mainly
financial institutions only through men. 


are also perceived as unreliable.
inaccessible and 


Livestock, in
Thus, non-monetary savings take on great importance. 

are
particular, are a highly valued cultural asset for males and 


are
safe from potential borrowers. At times. however. animals 


shared to minimize risk, divide labor and optimize pasture use.
 

Female forms of non-monetary savings include gold and silver
 

jewelry. Wealth is also stored in the form of crops and goods
 

bought for the farm and household and later sold.
 

Sources of Informal Credit
 

loans are most
Relatives are the easiest sources of credit and these 


often interest free. Families often lend significant amounts for
 

marriages and to young men who do migrant work. These debts may
 

last for many years but are likely to be given priority for
 

repayment over institutional debts.
 

Friends also lend a variety of goods and services with many varied
 

repayment 3chedules, interest rates and guarantees. Rural business
 

people are an important source of short term loans of money, food
 

and other resources. They are regarded as hard bargainers and may
 

use legal means to obtain repayment. As a last resort, farmers may
 

turn to village or religious leaders for help to locate sources for
 

loans.
 

areas begin with informal credit,
Most small businesses in rural 


mainly from relatives with other businesses. Even women with small
 

loans from other merchants which can be
market stalls may depend on 


repaid in work.
 

Interest
 

The Gambian concept of interest must be understood in relation to
 
be
Islamic law and custom. The Koran forbids usury, which can 


to
interpreted to mean interest of any kind but generally refers 


unfairly high interest, and is judged by total interest paid. Short
 

term loans are therefore preferred even though the long term rate
 

may be much lower. Lenders commonly circumvent the rule by hiding
 

This can be done by demanding a return much higher
interest rates. 

or in a different commodity than the loan, such as a full bag of
 

a bag. or by
groundnuts in repayment for a cash loan worth 25% of 


a fee or service charge in lieu of interest.
calling for 


Private lender interest rates vary from zero to several hundred
 

percent, being affected by factors such as the size and time of year
 

of the loan and the wealth of the borrower. Loans issued in cash
 

are likely to be more expensive.
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Local Savinqs and Credit Groups
 

either sex
Kafo groups are hierarchically structured associaticns of 


more common interests. These groups are
or both who have one or 

on programs of savings and credit programs.
increasingly taking 


Some PVOs have successfully used kafos as conduits for financial
 

assistance. The kafos are able to exert some pressure on their
 

memoers to cooperate.
 

The osusu is a rotating savings and credit association found usually
 

in urban areas but sometimes in the countryside. Most osusus are
 

women's groups where members contribute and withdraw in a cycle.
 

This system is highly accessible and requires no paper work, but
 

members must be highly disciplined for it to work. The function and
 

structure of the osusu and its possible tie-in to tne formal bankino
 

system should be looked at in more detail.
 

Institutional Credit
 

The services of the government controlled cooperatives. currently
 

(1989) undergoing re-organization, are of great value to the
 

farmer. The inputs are often re-loaned or sold within the village.
 

PYOs have turned to credit in lieu of grants to promote agricultural
 

and off-farm income generating activities. PVO programs are moving
 

toward more realistic interest figures and offer a needed incroase
 

in the options for savings and credit.
 

ACTION AID
 

Program Description: Action Aid/The Gambia is a rural development
 

program which began operations in 1979. Its budget for 1989 was
 

around $2.8 million. The agency headquarters are in Kanifing and
 

field operations are targeted in four areas of the countryside:
 

Lower River Division, MacCarthy Division-North, MacCarthy
 

Division-South, and North Bank Division/Upper River Division-North.
 

Regional field headauarters are in Mansakonko, Bansang and Farafenni
 

towns. The agency performs in four sectors:
 

1. Food Production Support Sector
 

2. Basic Education and Skills Training
 

3. Community Health Improvement Project
 

4. Sponsorship and Donor Services
 

Funds are obtained primarily (approximately 75%) through child
 

sponsorship by British citizens. The sponsorship level is 13,145.
 

In addition, a program named Community Links' relates a rural
 

Gambian community with one in the UK for the purpose of fund
 

raising. Overseas Development Agency (ODA) and the EEC provide
 

funds for operations. ODA has targeted two other projects, the
 

group revolving fund (GRF) and community and health instructors
 

training, for funding from 1989-92. A pilot GRF project will be
 

conducted in 11 villages.
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Credit Program: This program assists groups implementing self-help
 

projects to purchase needed inputs. Short term or seasonal credit
 

is repayable within ten months and medium term credit for larger 

investments may have a repayment schedule up to five years. Credit
 

is only given to groups by Action Aid. When the GRF project begins,
 

the groups will form a revolving fund and loan to its members. No
 

interest is charged by Action Aid to the groups. however, the groups
 

will charge interest to their members (maximum 10%) for cash loans
 

from the revolving fund. Much of the credit is given to the grouos
 

in kind and an unsubsidized cost is repaid to Action Aid. GRF funds
 

will be kept in commercial bank accounts.
 

At present, no formalized savings program exists but GRF membership
 

fees will be contributed on a monthly basis to the revolving fund.
 

The revolving fund can then be drawn upon for loans and up to 10%
 

can be used for emergencies such as disaster relief.
 

Social Impact: The Action Aid credit program helps rural
 

communities purchase inputs, such as oxen, farm machinery and
 

outboard motors, that require long term repayment. The loans
 

facilitote the adoption of improved production techniques. The GRF,
 

when implemented, should lead to sustainabilitv of a villaqe based
 

loan program. Approximately 200 groups have received in kind loans
 

amounting to D2,560.669 from January through June of 1989.
 

Repayment rate has been 75%. 

Goals and Constraints: Action Aid plans to strengthen auditing and
 

accounting for its loans programs in conjunction with the start up
 

of the GRF pilot project. Consideration is being given to a needed
 

training component for GRF members in literacy and numeracv.
 

Plans for the latter part of 1989 to improve rural transportation of
 

farm produce include providing 203 animal dral,; carts. Large
 

equipment such as power tillers, weeders and threshers will also be
 

provided.
 

GAMBIA WOMEN'S FINANCE CORPORATION
 

Project Description: The Gambian Women's Finance Corporation (GWFC)
 

is a non-governmental organization affiliated with Women's World
 

Banking (WWB), a Washington, DC-based institution addressing women's 
banking needs through an international network. GWFC. established 

in 1987, is not yet operational due to some funding gaps. It will 

operate in an advisory Lapacity to direct women to sources for 

loans, act as partial guarantor and organize training programs 

countrywide. Loans can be obtained through cocoerating commercial 

banks, SCBG and BICI, at a low risk but m -ket oetermined interest
 

rate. GWFC has a project coordinator and three support staff
 

members.
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Sources of Funding: Part of the World Bank Private Enterprise
 
set
Development Program (total $5.4 million), $1 million, has been 


aside for women's credit. In addition, World Bank has contributed
 

$225,000 directly to GWFC for consultants and implementation of
 

training p-ograms. Local fund raising and membership fees and a 1%
 

guarantor fee will provide other funds. In-kind donations have been
 

made by MOFT and office space provided by NIB. GWFC still seeks
 

supplemental funding for operations.
 

Loan Guarantee Program: The loans are guaranteed by WWB (50%), GWFC
 

(25%) and the cooperating bank (25%). Loan applications are
 
reviewed by GWFC management, a specially formed credit committee and
 

then by the bank. Interest rates are 23.5% to 24.5%, the lowest
 

rate available for prime secured lending. No loans have been
 
secured yet through GWFC.
 

Savings Mobilization Campaign: GWFC plans to work with NGOs and GOs
 

to promote savings through postal savings and commercial banks.
 

Social Impact: The aim of the program is provide women
 

entrepreneurs who lack collateral with access to institutional
 

credit and training in modern business techniques. The GWFC program
 

is one of the first in The Gambia to bridge the gap between
 
commercial banks and high risk borrowers. Banks should benefit by
 

increasing their patronage and generating a more positive public
 

image. Women borrowers, in addition to securing capital, will
 

become experienced in finance and marketing techniques. Current
 

membership stands at 300 including 12 directors and 6 technical
 

advisors.
 

Goals and Constraints: Based on the eventual success of the loan
 

guarantee program, GWFC wishes to establish a direct leniding program
 

of small loans for expansion of established enterprises.
 

Unfortunately, GWFC will not be fully operational until funds are
 
committed for operations. All systems for review of applications,
 
management assistance and training are in place.
 

GRASSROOTS DEVELOPMENT FUND PROJECT
 

Program Description: The Department of Community Development (DCD)
 

of The Gambia was established in 1977 as part of the Ministry of
 

Economic Planning and Industrial Development. The DCD has long been
 

coordinating savings groups composed mainly of rural women. These
 
savings schemes are funded by membership dues, personal
 

contributions, sales of handicrafts, produce and labor, and
 

assistance from NGOs.
 

The DCD sought donor assistance to begin a credit program for use by
 

rural women, youth, landless farmers and artisans, and in 1987 UNDP
 

agreed to fund the Grassroots Development Fund Project (GDFP). The
 

project is staffed by a National Coordinator, project Coordinator
 

and two support staff. A Board of Trustees consists of
 

representatives from UNDP and MEPID and two local businessmen. The
 

Technical Working group which oversees the administrative affairs
 

consists of 15 directors of NGOs and GOs.
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Loan Program: No collateral is required for loans. Interest rates
 

are 	10% on an 18 month repayment schedule. Agricultural loans
 

receive a 36 month repayment schedule. Village Development
 

Committees supervise application, project implementation and loan
 
repayment.
 

Savings Programs: Rural women's savings group, also known as kafos,
 

save money mainly on an informal basis with aoout 10% of groups
 
using comiercial bank accounts. In most cases group leaders hold
 

the funds which are not invested but rather redistributed among the
 

members.
 

Social Impact: Priority is being given to small scale, income
 

generatirg activities that are endorsed by the communities and could
 
not be established without financial assistance. Loans ranging from
 

D250 to D32,000 have been made to 20 groups of 1,771 total members.
 

About 26% of this number are women. Savings groups total 176 and
 
are located in 86 villages throughout the country. Average savings
 
per 	group is D1,748.42,
 

Goals and Constraints: The greatest constraint to most rural savers
 

and borrowers is inaccessibility of banking institutions. GDFP is
 
talking with commercial banks to explore possibilities for creating
 

rural banking units. Meanwhile, plans are to increase the number of
 

villages with access to GDFP credit and savings programs to 100 by
 

1991.
 

INDIGENOUS BUSINESS ADVISORY SERVICE (IBAS)
 

Program Description: IBAS was established in 1976 under the
 

Ministry of Economic Planning and Industrial Development. As part
 

of the GOTG's strategy to upgrade the small enterprise sector, IBAS
 

has 	three main objectives:
 

1. 	 To provide advisory services for local entrepreneurs,
 

2. 	 To create possibilities for further expansion of the private
 

sector through an increase in self-employment opportunities, and
 

3. 	 To provide training and technical services to small scale
 
enterprises in the informal sector.
 

IBAS has 25 professional staff assisted by 19 extension staff and
 
has four offices in addition to headquarters in Bakau. These are
 

located in Farafenni, Bansang, Barra and Basse. In conjunction with
 

Gambian Technical Training Institute, IBAS has developed a two year
 
course in self-employment. The GOTG provides funding for IBAS and
 
services of the organization are provided free of charge.
 

Credit Program: IBAS has also assumed the role of administering
 
grant funds for loans to the informal sector. A loan scheme funded
 

by United Nations Capital Development Fund (UNCDF) and GOTG
 

distributed about D700,000 but experienced an extremely high default
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rate and was suspended in 1982. In 1985, 1BAS received another
 

grant of $375,000 from UNCDF, supplemented by $125,000 by GOTG.
 

This program is now under suspension, pending collection of arrears
 

loans. Loans were given totaling $600,000. A sum of $100,000
 

remains in the loan pool. Only a thirty percent repayment rate has
 

been achieved.
 

Social Impact: Although its loan administration failed. IBAS was
 

successful in its support of potential and existing entrepreneurs
 
through extension of credit and provision of advisory services.
 
Reasons ior the failure included lack of defined roles in the loan
 
process by participating institutions, political interference and
 

poor collection efforts. IBAS is still considered to be an
 

important player in the transition of small and medium businesses
 
into the formal sector.
 

Goals: The GOTG is in the process of restructuring IBAS. Under the
 
new plan. IBAS will receive managerial and financial autonomy,
 

including its own board of directors. IBAS will take on more of a
 
private sector orientation which will offer competitive salaries.
 

It will also begin to charge fees to businesses for its services.
 
When the legislation to transform IBAS is submitted for review to
 

World Bank/IDA, IBAS may receive funding from the Enterprise
 

Development Project.
 

JAHALLY PACHARR SELF MANAGED VILLAGE BANKS
 

Project Description: The internationally funded Jahallv Pacharr
 
rice irrigation project is well established on the south bank of the
 
McCarthy Island District. In February. 1988, one of the donors.
 

German Banking Corporation (KFW), conducted a survey in
 
participating villages to determine farmer interest in a credit
 

scheme at the village level. A two year pilot project was then
 
funded to study the feasibility of a regional network of village
 
banks and to create a small number of banks to collect savings and
 
redistribute them as credit. The banks are to operate without
 
injection of external funds. An expatriate advisor from the French
 
International Center for Development and Research (CIDR) manages the
 

program. Training is provided for bank staff and village credit
 

committees.
 

Savings and Loans Programs: A bank management committee is
 
responsible for setting policy and for granting loans. Its members
 
are elected by villagers and are gender split. In the first months,
 

savings were collected with no loans. Three banks are in operation
 
representing the major area tribes: Fula, Mandinka and Serahuli.
 
Three more banks are due to open this year including one for Wolof
 

speakers.
 

Social Impact: The results of the pilot banking scheme and
 

accompanying research will provide interesting and valuable
 
information regarding village banking networks. Membership numbers
 

272. of which 56% are women. Forty loans have been granted for a
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Savings deoosits are D19,495. villagers 	seem to
total of D9,595. 

to apply for
 

view the movement positively and are pleased to be able 


funds has encouraged
loans year-round. The availability of 


income generating activities.
villagers to plan 


the 	pilot project will lapse in

Goals and Constraints: Funding for 


the end of an appraisal will determine the

January, 1990. At 1989, 


continuance of support by KFW.
 

NATIONAL WOMEN'S BUREAU
 

Women's
Program Description: The Gambia established a National 


advisory body to the
Council in July of 1980. The Council is an 


Women's Bueeau, responsible for implementing programs and projects
 

for 	women. The functions of the Women's Bureau include:
 

I. 	 Advise GOTG on matters affecting development and welfare of
 

women, including education and training.
 

2. 	 Advise GOTG on measures for integration of women as equal
 

partners in economic, social and cultural development.
 

effects of traditional beliefs

3. 	 Examine and advise GOTG about the 


and practices on the advancement of women and recommend
 

alternative action.
 

4. 	 Study and recommend large scale non-formal education and
 

training programs to improve the standard of living of women and
 

eradicate illiteracy.
 

courses for women.
5. 	 Organize seminars, meetings and 


institutions for dissemination of information for

6. 	 Use existing 


the advancement of women.
 

Funding for the Bureau is provided by monies appropriated by
 

received by donations and payments. Projects
Parliament and those 


promoting Women In Development (WID) such as World Bank, UNDP,
 

UNIFEM and others also contribute.
 

funds for a revolving
Credit Scheme: The Gambian Government provides 


credit program first implemented by the Women's Bureau in 1986. In
 

1986 and again in 1987, D50,000 were provided by GOTG. The 
amount
 

in 1988 was D30.000 and the total amount 	for 1989 is still
 
were D44,000 in 1988, and


undetermined. Total amounts for lending 


D126,000 expected for 1989.
 

to receive
About 200 applicants countrywide a'-e selected each year 


loans. Loans range from D550-1500 for urban areas and D200-400 for
 

a six month term of repayment is 10%

rural areas. Interest rates on 


and 5% on a three month term.
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Savings Programs: UNIFEM has funded a project involving sorghum and
 
Three mills are loaned to women
millet decorticating mills. 


entrepreneurs who charge a fee for their use. Part of money earned
 

the rest saved by a management
is used for maintenance and 


committee. This savings will be used to purchase another machine.
 

Social Impact: The Women' Bureau has a broad mandate to assist
 

women in The Gambia. The sa-,ings and lcans program focus on
 

promoting agricultural and sinall scale industries and appropriate
 

technology and labor saving devices for women.
 

Goals and Constraints: The major constraints in promoting women s
 

concerns in development programs and projects are:
 

1. 	 Fear by the communities toward economic independence and
 

political strength by women. This has -esulted in unwillingness
 

to cooperate, rejection and sometimes even sabotage, WID ideas
 

are viewed as being non-traditional, therefore unacceptable.
 

2. 	 Lack of required financial, human and material resources to
 

execute programs.
 

3. 	 Inadequate urban and rural infrastructures for development
 

purposes such as day care centers and vocational training
 

centers.
 

4. 	 The great majority of Gambian women are illiterate.
 

SAVE THE CHILDREN USA
 

Program Description: Save the Children Federation (SCF)/USA, works
 

in the North Bank Division of The Gambia. In 1986, Oxfam/USA
 
provided funding for a Credit and Technical As-istance Program
 

(CTAP) to be implemented by SCF. The project vias initiated in ten
 

villages of Upper Baddibu area, expanding in 1988 to include three
 

additional villages. One Economic Development Coordinator is
 

employed by CTAP to oversee its operation. Loan applicants are
 

generally small business entrepreneurs. The project includes a
 

training element in money and business management.
 

Loan Program: CTAP uses formal lending procedures such as
 

eligibility criteria, feasibility studies. repayment schedules and
 

contracts. Village Development Committees (VDC) guarantee loans and
 

also collect repayments. Terms of repayment are negotiated based on
 

project appraisals. Following a recent assessment of the CTAP
 

program. interest rates will increase from 8% to 15 %, better
 

reflecting the cost of the loans. CTAP contains no savings
 

component but encourages constituents to open accounts at the local
 

branch of GCDB.
 

Social Impact of the Program: CTAP. like other alternative schemes,
 

offers credit to groups and individuals not qualified for commercial
 

bank loans. Through its secure standing in the communities, SCF is
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to exert some
good position to judge 	applicant viability and
in a 	
given for a wide variety of
 pressure to repay. Support has been 


baked goods, gardens,
income generating projects involving fish, 


carpentry, blacksmithing and soap.
 

Loans have been relatively small, 	ranging from D43 to D9,000. A
 

as o September, 1989. benefitting

total of D127,315 has been loaned 


the target area (10-12,000 population).
35 individuals or groups in 

has been achieved to date.
An impressive 95% repayment rate 


of SCF/CTAP is to establish
Goals and Constraints: The ultimate goal 

linkage to a
self-sustaining village based credit programs with 


no bank in The
formal lending institution. At present, however, 

loans needed by village level
Gambia deals directly with the small 


a high
business people who lack collateral and ability to repay at 


interest rate.
 

The groundwork is being formed for sustainability by development of
 

village level management skills through 	training programs and strict
 

loan administration.
adherence to established procedures for 


banks are encouraged through savings
Relationships with formal 


accounts.
 

SCF in terms of the target population
The major constraints faced by 


commitment to community development and lack of literacy

are lack of 


and numeracy (literacy rate in target area is 7% for males and 2%
 

for females).
 

SERVICE DEVELOPMENT ORGANIZATION MANAGEMENT (WISDOM)
WOMEN IN 


Program Description: WISDOM is a non-government, non-profit
 

rural and urban women representing the

organization established by 


The women are organized into groups called
informal sector. 

osusus according to occupation. 	 The osusu is a traditional method
 

a
has been developed by WISDOM into
of savings and lending and 

into smaller groups of 10-20.
viable scheme. Osusus are divided 


savings account at

EaLn group has a management committee and opens a 


The groups also receive training in literacy and
 a commercial bank. 


numeracy.
 

by way of regular contributions by

Funds are generated by the osusus 


This provides large

members which are then 	redistributed in cycles. 


a woman to purchase needed inputs for
 amounts of capital for 


business.
 

Loan Program: WISDOM Indigenous Lending Scheme (WILS), provides
 

shares which members purchase. Members then receive dividends on
 

loan profit margins. WILS loans money
the shares based on the 	 to
 
with a
 groups who then lend to the members. Interest rate is 11% 


lend money to
 repayment schedule from one to three years. Groups 

the terms of repayment
their members at a 15% rate of interest with 


agreed upon within the group.
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Savinqs Proqram: Interest from loans is deposited in tne group
 
savings accounts along with regular member contributions. Ire 
frequency and amount of the contribution is determined by the
 
groups. At a designated time, a lump sum will be paid to 
one memoer.
 

Social Impact: WISDOM provides easy access to credit for women 
and
 
develops their abilities to organize and 
manage their financial
 
activities. Women's groups represent at least II different
 
occupations. Total number of 
members is 1,746 including
 
shareholders.
 

Goals and Constraints: The major drawback to the informal 
lending
 
system is the limited amount of credit available. Because of tne
 
informality of 
the groups, there is also a danger of borrowers teing
 
caught in a cycle of indebtedness. The limitations of the informal
 
system inhibit long term planning and investment decisions that
 
borrowers must make to improve productivity. The osusu systems do,
 
however, indicate the extent of the need for credit by women and can
 
serve as 
examples for creation of credit programs with features
 
useful to women.
 

WISDOM is seeking donor contributions and wishes to establish other
 
development projects.
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ANNEX E
 

SOURCE SELECTION INFORMATION
 

A. Technical Assistance Requirements
 

The projectized component of the proposed program will fund all the
 
technical expertise needed to assist the process of financial sector
 
review, provide training for GCDB and CBG staff and provide a manager
 
to monitor the program. The proposed TA will work closely with
 
USAID-funded technical experts. Under the ongoing USAID funded
 
Economic and Financial Policy Analyses Project (635-0225), two
 
long-term financial experts and occasional short-term experts are
 
attached to the MOFT from the Harvard Institute for International
 
Development (HIID) and will continue their policy studies and
 
advisory function to the MOFT during the period the proposed program
 
is being implemented. The HIID team will continue to monitor some of
 
the changes in the financial sector brought about by this program.
 
Under the GAEPRP (635-0228 and 635-0231) authorized in 1987, funds
 
are budgeted for three banking advisors to assist in the
 
rehabilitation, restructuring and recapitalization of the GCDB. The
 
three banking experts will also identify areas where short term
 
technical assistance would be needed. Such assistance would be
 
funded out of our proposed program. The banking advisors will also
 
identify and evaluate staff who could benefit from short-term
 
training and determine whether such training would be best acquired
 
in country or in the U.S. Staff members that could benefit from
 
training include cashiers (15), Bank clerks (45), ledger keepers
 
(15), accountants (20), mid level managers (12), and senior managers
 
(5). The magnitude and mode of training would be determined by the
 
project 0231 technical assistance team. In addition to training, the
 
technical assistance team will determine the equipment needed to
 
enhance their work and enable efficient operations at the.GCDB. A
 
detailed equipment plan would be prepared by the team and submitted
 
to OAR/Banjul for approval and funding under the proposed projectized
 
assistance component. A preliminary training plan and equipment list
 
is however included in the program budget.
 

Procurement of Technical Assistance: Standard HB 3 Development
 
Assistance Authorization, implementation procedures and regulations
 
will be used to obligate funds and implement the technical
 
assistance, training and procurement of goods and services in this
 
program except where Africa Bureau Procurement Policy Recommendations
 
on Section 604(a)-type waiver contained in the DFA authorization
 
applies.
 

Source and Origin of Procurement: The authorized source and origin
 
of goods and services for DFA funded programs and projects is
 
geographical code 935. However, based on Approved Policy
 
Recommendations governing the implementation of DFA funded
 
activities, all technical services experts, long and short-term
 
training and equipment are expected to come from U.S. sources as
 
defined in existing nationality rules.
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be AID/Direct under HB 14 regulations which
All procurement will 

on program financing and
conforms to OAR/Banjul currenL policies 


implementations.
 

technical expertise will be
Technical Assistance: Four sets of 


required to implement this program. However, two contracting
 

mechanisms will be used to acquire the technical expertise: (1) all
 

short-term technical assistance will be procured through the IQC firm
 

mechanism; (2) a personal services contracting (PSC) mechanism will
 

be used to procure the services of a project manager to assist the
 

Economics Office monitor the proposed program and other ongoing
 

financial policy reform programs and projects. The four sets of
 

technical expertise required for the program are:
 

(i) Technical Assistance for Studies
 

The topics to be studied will be determined by the GOTG in
 

consultations with OAR/Banjul and would cover amnong other subjects:
 

a) the Central Bank's regulation and supervision of financial
 

institutions: adequacy of staffing, in terms of numbers and
 

training; adequacy of regulatory powers granted the CBG;
 

adequacy of CBG's enforcement of regulatory powers; adequacy
 

of accounting standards used in the country; and adequacy of
 

reporting requirements.
 

b) debt recovery procedures, including both laws and courts:
 

property rights and adequacy of collateral assignment and
 

transferability of property rights; enforcement of
 

contracts; bankruptcy laws; access to information by both
 

borrowers and lenders; and adequacy of court system to
 

handle debt recovery.
 

c) adequacy and availability of rural credit and term loans.
 

d) development banking: role; subsidization issues;.need for
 

providing managerial assistance to borrowers; and
 

alternatives, such as an institution to refinance
 

development loans of commercial banks.
 

It is envisioned that 14 person months of short-term technical
 

assistance would be needed to develop the Terms of Reference for the
 

studies and to conduct the studies. At least three teams each are
 

likely, consisting of two or three experts who will be in country for
 

2-3 months each, being well-versed in regulations governing financial
 

institutions, laws and contracts.
 

(ii) Technical Assistance for GCDB
 

Six person months of technical assistance to the GCDB are
 

programmed. These experts will supplement the U.S.A.I.D. funded
 

long-term technical experts attached to the GCDB. Two person months
 

will be used to analyse staff potential and develop a detailed
 

training plan tailored to the needs of the bank.
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The 	remaining four person months of technical assistance will be
 
provided for such activities like facilitating the privatization
 
process, computerization of banking operations, management
 
information systems, loan recovery, training of trainers, strategic
 
corporate planning, branch banking, foreign exchange department
 
management and assets and liability management.
 

(iii) Technical Assistance and Equipment for CBG
 

Six 	person months of technical assistance are programmed to assist
 
the 	Central Bank in improving bank supervision, in implementing
 
changes in policy recommended by the studies, and in switching to a
 
system of controlling the monetary base. In addition five PC's with
 
associated software and printers will be purchased with project funds
 
to assist the CBG in implementing recommended changes.
 

(iv) Program Manager
 

A program manager who will assist the OAR/Banjul Economics Office in
 
the day-to-day management of this program is budgeted for. In
 
addition project funds will be used to purchase one PC and printer
 
plus required software.
 

The 	proposed Terms of Reference for the Program Manager:
 

Objective:
 

Working under the supervision of the Program Economist, the program
 
manager will be concerned with the management of this program.
 

Scope of Work
 

1. 	 The Program Manager will manage the current program. 635-0233 and
 
635-0234.
 

2. 	 Prepare scopes of work and the required documentation to acquire
 
the technical services for in-depth studies of various policy,
 
legislative, and program issues requiring specialized expertise.
 

3. 	 Liaise with USAID funded consultants conducting studies in The
 
Gambia financial sector and facilitate their work to ensure a
 
smooth generation of data, analysis and recommendations pertinent
 
to the program.
 

4. 	 Develop contacts among a variety of host country agencies, other
 
donor organizations and the private sector and work with their
 
staff to develop and perform studies, and answer their routine
 
requests for informatioL or,. AR/lBruj L's program on the financial
 

sector.
 

5. 	 Share his/her knowledge andWTll with employees of OAR/Banjul,
 
the U.S. Embassy and the GOTG informally or formally through
 
participation in workshops, seminars conducted at The Gambia
 
Management Development Institute or other facilities.
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6. Prepare reports on the Gambian financial system and identify
 

areas for further study.
 

Illustrative Budget for Projectized Component
 

Technical Assistance for Studies and Training
 

Review Studies 

14 person months at $30,000
 

per person months.
 

GCDB T.A. 


6 person months at $30,000 per month
 

CBG TA 6 person months at $30,000 per month 


Training
 
a) Incountry for 100 people 

at $200 each 

b) Third country for at least 10 people 

at $6,000 per trip 

c) Short courses in the U.S. for 12 people 

at least $9,500 per course 

Equipment
 

16 P.C. Computers at $10,000 per computer 


including software and I yr of service contract
 

Other training material such as VCR, TV, 


flip charts, other charts, journals etc.
 

books, pamphlets etc.
 

Program Manager
 

Salary 

$30,000 per year for 2 years
 

Benefits and FICA insurance 


Travel, training, per diem and other costs 


Evaluation 


Financial Review 


Contingency and Other Costs (10%) 


Total Estimate 


$420,000
 

$180,000
 

$180,000
 

$ 20,000
 

$ 60,000
 

$120,000
 

$160,000
 

$ 50,000
 

$ 60,000
 

$ 10.000
 

$ 10,000
 

$ 50,000
 

$ 30,000
 

$150,000
 

$1,500.000
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ANNEX F
 

PAAD Bibliographic Materials
 

BICI, Annual Report, various issues.
 

Central Bank of The Gambia, "Bulletin", various quarterly issues.
 

Clark, R.H. "A Study of Agricultural Credit Operations of the
 
Cooperative Movement in The Gambia," April 1987. 

- , "Lending to Small Scale Farmers: The Experience of The Gambia 

Cooperative Union," October 1989. 

Demissie, Asafa et al., "Study of the Operations and Management of the 
Gambian Cooperative Union", report prepared for MOFT by HIID, 
September 15, 1989. 

Duesenberry, James, "Fiscal and Monetary Policy in The Gambia" report 

prepared for MOFT by HIID.
 

- , "GCDB", report prepared for MOFT by HIID.
 

- , "Monetary Control in Gambia," report prepared for USAID by
 

HIID, November 30, 1989. 

Duesenberry, James and Brendan Walsh, "Financial Markets in The 

Gambia" report prepared for USAID, September 1989. 

GCDB, Annual Report, various issues. 

GOTG, "Central Bank of The Gambia Act", 1971. 

- , "The Financial Institutions Act," 1974. 

- , "The Gambia Commercial and Development Bank Act", 1972. 

- , "Moneylenders Act", 1955. 

GCDB, "Report prepared for USAID". 

IMF, "Staff Report for the 1989 Article IV Consultation", October 16, 
1989. 

- , "The Gambia - Recent Economic Developments", November 7, 1968. 

- , "The Gambia Statistical Annex", October 19, 1989. 

Jabara, Cathy L. "Economic Reform and Poverty in The Gambia: A Survey 
of Pre - and Post - ERP Experience:", report prepared for USAID by 
Cornell University. 

Ladd, James W. "The Gambia: Stock Market Feasibility," report 
prepared for USAID by Price Waterhouse", May 1989, 
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McPherson, Malcolm, "The Gambia's Economic Recovery Program",
 

September 1988
 

- , "Monetary Policy in The Gambia", December 1983. 

The Gambia:
McPherson, Malcolm and Steven Radelet, "Economic Reform in 


Policies, Politics, Foreign Aid, and Luck", May 11, 1989.
 

"Evaluation of The Gambia's AEPRP", A.I.D. evaluation,
Mulliga , Paul, 


July 1989.
 

Phillips, Lucie, C. et al., "The Senegambia Confederation", report
 

prepared for USAID by the Institute for Development Anthropology,
 

February, 1987.
 

Pugh, William and J.B. Wyckoff, "Private Sector Assessment and
 

Strategy Study on The Gambia," report prepared for USAID, February
 

1989.
 

Robert R. Nathan Associaties, "Diagnostic Study of the GCDB", June 17.
 

1988.
 

, "Interim Report on Investment Opportunities in The Gambia",
 

report prepared for USAID, September 19, 1989".
 

Sarr, Babou Modou, "The Impact of Supply-Lending Finance on Public
 

Financial Institutions: The Case of GCDB", M.A. Thesis, 1989.
 

SCB, "Annual Report", various issues.
 

Shipton, Parker, "Time and Money in the Western Sahel: The Cultural
 

Economy of Interest and Usury in Informal Gambian Rural Finance",
 

report prepared for USAID by HIID, June 1989.
 

, "Borrowers and Lenders in the Gambia", report prepared for MOFT
 

by HIID, June 21, 1987
 

USAID, "African Bureau Instructions in Implementing Special
 

Procurement Policy Rules Governing DFA".
 

USAID, "African Economic Policy Reform Program for The Gambia, Project
 

Paper", September 1987.
 

, CDSS FY 1991 - 1995, May 1989. 

, Financial Markets Development. A.I.D. Policy Paper, August 198. 
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USAID, "Implementing A.I.D. Privatization Objectives. PB-14", 
June
 
1986.
 

- ,"Interest Rate Controls and Financial Repression in Developing 
Countries", report prepared for USAID by Authur Young, Feb 4, 1987.
 

- , "Preliminary African Bureau Guidance for Non-Project Assistance 
Under the Development Fund for Africa", July 1988. 

UNDP, "Gambia: Financial Services", Berne, 1989.
 

Van der Veen, Jan et al., "Impact Evaluation of The Gambia's Economic
 
Policy Reform Program". A.I.D. evaluations, October 1989.
 

Walsh, Brendan, "AEPRP Amendment, memo to 
USAID from HIID, September
 
1989.
 

Wharton Econometrics, "The Role of 
the African Financial Sector in
 
Development," report prepared for USAID, July 31, 1987.
 

Wing. Michael, "The Credit System in 
The Gambia", report prepared for
 
USAID, April 30, 1983.
 

World Bank, "Financial Sector Reforms in Adjustment Program, Working
 
Paper", March, 1989.
 

-, "Report of the 
Task Force on Financial Sector Operations",
 
August 1, 1989
 

- , "Republic of The Gambia: Second Structural Adjustment
 

Program:", May 12, 1989
 

, "The Gambia, Enterprise Development Project", November 30, 1988. 

, The Gambia: Development Issues and Prospects, September 1985". 

- , "The Gambia: Policy Framework Paper, 1989/90 - 1991/92,"
 
October 16, 1989
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ANNEX G
 

A.I.D. Geographic Code 899 refers 
to any area or country in the Free
 
World, excluding the participating country itself. 
 The Free World
 
excludes the following areas or countries:
 

Albania
 

Bulgaria
 

Cambodia
 

China (The People's Republic of China)
 

Cuba
 

Czechoslovakia
 

Estonia
 

German Democratic Republic (East Germany)
 

Hungary
 

Laos
 

Latvia
 

Lithuania
 

Mongolia
 

North Korea
 

Poland
 

Romania
 

U.S.S.R.
 

Vietnam
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ANNEX H
 

Initial Environmental Eximination
 

or
 
Categorical Exclusion
 

Country: 	 The Gambia
 

Title of Activity: 	 The Gambia Financial Sector Restructuring
 
(635-0233)
 

The Gambia Financial Sector Restructuring
 

Support - (635-0234)
 

Funding: 	 FY 1990 - $6.5 Million
 

Period of Project: 	 November 1989 - November 1991
 

IEE Drafted by: REDSO/WCA, Janet Schulman, PDO
 

Environmental Action: 	 Categorical Exclusion
 

Discussion: This activity meets the criteria for Categorical Exclusio
 

in accordance with Section 216.2(c) of Regulation 16, and is therefore
 
exempted from the need for further environmental review. A total of
 
five million ($5,000,000) represents a cash transfer to the Government
 
of The Gambia in support of policy changes and reforms in the financial
 

secCor and encourage privatization of the Gambia Commercial and
 
Development Bank; the largest domestic Commercial Bank in The Gambia.
 
The balance of $1,500,000 will be us'ed for technical services, studies
 
on the legislation that affect the sector, short-term training,
 
equipment, evaluation and financial review.
 

The use of program funds is not tied to financing specific commodities
 

or for- a specifically identified project or projects. The categorical
 
exclusion from environmental p-ocedures for education, technical
 
assistance training, analyses and studies, academic or research
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(1i ano


workshops and meetings is applicable here. Sec. 21b.2(c' (2) 


(iii). This activity also meets the criteria ot ectiorn 21b. c), 

not affect the environment.
(vi). The proposed action will 


Concurrence:
 

J.M. Stone
 

AID Representative
 

Bureau Environmental Officer's Decision:
 

Approved:
 

Disapproved:
 

Date:
 

Clearance: REDSO/WCA
 
Anthony Vance
 

Date:
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 'A FC 	 'T:AAS S'S .
 

N~nztw:e-- i a f c- c S-j;i;c 

F *t::. S~ 
as r:s a:e pro=:e ezcritc and pc!itical

sta.:lity? To the maximum extent
 
feasible, 
is this assistance consistent 
with the policy directions, purposes, and 
proraams of Part I of tt- FA? 

Fk Se:. 531(J. ,::l assistance 
!'-:..s ct :".=: te used for military-. 


a:Ce for
ea 
cc.:: dity i4;Ort p:og:s.s
c: 	:ther ro;:a= assistance be used to 

.-. ..e.c: s? 1' s), Wi l.cB..
 
=..eas ~: of
:re: su2-. cal
 

.
.s
istent wit the objectives
--.'A s s I ISC3t 1": c%: 1067? 

S :.
Se 9. If ccmm cdties ar to
 
;ra.ted so that sale proceeds will
a:::'ue tc the recipient country, have


Special Account (counterpart)
 
arran.;exents been made?
 

e. FY "9 A:ro-rlat:ns Act. 
 If
 
cf :s :n tte f Cr: of a casht:ansfer: (a) are a!l such cash 


;ay:ents to be maintained by the cou-nry

ir a se;a:ate account and 
not to be
 
::M=I--'e! with any other funds? (b)
wil aII 	 local curpences that may be

gene:ate! with funds prcvided as a cash

":ansfer to such a co'.ntry 
 also be 
depcsited in a special account to be used
in accordance with FAA Section 609 (which
e.uires such local currencies to be made
:vailable to the U.S. governnent as the
U.S. determines necessary for the
 
:e:ents of-.- the U.S. G:%'ernen.t a.d


which requires the remainder to be used
 
for programs agreed to by the U.S.

Government to carry out the purposes for
 
which new funds authorized by the FAA
 

l. 
N/A
 

a. N/A 

N/A
 

:. N/A 

. N/A
 

N/A
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b A,. B:.s14..
 105
:2:-2-. :s assii:ance being mad:
ava.' zie (inclu.e on:y applicat;
par.,ra; whiCh cCr:es;cnds to sou::e of 

fnSued; If mc::e than :.-.e fund ic*;::e.s use. for aSsistan.e, in-lude 
re.vant
 
.a:a;:a0
for e3ch f.n! sc.-:ce):
 

(1) [103] for agriculture, rural

develcpment or 
nutrition; if so 

(a) extent to which activity is
 
F;' 
.!ically designed to Increp
.. ctvity and inccme of rur. 
 ,oor;

[ A I if for agricultural resear:h,ac:.: shall 
te taken o the needs of
 . fa:zers, and extensive use of
f:=' ting da~t tasic reseat -t
:e to 

ca cznditins shall he made; (b)ex:ent to which assistance is used in
c::rd:aticn with effcrts carried out
 
uner Sec. "04 to help i-rove 

.nfhpeze cf deveioin
 
: , r es t.h:ou-., en:cura;e-ent of

":n:eased pr duc i,,on of c:ops with
greate: nut:itional value; 
improvement

of planning, resea:ch, and education
with respect to 
nutrition, perticuza:ly

with reference to improvemen and
expanded use of indigenously produced

foodstuffs; 
and the undertaking of
 
pilot or demonstration programs

explicitly addressing the problem of

marnutrition of 
poor and 'rilnerabe
 
e:ple: and (c) extent to which
 

activity increases national 
food
se*:urity by improving food policies and

Mana;ement and by strengthening

national focd reserves, with particular
 
concern for 
the needs of the poor.
th:ou;. measures encouraging domestic 
production. building national food 
reserves, expanding available storage

facilities. reducing post ha:vest food
lcsses, and 
im;roviz; food distribution. 

b. (1) N/A
 



(2) 	 (.04) f'r p:;i.cicr pla nnq (2) N/A
-e: :c.:4(b) .ea .= under Set.

104:: . ex " tD "icn ac'ivity
em;h s,..es icw-c,..', inteqratel
 
de'i.eri systems f:.r 
 e ntrition
 

! f3=: !Y a.nin; f r the p, :est
 

":.e ,n.eef.s o:=: 3e a y

ct iidren, using pa: med Ia1 and
 
auxiliary medica per:sornel. clinics
 
and health psts. ccmmercial
 
distribution systems, and other modes
 
of ccm-unity outrearch.
 

Sfor e..:aticn. ;,-b'ic
3 	7-i- 5s a . Cno r , "..a.r r z - e s 
'.. :- -;.i so , 'a extent to w ich (3) N/A; e." f I-..(. -~ N/Ara

5 	 t : -- - . f a ',
n' -,ziks-


:revan., esfe:iay : ::a' falies
 
ar. r" n s:e n;tens
 

a- : . f::.* e.=a:in mcre 

- and 

tt:- -r -a r-;., 	 in;e'.'e :'. ! f tl, AX'E . t w! ichl :a 	 -.-.n 

3"S 
 S-.
tCe proies a va ned education
 
a an c f pe c_ o - .eve.oping 

..-. ',tries in su:h di'sjiphines as a:e 
re;-ired for p'anning and 

e,-reaentation of public and private
develo;ment activities. 

(4) (i06) for ener;y, pr-vate

v: t a.y or anLzat cns, and selected 
de'.'e!:;ent pro-'e-s; if s:, extent 	 (4) N/A-::iv-.y is: 

concerned with data 

an analysis. thie training of skilled
 
;ersonnel, research on and
 

%i)(a) 	 collection
 

deve'.:pment of suitable energy
 
scurces, an. pilot projects to test
 
new methods of energy produ:tio: and
 
(b) facilitative of research on and
 
develo-ment and 
use of small-scale.
 
decentralized. rens'atle energy
 
sourzes for rural areas. emphasizing

deve'op-ent of ene:gy resources which
 
are ez;i:rca:.=zta!.'.- y acceptable and
 
require minimum capital investment;
 



- 7 

(ii~ con:erned with technical 
co ?eration and development,
 
es.ecially with U.S. private and 
 N/A
 
v luntary. or regional and
 
international develc;:ent,
 
organizations;
 

(iii) researcb into, and evaluation
 
of. economic development processes N/A
 
and techniques:
 

(iv) reconstruction afcer nar"-al 
or N/A

manmade disaster and p::ram.
 
disaster preparedness;
 

v) for special develc:.:ent
 
;:ctlems, and to enable .rcper N/A
.,ii a:in of irf:astructtre and
 
related projects funded with 
earlier
 
U.S. assistance:
 

(vi) for urban deve'.o;ent, N/A

especially small, labo:-intensive
 
ente:;:ises, marketing systems for
 
small producers, and financial or
 
other institutions to help urban poor

participate in economic and social
 
development.
 

(5) (120-21] for the Sahelian region; 
 (5)USAID and the IBRD are
if so, (a) extent to which there is cooerating in the
international coordination in planning
A i;lenentation; 
participation and 
 restructuring of the GCDB.
and pThe 
 GOTG has partici~a~e:
support by African countries and 4in the design of the re':r
organizations in determining
 
develcpment priorities; and a agenda. The recaOitalization of tne GCDB and i::
long-term. multidonor development plan zatio r e a ma:
 
which calls for equitable privatization are a ma:: e 
burden-sharing with other donors; (b) 0" ER-saL mriocr-r 
has a determination been made that the cOTG a multi-ocorERP i 

host government has an ade;uate system which invLe euar 
for accounting for and controlling 
receipt and expenditure of projects curden-sharing among the 
funds (dollars or local currency acncrs. 
generate! therefrom)? 
 (5) Ct) YES 



c. ry 1989 Ap'ooria'.ons Act. Rave 

local currenc:es ger, "ted 
 y the sale o,
imports or f.-zeign exchange by the 
government 
c. a country in Sub-Saharan
 
Africa froir funds appropriated under

Sub-Saharan Africa. DA been deposited in
 
a special account estiblis.ed by that
 
g:vernment, and 
are these local
 
currencies available only for 
use, in
 
accc-rdance with an agreement with the
 
United States, for development activities
 
which are consistent with the policy

directions of Section 102 of 
the FAA and

for necessary admi.is,.rative requiremer 
of the U. S. GoverL,.cnt?
 

4. FKA Sec. 107. is 
special emp.-asis

pla:ed :n use of apprcpriate technology
 
(define! as relatively smaller. 

cost-saving. labcr-using technolo;ies

that are generally most appropriate for

the small farms, small b'_sinesses, and

s:all inocres of the poor)? 

e. FA.A Sec. 281(b). Describe extent to

which tne activity recognizes the 

;articular needs, desires, and 
capacities

oil the people of the country; utilizes 

the country's intellectual resources to 

encourage institutional development; and 

supports civic education and training in 

skills required for effective 

participation in governmental and 

political processes essential 
 to 
self-government. 

f. FAA Sec. 10lla). Does the activity 
give reasonable promise of contributing
to the development of economic resources, 
or to the increase of productive 
caacities and self-sustaining economic 
growth? 

c. NIA
 

o. N/A 

e. The GCDB is the only
dcmestic (national) bank 
in tne financial sectcr. 
It is imoortant to the 
Pecole of The Gamoia that 
it be restructured and 
recaoitaLized so that the 
vast majority cf Gambiars 
who are its customers 
(savers and bcrrowers) 
continue to have access
 
formal sector financial 
services. The pcLicy 
reforms wi lL encourage rz: 
promote the insti.utiona 
deveLcoment of the GCDB 
as a commercially viatle 
financiaL instizution. 

t. YES 

http:estiblis.ed
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5C(2) - PROJECT CHECK! ,ST 

isted below are statutorytz prc:-cts. This stins criteria applicable The Financialiieitowo Restructuring SectorSupport
PtS. P ar-tAhi sction is diviled into tw 
 Project for The Gambia
;arts. Part A includes cri.eria applicable to (635 f0234)all projects. Part B applie-s 
to projects funded (635-0234)
from spRciic sources only: B(1) applies to all

projects funded with Development Assistance;

B(2) applies to projects funded with Development

Assistnce loans; 
and B(3) appliep to projects

fund "rom ESF.
 

CES5 REFERENCES: 
IS COUNTRY CHECKLIST UP TO
 
DATE? HAS STANDARD ITEM YES 
CHECKLIST BEEN REVIEWED FOR
 
THIS PROJECT? 
 YES 

M. GENE " C .1TERIA FOR PROJECT 

1. FY 1989 Appropriations Act 
Sec. 523; FAA
 
Sec. 634A. If money is sought to

obligated for 
an activity not previously A. 1 YES
 
justified to Congress, 
or for an amount
 
in excess of amount previously justified
 
to Congress, has Congress been properly
 
notified?
 

2. FAA Sec. 611(a)(l). Prior to 
an

obligation in excess of $500,000. will 2. (a)YES

there be (a) engineering, financial or () YES

other plans necessary to carry out the (b) YES

assistance, and (b) a reasonably firm
 
estimate of 
the cost to the U.S. of the
 
assistance?
 

3. FAA Sec. 611(a)(2). If legis'lative 
 3. TechnicaL assistanceaction is 
required within recipient 
 being provided to the GCD 
country, what is the basis for a gan provided to aeiGCD z
reasonable expectation that such action and the GOTG will assistwill be in tocompleted time permit drafting any lecislat3n
orderly accomplishment theof purpose of which may be required. Tte
the assistance? 
 restructuring and 

priva:ization of tle GC'5 
is a condition precedent 
and policy reform of AEPRP
 
grant agreement.
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FAA Sec. 611(t); FY 19e9 1ppropriations

Act Sec. 501. If projec is for water or 4. N/A

water-related land resc Lce construction,
 
have benefits and costr, been computed to
 
the extent practicable in accordance with
 
the principles. standards, and procedures

established pursuint to the Water
 
Resources Planninj Act (42 U.S.C. 1962,
 
et seg.)? (See A.I.D. Handbook 3 for
 
guidelines.)
 

5. 	FAA Sec. 611(e). If project is capital
 
assistance (e... construction), and 5. N/A

total U.S. assistance for it will exceed
 
$1 million, has Mission Director
 
certified and Regional Assistant
 
Administrator takan into consideration
 
the country's capability to maintain and
 
utilize the project effectively?
 

6. 	FAA Sec. 209. Is project susceptible to
 
exelution as part of regicnal or 	 6. NO
 
muitilateral project? If so, why is 
;rc-ject not so executed? Information and
 
conclusion whether assistance will
 
encourage regional development programs.
 

7. 	FAA Sec. 601(a). Information and 7. (a)More crcductive
 
conclusions on whether projects will 
 investments will increase
 
encourage efforts of the country to: production and traae.
 
(a) 	increase the flow of international (b) The policy reforms wi.
trade; (b) foster private initiative and encourage more private

competition; (c) encourage development investment.
 
and use of cooperatives, credit unions, (c)The technical asses
and savings and loan associations;
 
(d) 	discourage monopolistic practices; the strengthening of te 
(e) improve technical efficiency of g "n 
industry, agriculture and commerce; and GCDB, a savings and l:an 
(f) strengthen free labor unions. 	 institution.
 

(d) The tecnnical assis
8. 	FAA Sec. 601(b). Information and tance will discourage 

conclusions on how project will encourage monopolistic cractices. 
U.S. private trade and investment abroad (e) Technical assistance 
and encourage private U.S. participation will improve the GCDB's 
in foreign assistance programs (including technical efficiency; 
use of private trade channels and the (f)N/A.
 
services of U.S. private enterprise). 8. The technical 
 sss

tance is being providea Zo
 
US firm. This should
 
encourage more us invclve
ment 	and investment as US
 
firms become more involvec
 
in the financial sectcr.
 



9. 	FAA Ser. 612(bl, 636(h). 
 Desc ibe steps 9. N/A

taken .o assure that. to the m ximum
 
exten" possible, the country -'
 
contributing local currencies to meet 
the
 
cost of contractual and other servi(s,
 
ano foreign currencies owned by the U.S.
 
are utilized in lieu of dollars.
 

10. 	FAA Sec. 612(d). Does the U.S. own
 
excess foreign currency of the country

and, if so, what arrangements have Leen 
 10. NO
 

for 	its release?
 

11. 	FY 1989 Appropriations Act Sec. 521. 
If
 
assistance is for the produ~tion of any

commodity fcr 
cxport, is the commodity 11. N/A

likely to be in surplus on world markets
 
at the time the resulting productive

capacity becomes operative, and is such
 
assistance likely to 
cause substantial
 
injury to U.S. producers of the same,

similar or competing commodity?
 

12. 	FY 1989 Appropriations Act Sec. 549.
 
Will the assistance (except for programs

in Caribbean Basin Initiative countries 
 12. NO
 
under U.S. Tariff Schedule "Section 807."

which allows reduced tariffs on articles
 
assembled abroad from U.S.-made
 
components) be used directly to procure

feasibility studies. prefeasibility

studies, or 
project profiles of potential

investment in, or to assist the
 
establishment of facilities specifically

designed for, the manufacture for export

to 
the United States or to third country

markets in direct competition with U.S.
 
exports, of textiles, apparel, footwear.
 
handbags, flat goods (such as 
wallets or
 
coin purses worn on the person), work
 
gloves or leather wearing apparel?
 

13. 	FAA Sec. 119(g)(4)-(6) &(10). Will the

assistance (a) support training and
 
education efforts which improve the
 
capacity of recipient countries to
 
prevent loss of biological diversity; 
 13. N/A

(b) 	be provided under a long-term
 
agreement in which the recipient country
 
agrees to protect ecosystems or other
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wild'ife habitats: (c) support efforts
 
to !entify and s rvey ecosystems in
recipient countr 
es worthy of
 
protection; 
 or (d) by any direct or

indirect means significantly degrade

national parks 
or similar protected areas
 
or introdu~e exotic plants or 
animals
 
into such ireas?
 

14. FAA Sec. 121(d). If a Sahel project, has
 a determination been made that the host 

government has an adequate syst. for
 
accounting fcr and controlling :-.eipt

and expenditure of project funds 
(either

dollars or 
lccal currency generated
 
therefrom)?
 

15. FY 19e9 Appropriations Act. 
 If
 
assistance is to 
be made to a United
 
States PVO (other than a cooperative

development organization), does it 
obtain 

a: least 20 percent of its total annual

funding for international activities from
 
sources 
other than the United States
 
Government?
 

16. FY 1989 Appropriations Act Sec. 
538. If

assistance is being made available to a
 
PVO. has that organization provided upon

timely request any document, file. or
 
record necessary to the auditing

requirements of A.I.D.. 
and is the PVO
 
registered with A.I.D.?
 

17. FY 1989 Appropriations Act Sec. 
514. If

funds are being obligated under an
 
appropriation account to which they were
 not appropriated, has prior approval of 

the Appropriations Committees of Congress

been obtained?
 

18. State Authorization Sec. 
139 (as

interpreted by conference report). 
 Has 

confirmation of the date of 
signing of

the project agreement, including the
 
amount involved, been cabled to State L/T
and A.I.D. LE, within 60 days of the
 
agreement's entry into force with respect

to the United States, and has the full
 
text of the agreement been pouched to

those same offices? (See Handbook 3.
 
Appendix 6G for agreements covered by

this provision).
 

14. YES
 

b5 N/A
 

16. N/A 

17. N/A 

18. YES 
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B. F7";:.NG CRIT RIA 
_CT
__P__ 

. Develcpment Assistance Project Criteria
 
8. 1.a. N/A 

a. 
FY 1989 A -rkpr .tions Act Sec. 548
(as interpreted by conference r~port

for original enactment). If

assistance is for agricultural

development activities (specifically,

any testing or 
breeding feasibility

study, variety improvement or
 
introduc 
 i, c'asultancy,

publicat,,1 , conference, or
traininc'), 
are such activities (a)
specifically and principally designed

to 
increase agricultural exports by

the host countiy to a country other
than the United States, where the
export would lead 
to direct
 
competition in that 
third country

with exports of 
a similar commodity

;rown or produced in the United
 
States, and 
can the activities
 
reasonably be expected to cause
substantial injury to 
U.S. exporters

of a similar agricultural commodity;

or 
(b) in support of research that is
intended primarily to benefit U.S.
 
producers?
 

b. 
FAA Secs. 102(b). 111, 113, 281(a).

Describe extent to which activity
will (a) effectively involve the poor
in development by extending access 

economy at 

to b. The technical assistar:local level, increasing 
 and training willlabor-intensive production and the 
iscreas

the ability of te GCDBuse of appropriate technology, 
 t o provide be tter
dispersing investment from cities to fo srovide oetter
small towns and rural areas, and 
 financial services toinsuring wide participation of the 
the 

vast majority of aianspoor in the benefits of development 
 in urban and rural areason a sustained basis, using 
 esoecially through its
appropriate U.S. institutions; 
 branch offices u-:ourtry.

(b) help develop cooperatives.

especially by technical assistance.
 
to assist rural and urban poor to
help themselves toward a better life, 
 (b)N/A
and otherwise encourage democratic

private and local governmental
 

http:F7";:.NG
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institutions: (c) 	 suppict the (c) traini' and technicaL willself-help efforts of 2eveloping help the r.DB cLay a key role in 
countries; (d) promote the financin, self-help efforts.
participation of women in the (d) eauitaole ac:ess to 
national econories of developing financial services for wcmer -. iLcountries and the improvement of be sustained. 
women's status; and (e) utilize and
 
encourage regionar cooperation by (e)N/A

developing countries.
 

c. 	FAA Secs. 103, 103A. 104. 105. 106.
 
Y20-21: FY APPrOpriations Ac YES
 
(Development ..nd for Africa). 
 Does
 
the project fit the criteria for the
 
source of funds (functional account)
 
being used?
 

d. 	FAA Sec. 107. Is emphasis placed on
 
use of appropriate technology

(relatively smaller, cost-saving, d. N/A

labor-using technologies that are
 
generally mcst appropriate for the
 
small farms, small businesses, and
 
small incomes of the poor)?
 

e. 
FAA 	Secs. 110, 124(d). Will the
 
recipient country provide at 
least 25
 
percent of the costs of 
the 	program, e. NO. The Gambia aisproject, or activity with respect to relatively Least developed

which the assistance is to be 
 country and the cost-sharing
furnished (or is the latter requirement is being waived.
cost-sharing requirement being waived
 
for a "relatively least developed"
 
country)?
 

f. 	FAA Sec. 128(b). If the activity
 
attempts to increase the
 
institutional capabilities of private

organizations or the government of
 
the country, or if it attempts to 
 f. YES
 
stimulate scientific and
 
technological research, has it been
 
designed and will 	 to
it be monitored 

ensure that the ultimate
 
beneficiaries 
are 	the poor majority?
 



- 15
 

g. FAA Sec. 281(b). 'e-;cribe extent to 
which program rec ,izes the 
particular needs 4esires. and 
capacities of the people of the 
country; utilizes the country's
intellectual resources to encourage 
institutioral development; and 
suppor ts civil education and training
in skills required for effective 
participation in governmental 
processes essential to 
self-government. 

g. The GCDB is the only 
domestic bank and as such 
meets the needs of the vast 
majority of Gambians who 
save and V'-row from the 
formal sector. Therefore, 
technical assistance and 
training will meet the neecs 
of the people to have a 
domestic bank which serves 
the natir-tl interests of 
The Gar, 

h. FY 1989 Appropriations Act Sec. 536. 
Are any of the funds to be used for 
the performance of abortions as 
method of family planning or to 

a . NO 

motivate or coerce any person to 
practice abortions? 

Are any of the funds to be used to
 
pay for the performance of

involuntary sterilization as a method
 
of family planning or to coerce or 
 NOprovide any financial incentive to
 any person to undergo sterilizations?
 

Are any of the funds to be used to pay for any biomedical research which 
relates, in whole or in part, to NO
methods of, 
or the performance of.
 
abortions or involuntary

sterilization as 
a means of family

planning?
 

i. FY 1989 Appropriations Act. 
 Is the
 
assistance being made available 
to i. NO
 
any organization or program which has
 
been determined to support or
 
participate in the management of 
a
 
program of coercive abortion or
 
involuntary sterilization?
 

If assistance is from the population

functional account, are any of the 
 NO

funds to be made available to
 
voluntary family planning projects

which do not 
offer, either directly
 
or through referral to or information
 
about access to. a broad range of
 
family planning methods and services?
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F"
J. Sec. 601Ce). Will the project 
 YES
 
Ilize competitive selection
 

rocedures for the awarding of
 
contracts. except where applicable
 
procurement rules allow other, 'se?
 

k. 	FY 1989 Approriatcons Act. What
 
portion of the funds will be
 
available only for activities of k. N/A

economically and socially
 
disadvantaged enterprises.
 
historically black colleges

universities, colleges and
 
universities having a student body in
 
whi:h more than 40 pe::ent of the
 
students are 
Hispanic Americans, and 
private and voluntary organizations
which are controlled by individuals 
whc are black Americans. Hispanic
Americans. or 
Native Americans, or
 
who are economically or socially

disadvantaged (including women)?
 

1. 	FA.A Sec. 118(c), Does the assistance
 
comply with the environmental
 
procedures set forth in A.I.D.
 
Regulation 16? 
 Does the assistance L.N/A

place 
a high priority on consezration
 
and sustainable management of
 
tropical forests? Specifically. does
 
the assistance, to the fullest 
extent
 
feasible: (a) stress the 
importance

of conserving and sustainably

managing forest resources; (b)
 
support activities which offer
 
employment and income alternatives to
 
those who otherwise would 
cause
 
destruction and loss of forests, and
 
help countries identify and implement

alternatives to colonizing forested
 
areas: (c) support training
 
programs, educational efforts, and

the 	establishment or strengthening of
 
institutions to improve forest
 
management; 
 (d) help end destructive
 
slash-and-burn agriculture by

supporting stable and productive

farming practices: (e) help conserve
 
forests which have not yet been
 
degraded by helping to increase
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production on 
lands already :leared
 
or degraded; (f) conserve Zorested
 
watersheds and rehabilita' 6 those
 
which have been deforested; (g)

support training, research, and other
 
actions which lead to 
sustainable and
 
more environmentally sound practices

for 	timber harvesting, removal, and
 
processing; 
 (h) support research to
 
expand knowledge of tropical forests
 
and identify alternatives vhich will
 
prevent forest destructior, loss, 
or
 
degradation; 
 (i) 	conserve biological

diversity in forest 
areas by

supporting efforts to 
identify,

establish, and maintain a
 
representative network of protected

tropical forest ecosystems on a

worldwide basis, by making the
 
establishment of protected 
areas a

condition of support for 
activities
 
involving forest clearance 
or
 
degradation, and by helping to
 
identify tropical forest 
ecosystems

and species in need of protection and
 
establish and maintain appropriate
 
protected areas; 
 (j) seek to
 
increase the awareness of U.S.
 
government agencies and other donors
 
of the immediate and long-term value
 
of tropical forests; 
 and (k)/utilize

the resources and abilities of all
 
relevant U.S. government agencies?
 

m. 	FAA Sec. 118(c)(13). If the
 
assistance will support 
a program or
 
project significantly affecting 
 N/A

tropical forests (including projects

involving the planting of exotic
 
plant species), will 
the 	program or
 
project (a) be based upon careful
 
analysis of the alternatives
 
available to achieve the best
 
sustainable use of 
the 	land, and
 
(b)/take full account of 
the
 
environmental impacts of 
the 	proposed

activities on biological diversity?
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n. 	FA iec. 118tc)(14). Will ass',tance
be used for (a) the procuremen or 
 n.N/A
use 	of logging equipment, unl ss an

environmental assessment indicates

that all timber harvesting operations

in'ilved vii" be conducted in an
environmentally sound minner and that
 
the proposed activity will produce
positive economic benefits and
 
sustainable forest management
 
systems; 
 or (b) actions which will
 s nificantiy degrade national parks


jimila. :rotected areas which
contain tropical forests, or

intzoduce exotic plants or 
animals
 
into such areas?
 

o. 	FAA Sec. 118(c)(15). 
Will assistance
 
be used for (a) activities which
would result in the conversion of 
 N/A
forest lands to 
the rearing of
 
livestock; 
(b) the construction,

upgrading, or maintenance of roads

(including temporary haul roads for
 
logging or 
other extractive
 
industries) which pass through

relatively undegraded forest lands;

(c) the colonization of forest lands;
or (d) the construction of dams or
other water control structures which

flood relatively undegraded forest

lands, unless with respect to each

such activity an environmental
 
assessment indicates that the
 
activity will contribute
 
significantly and directly to
 
improving the livelihood of the rural
 poor and will be conducted in an
 
environmentally sound manner which
 
supports sustainable development?
 

p. 	FY 1989 Appropriations Act. 
 If

assistance will come from the 
 p. Ca) YESSub-Saharan Africa DA account, is it
(a) to be used to help the poor

majority in Sub-Saharan Africa
 
through a process of long-term

development and economic growth that
is equitable. participatory, 
 (b)YES
environmentally sustainable, and

self-reliant: 
(b) being provided in

accordance with the policies

contained in section 102 of 
the 	FAA;
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(c) being provide", when con'.tent 

with the objectives of such
 
assistance, thrr igh African, United
 
States and other PVOs that have
 
demonstrated effectiveness in the
 
promotion of local grassroot!.

activitier 
on behalf of long-term

developmer.t in Sub-Saharan Africa; 

(d) being used to help overcome 

_ 

shorter-term constraints 
to long-term

development, to promote reform of
 
sectoral economic policies. *o
 
support the critical sect,

priorities of agricultural production

and natural resources, health,
 
voluntary family planning services.
 
education, and income generating

opportunities, to bring about
 
appropriate sectoral 
restructuring of
 
the Sub-Saharan African economies, 
to
 
support reform in public

adrministration and finances and 
to
 
establish a favorable environment for
 
individual enterprise and
 
self-sustaining development, 
and to
 
take into account, in assisted policy

reforms, the need 
to protect

vulnerable groups; 
(e) being used to

increase agricultural production in
 
ways that protect and restore the
 
natural 
resource base, especially

food production, to maintain and
 
improve basic transportation and

communication networks, to maintain
 
and restore the renewable natural
 
resource base in ways 
that increase
 
agricultural production, to 
improve

health conditions with special

emphasis on meeting the health needs
 
of mothers and children, including

the establishment of self-sustaining
 
primary health care systems that give

priority to preventive care, to
 
provide increased access to voluntary

family planning services, to improve

basic literacy and mathematics
 
especially to those outside the
 
formal educational system and to
 
improve primary education, and to
 
develop income-generating

opportunities for the unemployed and
 
underemployed in urban and rural
 
areas?
 

(c)N/A
 

d) YES
 

e) N/A
 

01j
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q. LY 1989 Appro;r.tions Act Sec. 515.I deob/reob a'. -hority is sought toe exercised i% the provision of DA 
assistance, are the funds being
obligated for the same general 
purpose, and for countries with:n the 
same general region as originally 
obligated, and have the -
Appropriations Committees of both 
Houses of Congress been properly 
notified? 

. N/A 

2. Development Assistance Proiect Criteria 
(Loans Only) 2. 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(d). if assistance is 
for any productive enterprise which 
will compete with U.S. enterprises, 
is there an agreement by the 
recipient country to prevent export 
to the U.S. of more than 20 perrent
of the enterprise's annual production 
during the life of the loan, or has 
the requirement to enter into such an 
agreement been waived by the 
President because of a national 
security interest? 

c. FAA Sec. 122(b). Does the activity 
give reasonable promise of assisting
long-range plans and programs 
designed to develop economic 
resources and increase productive 
capacities? 
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3. Economic Support Fund ?' ),ect Criteria 

a F -ASec. 531(a). Will tis 
assistance promote economic and 
political stability? To the maximum 

-extent feasible, is this assistance 
consistent with the policy
directions, purposes, and programs of 
Part I of the FAA? 

N/A 
3. N/A 

b. FAA Sec. 531(e). Will this 
assistance be used for military or 
paramilitary purposes? 

c. FAA Sec. 609. If commodities are to 
be granted so that sale proceeds will 
accrue to the recipient country, have 
Special Account (counterpart)
arran;eirents been made? 



ro: LEE @ DISC
 
From: POPE, MARGARET -D
 
3ubject: re: Gambia Desk PSI Approval
 
Date: 10/15/92 Time: 4:42p
 

Driginated by: LEEW 
 0/00/00 3:14p

Forwarded by: 
 LEEW 0/00/00 3:58p (CHANGED)

Forwarded by: MARGARET 
 0/00/00 4 :41p (UNCHANGED)
 

ro: DISC:LEE, DISC:VALERID
 

qargaret - Please forward this for Valerie for processing the subject

Jocument, now that it has been released. - Lee White
 
P.S. I am also forwarding the memo to which Richard Day has responded which
 
identifies the specific document.
 

Phe text from Richard Day follows:
 

3iven the status of implementation of the Gambia Financial Sector
 
Restructuring program (635-0233/0234), no longer needs to be classified

"procurement sensitive" and may be released externally in its entirety.
 

Dick Day
 
ountry Development Officer
 
kFR/SWA
 

/1.
 




