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FINANCIAL SECTOR RESTRUCTURING PROGRAM

I. EXECUTIVE SUMMARY
A. RECOMMENDATION

UnRsBanjul recommends authorization of a Development Fund for A+rica
aoranmnt ot $6.5 million over three years from the African itconomlc
rolicy Retorm Program (AERRF) earmark., 0+ the total amount obligated.
$9.0 million will be a sector program grant (635-0233), and $!.95
million will be for associated technical assistance (&395-0214),
1ncluding: consultancies, training, and equipment to the Central Bank,
10r the purpose of 1mproving bank supervision, and to the Gambia
Commercial and Development Bank, for the purpose of preparing the bans
tor privatization: studies of the fimancial system: and program

implementation, monitoring. and evaluation. The $5.0 million sector
Qrant will be disbursed In three tranches over FY's 1990, 1591. and
199, There will be no local currency generated by the program. A

separate trust fund agreement 1s being negotiated and it 1s expected
that provision “or funding will be 1ncluded in the Program Agreement.

B. BACK GROUND

[n 1973 The Government of the Gambia (GOTG) began a ten vear statlst
program to promote economic growth. A major component ot the program
was the establishment of a number of parastatals iIn various ecaomomic
sectors. Monetary policy., which up to that point had been very
conservative, was then directrd to provide whatever credit was needed
to finance the ambitious program.

Most of the credit for parastatal expansion and for social oblectives
was channeled through the Gambia Commercial and Develooment Eanw
(CUDE) . 3 state-owned enterorise. The bank, established 1n 1972,
rapicly became the major commercial bhank in the countrvy. Si1nce 1its
deposit base was so small, the Central Bank had to iend funds to the
GCDB tu fimance the expansionary activities. Up to 1986 borrowings
from the Central Bank exceeded GCDB's deposit base. Instead ot
mobilizing domestic resources., the GOTG relied on Central Bank paper
transactions. Unfortunately for the GCDB., many o+ 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,
GCDB's liabilities still exceed 1ts 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 950 percent! Many of the baa loans extended by the GCDB endec
up as deposits in the two private banks operating in The Gambia.
Standard Charter Bank, the iargest of the two, is very profitable and
1n 1988 1ts after—tax profits as a percentage of its equity and
reserve account were 73 percent. Bangue Internationale Pour le
Commerce et L Industrie (RICI) is also profitable. [ts aftt=r tax
profits were 40 percent i1n 1988.

- 1 -

Best Available Document



In 1982 the GOTG signed a Stand-by Arrangement with the IMF, 0One of
the conditicns was that credit controls would be used to prevent
further large i1ncreases in credait. However, the IMF targets were not
met and by 1985 The Gambian economy was 1n dire straits. As stated by
the Minister of Finance in June 1989, "By mi1d-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, Intlation was
accelerating, and business confidence had evaporated."”

The GOTG desianed an Economic Recovery Program (ERP) which began 1n
laza 1985. The principle components included: floating the exchange
rate, removal of Interest rate controls, retrenchment of civil
se~vants, reduction 1n budgetary deficits, enforcement of monetarvy
co~trols, elimination of external arrears (to be achieved 1in June
1950), and privatization of several state—-owned enterprises. Al thougr
tr2mendous progress was made i1n stabilizing and restructuring the
eccromy, problems remain iIn the financial sector.

Tre exisrence of credit controls reduces the incentive for banks to
accept rew deposits 1f they are at their credit ceiling. [t would te
unsrofitable for a bank to pay 1Interest on new deposits 1f 1t can not
lerd the money. In additicon., credit controls make 1t difficult for
new borrowers to obtain funds as banks prefer to lend to established
customers. The credit controls can not be eliminated abruptly because
the two private banks have large holdings of excess reserves which
would permit them to expand their loans greatly and create
inflationary pressures. The Central Bank has increesed reserve
resulrements on demand deposits from 6 percent 1n 1984 to 24 percent
ir 1987, a level which still]l exists today. Increases 1n reserve
requirements hurt the profitability of a bank as reserves are non
interest earning assets. Further iIncreases 1n reserve requlirements
would not be desirable. In addition GCDB s current filima.-Z“ial positior
ic tenuous at best and this 1s 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 1ts 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 tarmers often did not
repay (or according to some farmers they did repay but unscrupulous
agents of GCU did nmot record the payments). ln 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 deots
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 i1n place. The bamk 1s currently
operating profitably although it 1s deficient 1n meeting several
statutory requirements. As lang as the bank remains under Government
ownership and direct control, there will always be a threat that the
bank will revert to old practices.



Other probiems relating to the financial sector include: inadeaquate
bank supervision: lnconsistencies i1n the various laws regulating the

financial sector: inappropriate tax policies as tney affect decisions
to save, borrow Or Invest: 1nadequate accountlng and disclosure
requirements; problems i1n debt recovery procedures: and lack of
avallability ot credit for term loans or for the rural sector.

C. PROGFRAM SUMMARY

in order Lu address many ot the prgablemns atfecting the financial
sector. UAR/Banjul proposes a Non-Project Assistance grant to the GOTG
to assist i1in undertaking the needed reforms. The particular reforms
expected from the program and their 1impact are the following:

1. Credit cei1lings will be eliminated and the Central Barm+ will
control the availlability of money and credit by contraolling the
monetary base. Since GCDB's current finmancial position 1s 1nadequale
and existing economic conditions would make 1t detrimental to economic
activity to move directly from one control mechanism to tne other, tne
proposed change will involve a temporary shift i1n Central Bank

policy. The Central Bank will temporarily charge from a system of
administratively allocating i1ncreases 1n bank credit celliings to a
system where 1ncreases 1n cellings will be tied to 1ncreases i1n a
bank s deposit base. For example, 1f one bank accounts for 304 of the
total 1ncrease 1n bank deposits during a qQuarter then 1t would be
allocated 20% of the total 1ncrease 1n bank credit allowed for the
following quarter. This intermediary period will last from two to
three years, long enough tor GCDB to be reorgani:zed and retinanced,

In addition the economic growth anticipated for that time pericd, by
increasing the demand for money and credit, will nelp to soak up the

exlsting excess reserves in the system. Continued monetary and fiscal
restraint will also be required. Once GCDB 1s reorganized and

tinancirally sound, the Central Bank will eliminate credil ceillilngs anc
rely on controlling the monetary base in order to contr-2i the
availability of money ana credit.

The benefits to the economy can be signiticant. The change to
deposit-based lending should encourage savings mobilized by the formal
sec tor and, thereby. 1ncrease the overall savings rate 1n the economy
as a whole. The i1ncreased availability of savings to banks should
help to reduce their lending rates (real rates i1n The Gambia are
currently over |5 percent). In addition, banks should compete more
for borrowers, creating some downward pressure on lending rates. In
consequence, savings and investment 1n The Gambia should 1ncrease and
higher levels of employment and economic growth should benefit all
social groups 1n The Gambia.

2. The GCDB will be privatized as this 1s 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 i1nterest rate tfor productive
investments. Until recently the GCDB was lending to achieve perceivead
soci1al goals and not econmomically justifiable ones. Credit was
misdirected and economic growth was impeded. Frivatizing GCDB will
also result iIn greater competition i1n the banking sector.

(@]



Ellminacting Government influence i1n extenaing loans willi i1mprove -oe
seot collection record of the GCDB. ‘Mapy nonviaple anmg risek. (0ams,
otten guaranteed by the Government, will no longer be a drain on
Government revenue. Paying otf bad locans owed to the GCDB nas 3 nign
ocpportunity cost for the country., as measured by the increase 1in
nutput that would have occurred 1f revenues Nad Lnstead been used fo
r1nance needed exnenditures for economically and socialiy usetul

Urnoses.

i rher reforms wlill rFesuit srom 3 more Thorougn Lnvestigation ob:
“3nil suUnervision: laws apnd reaularcions atrtecting thne ripancial sec e
bt recovery proceRdures: rurall credit: devalopment bankings: ang fae
.ack nt tarm lendlng. Technical'assistance teams along.with GOTS
nrrlcials will examine these areas and make recommendations aimed 4t
improving the atflolency of the ripanclal sector. lowering Sorrowing
s5 53, making more credit avai lable. apd creating greatser lnvestasat,

=m2iovinen st and Rconomlc arann, fna continuing 1mprovement gr 1o
=i1nanclLalt sector. coupled with assistance to the private sector. aill
sSSP Jaleccive BT 4n B Sl orogram now Jdndes design.
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D, CONDITICMNS AND CCVENANTS

Conditions Precedent for First Disbursement Cash Tramss:=r:

In order to qualify for the first dispbursement of $2.0 millicn or tne
1ssuance by A.I.D.' of documentation cursuant to which the disbursement
wili be made, the GOTG shall turnisn to A.[.D.. e«“cept as trhe oarfti-=c

nay otherwise agree 1ln wWrlting. 1n a torm and substance satistactory

CORRPE [ [T

.« the rollowing:

1. writhen 2vidence tpat thoe GUIL has aevelopen 4 plian and oegun

vinpiemen .

AR LR taQr thRe arde-iy LrARS1Si0on trom A System wner2 each

tndividual Lank s credlit celilng is 52t administratively to a3 svstem
whera eacn Lndividual bDank s credit celling s set on the Sasis or

Ppach -bank

S Oeposltc Dase,

i wWritren evidence that the 3075 has made a commitment ror &

couorenensive review of, and preparation of recommendations on,

anEnias,

RN e il

D)

c)

d)

rAaulartions, adminlstrative oractices, laws and i=2qgisiatio
13 cne rinanclal system, 1nciuding the rollowing szuaizs:

tne iZenktral Bapk's requlation and supervision ot tinancial
inskiltutions: adequacy Ot statting,. Ln terms.of numbers and
training: adequacy ot regulatoryv powers granted tne CBG:
adequacy ot CBG s enforcement of requlatory powers: adequacy
ot accounting standards used 1n the country: adequacy of
reportling requirements;: and consistency of actual financial
practices to what the laws and requlations allow;:

debt recovery procedures. including both laws and courts:
property rights and adequacy of collateral assignment and
transreranility of property rights: enforcement of cont-acns;
bankruptcy laws: access to 1n+tormation by both borrowers an
lengers: and adequacy ot the court system to nandle c2ot
recovery:

(9]

adequacy and availlability of rural credit and term loans:

development banking: role;: subsidization issues; need for
providing managerial assistance to borrowers: and
alternatives, such as an 1nstitution to refinance development
loans of: commer<idl banks: and such other elements of the
financial system requiring study as the GOTG and A.I.D. mayv
agree in writing.

3. Written evidence that the GOTG has executed a legal review cft

the GCDB

Act, and that it has submitted legislation to the Parliament

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

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

GCU from
seats on

ownership in the GCDB and that these entities no longer have
the GCDB Board of Directors.

Upon satisfaction of the foregoing, OAR/Banmjul 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 upan by A.I.D. and the GOTG.
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In order o gualifty +for the secona dicspursement of $l.u miilicgn ar =rho
issuance by A.[.D. ot documentation cursuant to whicn the discursemen-
will be made, tne GOTG shall furnish to A.[.D,, except as the parties
may otherwise agree i1n writing. 1n a form and substance satlsfactor:,
to A.l.D. the following:

15 dritten ewvidence thdt the GGl nas rpviswed The stydles and
C

arried out +tcr the flirst trancne, develioped an acoioc

reEcaommengarions
f

plan. and opegun impliementation of the appropriate recommendatisns.

2, Writiéen evidence that the Parliament nas passed and tne
President has signed legilsiation which authorizes the privatization o+
rnhe 5C03.

nun sanistaction of the roregolnyg, OAR/Baniul will i1mmediatei,
rogquest tne .5, Treasury to transter $1.9D million to a special
aLcounl 4F the ~ngeral Feserve Bank ot dew vyork or a bank to bpe
miitual iy agreed upon by DAR/Banjul apnd 50TG.

Conditions Precedent for Third Disburszement ot Cash Transrterm runds

In order to qualify for the thiro aoispursement of $2.0 million cr tne
issuance by A.[.D. of documentation pudrsuant to which the disbursement
will be made. the GOTG snall rfurn:ish o A.L.D., except as the parties
may otherwlise agree in writing, in a +torm and substance satisractory
to A.i.D. tne tollowing:

l. Written evidence that the GOIG nas eliminated credit ==2111n04as
and begun control ot money and credit by controlling the monetarv

base:**

2. Written evidence that the GOTG has privatizea GCDB.
3. Written evidence that the GOTG s conftinuing appropriate
implementation of the recommendations and action plan developed ror
meeting tne first condition precedent tor the second disbursement.

Upon satisfaction of the foregoing. 0OAR/Banjul will i1immediatelyv
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.

XThe terms of implementation wiil be detailed in a PIL outlining thne
steps the GOTG must take to quality for the second disbursement. Bn
expected recommendation, for example, 1s that the existing laws
governing interest rates and foreign exchange transactions are out or
date and inconsistent with current GOTG policy. The PIL would outline

the laws which have to be revised.
*XThe monetary base is defined as currency in circulation plus bank

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

Not For Public
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Coavenants:

ta)  Tne GOTG agrees to continue 1ts policw toat all loars «-mm
2rticlal govermnment sources. regardless of thne source n«
sungling or Lne Loastitution fhrough whicon rhey are mace
avalrlaonle, will 28 mage at marret-derzrnineg rarzs of

tnterest;

oy ‘o 0TI agrees to continue 1ks policy encouraging Tne
Drivare marxeting of ¢fartilizer without preferential
treatment c¢ anv individual, group. or 2rg3aricaticog

i The S50T05 ; “hat tne SCDB Board of Director-s and f-ea
Mamnaging | o7 will be rre2e to implement anv Znamaqes 1r
oractice 1cies at tne GCDB which thne LSAID-<“uncec
TANG 1] “Rccmmend 1N order to 1mprove tne efeioiacs

orepare 1t for privatization:

el ‘ne G275 agrees tnat 1t wlil review the salary structure of
the 2I0B 3and that, pazed on rthat review, Lt will 1mplemenr a
new salary and benefits structure which will maxe GCDS sta+r
salari1es and bernetits competitive with the salaries and
nenefits structures ct comparable staff In the private seirtor,



BACH GRILAND

ML \GENERAL

rme Bambla 1s neavily desenFfent on trade, and 1t has an active
commercial sector, ALl -+fuel and capital goods, most manuractur=2d
\tems Aand A significant amount of food must oe imported. @Becaus2 2«
Lts pos1tien astride the Gambia river and its open trade policYv. The
Gambra nas served as a commercial entr2pot for much ot the reglisn.
imoorzing nocds rtor re-sxport to Senegal. Mali, (Guinea-Bissau and
Mauritania. Re-exports account for 75 nercent of total exports.
Gambia s =mall =z1ze, tracde opoenness and heavy dependence on a si7g.4s=
domestically oroduced export crop gives The 5ambia an inherent..
vulnerable economy. highly sensitive to changes 1n the terms Of w2 a)
to cnanaes 1n trade r=lationships with trading parcners. and te<

shortfalls 1n agricultural oroduction.

During the late 1%270s the Gambian economy began to decline pecause ot
a combination of internal and external factors. External sources of
disruption were the Sahelian drought, the collapse of international
groundnut prices, the rise in 1nternational real interest rates. tne.
decline 1n foreign. assistance., and escalating petroleum prices. iio-=
important., howevefr. were the internal sources of disequilibrium.
Large government investments talled to diversify the economy and
generate growth. The Government overinvested 1n urban oriented
infrastructure and in procuctive activities for which The Gamb:ia nas
no comparative advantage (e.g., cotton and irrigated rice
proguction). To operate and manage this investment program the
Government dramatically increased public sector employment: the civili
service doubled in size from 1977 to 1981, and more than ten'new
parastatal corporations were created in the period 1972 to 1981,
finance these investments the Government borrowed heavily., depieting
the reserves of the financial system and accumulated debts.
Government pricing policies (an over-valued exchange rate, llow
producer prices, and subsidies on urban rice consumption) 1ncreased
imports without emncouraging exports. Imports also rose dramatically

rne Republic of The Gambia 1s a Sahelian country situated OnN tA3 LO45%

ot West A+rica at 17 degrees abovel the Equator. [t 15 &tnpe smal .25t
ot , 1A conktinental A+rica and 1t has nNne ot Atrlica 5 lghess

=0l janion densities. With 3 GNP oer capolta BIP 83 Zoadl wiiwiepahr g L5
iS22 s MERe epar@eIn SoJRtnlas s tha wor la. [t apea oE =
sqar2 = | ilnetars, Lnhabired by some SO0, 00t cegple ! 1Fs80 sOrMS An
SIE LA Wt hnin saneacal stratcaing Apous 33U Allometers up ootn =425
mr itva Banpsla ale2r. The width of the country wvarlies ftrom 26 t2 4B

L mptars, nadaking thel river tne srincipal geographic freature.

e mssogmy nr ne.bambia 1s. predominantiy agricultdaral (255 pers=nc S
SHF L Wi TN groundnuts fhe major oroduct and accounting tor 78 De oanit
Srotma AN ney s odsnmeskicsl Ly orpduced exoorts {(but anly !s oerz20t il-
Fofdll sdoponsi. SipsLstence crops conslst orimartly ofr miiiek,
JArADtm, I Aand nalce,  Local productiion orovidesi aDout 70 peos 2
aF bee gontaninn s fpod regulrements and about 0,000 rons of —CLloe
aria tiaraar cen commersrally eacn vedr., Industrial activity 1s Qgu:ite
fimLr=a3 ans bourism nas eme-ged aAs a arowling tactor 1n the ecofomi,




pecause of the high impcrt component of Wrdan ous290id 2<o=nut
and of the public 1nvestment Drogram. Loassqisssl f, o =ik

Government nad a chronic t1scal 1mpalance, thne natiaon SIS E R SR T e
trade deficit, and the economy was 1n decline.

Although the Government tried to address 1S mac oeconomlc 2r9bD.sms
wLth [MF assistance between 1981 Aand 1984, Lts r2torm 2+t10F 05 wWa2r o

unsuccesstul because they tftocused on 1mposSing 2-2G:% and NCoETar .
cailing=s without addressing the underlving strictural alseguliio-t_u,
'heretore, the GOTG assembled a (a3ask Force 2+ uan i=vel govsremeans
Sttrlcials who. wikhl technical assilstance rrom a2 [BAD anag LSRR L,
dratrted ap action olan tor economic reallgnmer:z. ina ragult o+t 1he
fask Force s efforts was the Economic Recove-sy =codram (Z=E 0,5 3
Tomprenensive and courageous orogaram ot policy ~2ro-nz fo c2ar2Es oo
pconomy. 5 structural 1mbalances and to return) S92 Sconcomy -2 3
zuskalnapla qgrowth path., The ERP pecame the or:icilal government
Ltratany when the Ministry o+ Finance and [rade began 1T5
tmplenentation.\s [t was presented to the sp=cial Donor's Sonrersnc= -4
_onaon 10 SsRntember 1785, where Lt recelved wWlcescread 2Ndors2unEc & 4t s
support rrom the 1nternational commupl by, LtRcluding thne [CFE, Fe=p s 4nd
HsAalD. [mn Seotember 1587 A, .0, committea B4 miilisn Lo L2 GSameian

Atrican Economic Poiicy Reraorm FProgram (GREPRF: to support the =fRrP.
ihe LAEPRF was evaluated positively tn Octppoer 1789,

=)0 [HE GAMBIA S ECONOMIC RECOVERY PROGRAM

Foreign Exchange Market: 0On January 20, 1986, a tlexible =2xcnange
rate system based oOn An Lnterbank market was lntrgduced. he
commercial banks soon negan to compete aggresively tor ftore2ign
exchange. As a result, the parallel market in fareign currenty., wnic-
had thrived since 198B2. became moribund, the supoly of foreidn
exchange avallable through otftficial channels i1ncreased and tpe fala

U1

stabllized. The Dalasi, which moved from D3.3 to rne s dolilar 1n
January 1286 to D7.5 to the US dollar 1n May 1986, eventual v
stabilized at around DB8.2S to the US dollar in late 15789, The

relative stability ot the dalasi exchange rate since ilay [ 785 retincns
the country s prudent fiscal and monetary policies and the absence or
adverse external factors. The flexible exchange rate system 1s fow
recognized as one ot the Government s most courageous and effective
policy reforms.

Agricultural Sector Measures: Significant increases in the productior
and marketing of groundnuts, rice, and coarse gralins were r2a: '

a result of higher official producer prices and more tavorable
rainfall distribution patterns. Decontrolliing retail rice pricz=s5 &
also helped to encourage domestic cereal production by making =2ars
gralns more competitive i1in price with imported rice. Since June (78S
commercially imported rice 1s sold at market determined prices that
are significantly above wholesale coarse grain prices. [he Gambian
Government has also privatized the commercial rice trade and ooened
the fertilizer trade to private entrepreneurs 1n its efforts to
increase the role of the private sector in agriculture.




Other Productive Sectors: ©Develooment or tourism and fisaecies: is
Ceing encouraged by divestment of government foldings and improvea ||
1ncentlives for private investment througn revisions of the Developmen
Act. The Act proyides dutv waivers and tax credits tofrirms that
elther export at least half of theilr outouf or generate domestic vadluz
added of more than &0 percent.

hi

Stblci SecitoriMeastnesi bl as tata Ulinel IESSEERe SO DG roa s el alliEio s Dt s
sectcr wages and salaries, banned any LNCredzes tor Lnre2e vedrs, J4n.
troze statf levels througn 1220, 3Second. the LOT5 cegan to r2duce sa
reorganiz2 tha zivil s2rvice. [mmediate lavorrs ot daliy ana

t2mporary. laborers (2300 oeopnle) and employees 1n egtablish2d cnsts
(450 per=ons) resulted 1n a 24 percent reduction o+ clvil servants oy
March 1986. Another 17 sercent cut occurred 1n August 1986 througn

rerminatlion of 50 officials 1n established posts, layoffs ot Idd
tamporary and dally workers, and the closing out ot 750 vacant
positions.  fnird, the number ot civil service grades was reduc=2d andc

a general saliary review was madel 1nt order %0 make pay grades and Day
commensurate wlith duti:es and responsiplillities under the restructur=ed
clvil service svstem. rFinally, in January |98%9 wages and salaries to-=
the 2stablished posts were ralsed on average by apout 55 percent, toe
rirst lncrease of apy measure since [982. Tne i1ncrease 1s far short
ot the 250 percent lpcrease 1N prices over the same period.

Public Enterprises: The Government instituted a ban on the creation
of any new publicly owned enterprises and commenced a proaram to
rationalize and privatize exlsting parastatal corporatinns.
Per+ormance contracts have been negotiated between the Govermnment and
major pudlic enterprises in order to rationalize their relationss: and
government shares anc interests i1n other state—owned enterprises have
already been sold or are being prepared for sale. The I[BRD and USAID
are prowviding technical assistance to the GOTG to facilitate tnois

process.

Financial, Sector Measures: There are strict controls over domestic
liquidity, and interest rates are determined through the market via a
semimonthly tender of Treasury bills. Minimum deposit rates and the
Central Bank s discount rate are based on the treasury bill rate.
Interest rate ceilings on loans and savings deposits have been
abolished. Finally, the GOTG has created a Managed Fund to recover
some of the government guaranteed debts. of the private sector and has
eliminated the inteérlockKing arrears which had crippled 1ts financial
institutions.

Tax Measures: Income tax reform included reducing the number ot
income tax brackets, reducing the top i1ncome tax rates, simplifying
the list of eligible deductions, and taxing income=in-kind. A 10O
percent sales tax was introduced i1n order to raise government revenue
while making the tax burden more equitable. Import duties were
reduced on items important to the re-export trade and on 1tems
necessary for rejuvenation of the transport sector (e.g., bicycles,
trucks, buses, vans, and spare parts for autos and trucks). The
Customs and Revenue Department was reformed and enforcement improved.
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Fubile [nvestment —roor-am (=[S0 In orcer

20n} TmYS1 bR Ghugef=Ya], Sim A2
projects must: (1) mave 3an agequate teasipllifty scudy completzg
show an economilic rate ot return ot at least |3 percent:; and (32) nave
recurrent cost 1mplications compatible with fiiture recurrent budge
Moreover, PIP has been reorienfted to focus on maintenance and
irenabllitation activities. Under the PIP guideiines, trhe Sovernment
curs not engage Ln 1nvestments that might.lbe or'opotential 1pterest to
rne arilvate sector. A review of privatizatlion activities wiil oe
ar~12d Jut in 4. later section ot this FRAD,

Lo MACROECUNDMEE SRITSRIA FOR ~R5ESSING THE 'NEE AND

SRUSFECTS ~ir - INANCIAL SECTOR REFGEM
S =aapacss, the =RP nas A great impact an stabillicingpthe economy and
{aviol the D3as=1s +or ftlhancial se2ctor rerdrm. [n Ehe AJI,D,., sponsoresd
RS b LV The Role o+ the Atrican Financial Sector i1n Develooment.,” a
imSer 2+ Crlfera are Drooos2d tOor assessing the need and prospects
Tor rlmanclal sector reform. The criterla relating to the
Mdcro=2cunomic environmest Wit ve discussed next and the criteria
relating £og tne rifanciail sector 1tselr will Se discussed later :n the

'-';'HL" .
intlathion: intlacion pas peen reduced dramatically from 70 oercent at
the start of the =RP to B oercent currentily. Tnis is a result of

tollowing orudent monetary anpd oudgetary tolicies.

Price Index

(1374=10C0)
1980 1981 1982 1983 1234 1985 19864 1987 157,85 =
[ndex W s b Bl 7 EE 5 I265.7 «a2l.8 EiloE  GOEe®  7EEaE S8dos  EER gL
Annual
7% change Sl =o' 13.1) 11.5 21501 12.4 70,4 2205 1.4 =]

Note: Index is tor end of June each year.

Budget Deficit/Surplus: Equally as dramatic as the decline 1n inflation, =0
Government Budget deficit, excluding grants. has been reduced from 22 percen
of GDP in FY 1986/87 to. under % percent in FY 1988/8%9. A further deciine :s
projected i1n future yééfs'aé'given_by'the Poliicy Framework Paper (PFP)
megotiated with the [MF and World Bank covering FY 19B9/20 T0O FY 1291/92. i
donor grants are included in the calculation, the GOTG had an actual swrpliis
in, 1ts budget for FY 1988/89. The surplus in that year and that projectec

for future 'years under the PFP will be used to build up international
reserves.
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sc.erament Bicget DesicitssSurclus
[N oercent of BDF!

1755/856 1986/87 1987 /88 1558789 159, =0t
Excludina Grants = 12.3d SEERRIR0) = A1) ~—=5.0 S
Including Grants =S = 7] S ORI vy T
$c-nvactag., =vcludes exc=otional budc2tary grovislon 2t Uill.u miliLan

Balilvaient to 5.3 percent of 5SDP.

Sources: [MFE

Current Account, Balance of Pavments: Excluding otficial transfers, Zampia 3
current account deficit was reduced by 43 nercent since FY [783/B5. ‘ne
tioating ot tne 2xcfange fate contributed greatly to this imorovementn, WAoo
ofticial Eranstersare included, Bamblda.nad an acktual surplus tn Lts curranc
iccount tor —eca2nt vears. fhis surpius permitted Gambia to meet 1ns aD0f
s2-vice aoligarions.,

Current Account Deficit/Surplus
(In percent ot BDP)

1955/86 1985/37 1987 /88 1988/39 19897210
Excluding D+fi1cial = TS = il 45 = & @) - 18.2 - 16.8
iran=t+ers
[mncliuding Urricial = il =l = Gja®) 2.8 ey 4

lransters

‘Projected.
Source: I[ME

Lebt Service and Official Reserves: Gambia s debt service requiremencs
are still exceedingly nigh, almost SO percent of net exports and travel
income for FY 1989/90. This heavy burden will be reduced by almost halr
in FY 1990/91 and beyond after Gambia pays off all of its external
arrears in June 1990. Not only will Gambia have paid cff 1its arrears oput
it will have built up international reserves from 1.4 million SDRs 1in [
1985/86 to a projected SS5.2 million SDR's 1in FY 1990/91. Tne large
build-up of reserves is. needed .as_a buffer stock given the fragile nature
of [he Gambian economy: and the continued large debt service payments
coming due.

Debt Service Ratio
(In percent of net exports and travel income)

1985/86 19846/87 1987/88 1988/89 1989/90% 199C =1

= 1.
-t

Including the Fund 25.0 104.3 49.4 49.1 49,0
Excluding the Fund 15.0 71.1 38.0 41.4 42.3 ikl o

Note: Net exports defined as total exports minus imports used for
re-exports.

¥Projected
Source: I[MFE



Set@rngaj [Arrears 3ang Jsficlal Feserves
tIn Mi1lli1on o+ SDR 3

1935/86 1786/87 |987/88 1%88/89 19683/9ux 13?3, 35° "

“er_'"apira _(nctme: The amoia has made qcod orcgress LN LNcr2asing cer

aplrta SDP under the &xFP.,

iNCome 1S arowin3 At an average rate aof 3
nercent whereasz doouliabion 1s gQarowing at over 3 percent. The IMF oro.27zz
Pnane to grow 3T 4.7 a2ercent a vedr +or tne nest several vedrs.,

Natitonal Income amd Population
tAnnual percentage (Charge:

i 985S 3¢& 1586/87 1987, 98 1988/89 1989/5: "
Seal SDP - 0.3 S.4 5.3 4,6 4.5
“opuiation S.4 .4 >4 3.4 3.9

4‘Dr-rJJE'ctE*d
Scurce: MF, MERID

Savings and Investment:

Comestic savings have 1ncreased 1n The Gambia since %he start of the
ERP, Mi3s 1s Aaue 1n oart to the decline (n dericit spending Dy thne
bovermment. =igher 1nterest rates also had a positive iLmpact. =s:1mQ
private sector time and savings deposits as a proxy wvariable for overa !l
private savings, one notes an 1ncrease 1n the aropensity to save. Trils
tnterporatation must be viewed with caution, however, as iLncreases 1N

time and savings geposlts 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 1986/87 1987/88 1988/38="
Domestic Savings -3.8 -4.6 7.3 4.4 7.0 7

Time and Savings
Accounts 10.5 1

)
»

11.6 12.9 14.0

(3]
b ]

¥*Estimated
Source: IMF and Central Bank



Dcmestic 1nvestment 1n The Gamblia shows no trend, I@ete was a
s1an1flcant lncrease 1n private investment 1n Fy 1988-89 but 1t 1¢ too

eariv to tell 1+ this 15 the start of a trend or even 1{f 1nvestment

will remain at this higher level.

Investment
(in percent of GDPR)

1983/64 1984/85 1985/8& 1986/87 1987/88 1988/,6%"

Frivate Investment S.6 3.0 5. 5.4 4,4 Tz
Pynlic Investment 11.7 16.2 10.6 19.9 14.1 10,7
Domestic [nvestment 17.3 19.2 15.6 2043 18.5 17.9

D. ECONOMIC POLICIES FOR THE 1990s

In his June 1985 budget speech to Parliament. the Minister of Finance
reviewed the lessons learned from previous economlc poiicies.

"Regarding the challenges of the 1990's. I believe that one of
the major lessons of the 1980 s has been that the Gambian
people nave snown bevond all doubt that they can meet ang
overcome anv 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 massivelv out of balance,
inflation was accelerating., and business confidence had
evaporated. Buct. gespite these difficulties, the Government
took tne measures. and the Gambian people made the adiustments.
which were needed to address the country’'s probliems.”

Among the lessons learned from the 1980°'s, the Minister listed the
foliowing:

"In tandem with political freedom., ecomomic ogperators at all
levels must be given the freedom to take economic decisions.
(The lesson, 1n fact, is that Government cannot effectively
control micro-level markets).

"The Government does not have a comparative advantage as a
business manager.

"t 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 :1n Budget deficits,
excessive credit creation. or rapid increases 1n foreign debt.”
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{n Censultation with tne [(ntarpanional Mometar, Su~g and
Bank., the GOTG 1n August 1989 agrezed on a Paolicy Framework
FY 1989/90 - FY 1991/92, The basic macroeconomic ODjECtLVEi ot tne
1989/90-1991/92 period are as follows: (i) to achieve an avarage
annual rate of growth of real GDP of about 4.5 percents; (11) to
progressively reduce the rate of inflation to 5.0 percent 1n 1991,/97:
(111) to achieve a substantial reduction 1n the current account
defici1t (excluding official grants) from 18.2 percent of GDP 1in
15738/89 to 13.6 percent of GDP in 1991/92, while ensur:ing an acacuyar~e
level of 1imports; and (1v) to gernerate overal! palanc2 of paymenrt
suroluses, averaging about SDR 1B million, whicH wouid o8 ~=r=:z
wlth the elimination of all outstanding external! paymert arroarsz
1989/90 and tne accumulation of orficial reserves to the equivalent of

3.1 months nof imports by 1991/92. The basic points aof the =FP are

litsted bhelaw.
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OBJECTIVES AWD POLICIES

STRATEGIES AND MEASURES

PHASING AND [MPLEMENTATION

l. External Sector Policies

a. Exchange rate

b. External borrowing

c. Relations with external
creditors

2. Monetary Policy and
financial sector refors

To prosate efficient resource
allocation and diversifica-
tion of the econoay.

To reduce debt service burden
and iaprove grofile of exter-
nal public debt.

Continue to 1mprove relatiuns
with external creditors with
the objective of restoring
noreal debtor-creditor
relations.

To minimize pressures on
domestic prices and the
exchange rate; to provide
positive real returns on
tinancial assets; and to
iaprave efficiency of
financial sector inter-
sediation.

7o enhance the effectiveness
of sonetary policy.

To prosote stability and
long-tera growth of the
financial systea,

- 16 -

Haintain flexible exchange
rate systes; aonitor
evolution of interbank
aarket,

No contracting or quaran-
teeing by Governaent of
new external debt on
nonconcessional teras

- to 5- and 1- to |2-year
eaturity ranges. Limits
public sector short-ters
dedt outstanding, exclud-
ing trade-related credits.

Resain current on external
obligations and elisminate
all remaining external
payaents arrears

Continue prudent credit
policies and maintain
flexible interest rate
policy.

Move to a systes of in-
direct liquidity control
by tarqeting the growth
of net domestic assets of
86,

Disengage the CB6 gradually
froa cossercial banking
activities,

lapleaent action progras
for rehabilitation of the
GCD8, prepared on the
basis of diagnostic study
coapleted in June 1988.

Over the £SAF
prograa period 88- %I

Over the progras period.

Elimination of all external
payaents arrears oy end-June
1990,

During the progras period,
continue tender systea for
treasury bills and offer an
adequate supply of treasury
bills and governasent
securtties, including those
of sediue-tera saturities and
saaller denominations.

Over the prograa period.

QOver the progras period,

A new Managing Director to be
appainted by end-Novesber
1989, Assessaent of GCOB's
perforsance to be completed
by end-February 1990.
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[SSUES

OBJECTIVES AND POLICIES

STRATEGIES AND MEASURES

PHASING AND [MPLEMENTATION

3. Fiscal policy

a. Revenue

b. Expenditure

4. Public Sector Ranagesent

To isprove efficiency in tax
adainistration and enhance
revenue collection,

To eliminate current trans-
ters to the public enter-
prises

To increase the contri-
bution of public investaent
to oevelopaent.

To facilitate achievesent of
expenditure priorities in an
etficient and effective
sinner.

To isprove efficiency in the
provision of government
services and prosote the
efficient use of human and
financial resources.

-]7-

Application of sales tax
to fuel purchases by GPTC
and GCU.

Adjustaent of the sales
tax on international tour
packages with effect froa
the 1990/91 tourist season
to 10 percent.

Minieize revenue leakages
from the sisclassification
of imports as duty-free
iteas,

Application of import
duties to fuel purchases
by 6PTC and GUC.

Adjustaent of import
duties on selected iteas,

Elisinate subsidies to
the GPMB,

laplesent three-year
rolling public investsent
progras.

Adopt public investaent
progras for 1990/91-1992/93.

Prepare a aedius-ters
public expenditure progras.

Develop and implesent a
performance-based staff
appraisal systea,

Exercise wage restraint.

As of 1989/90 fiscal year.

By end-May 1990,

Over the progras period.

As of 1989/90; for 6UC
phiased implementation over
four~year periad.

As of 1989/90 fiscal year,

As of 1989/90 fiscal vear.

Over the progras period.

By end-May 1990,

Over the progras period.

During 1989/90 fiscal year,

No increases during 1969/90
in personal emoluaents,



1SSUES

0BJECTIVES AND POLICIES

STRATEGLES AND MEASURES

PHASING AND [MPLEMENTATION

5. Public Entergrise Refors

a. Rationalization/divesture
policy

b. Perforeance contracts

To reduce the scope of
governaent financial and
sanagerial involvesent in
cosmerclially oriented
ventures.

fo isprove the financial
position of the GPMB and to
streasline its operations.

To improve efficiency of
public enterprises.

.le-

No creation of net new
posts and restrictions on
filling of vacant posts.

Qffer for purchase by the
public all Governsent-ownad
shares of the Gaabia Natio-
nal [nsurance Cospany, the
Dockyard, and the Kotu
Mechanical Workshop.

Close GPMA's subsidiary
coapany in London (GPMC)
and offer for sale its
office building.

0ffer for sale GPMB's
holdings in Citro Products
Gaabia Lisited, GCDB, and
NTC.

Qffer for sale GPMB s two
rice aills and its cotton
ginnery,

Review performance of the
GPMB against second-year
targets in the perfareance
contract. Sign third-year
perforaance contract.

Sign perfaraance contracts
GAMTEL, SSHFC, and 6PTC,

Undertake study to deter-
aine future role and
ownership of the Livestock
Harketing Board (LMB),

Over the progras period.

By Deceaber 1989,

By end-Déceaber 1989,

By end-March 1990,

By end-March 1990,

By February 1990.

By Deceaber 1989 for GPTC
and SSHFC. By February
1990 for GAMTEL.

Study to start by
Deceaber 1989,



|SSUES OBJECTIVES AND POLICIES STRATEGIES AMD MEASURES PHASING AND [MPLEMENTATION

6. Agricultyral Policy

Maintain liberalized
policies with respect
to cereals pricing,

To stisulate production and
exports and to 1sprove
efficiency in produce

a. Produce and input Over the progras period.

adrketing and prices

b. Groundnut pricing

. Groundnut export tax

d. Groundnut processing ano
sarketing

sdrketing and input supply.

To achieve efficient
production,

To proacte further gains to
tarsers and provide addi-
tional incentives.

To isprove rfficiency and
encourage coapetition in the
operations of the GPMB, 6CU,
and GRY.

-19-

adrketing and trade, and
supply and distribution
of seeds, fertilizers,
and other 1nputs.

Maintain policy of not
subsidizing seeds,
fertilizers, and other
inputs,

Increase the role of pri-
vate sector and allow
prices to reflect sarket
conditions.

lapleaent action progras
for agricultural diver-
sification.

Allow the GPMB flexibility
in deteraining its own
purchase price of ground-
nuts 1n [ine with world
aarket prices and costs.

Suspend expart tax on
groundnuts,

Nonitor and adopt resedial

actions to ensure adherence
by the GPMB to performance

contract.

Continue isplesentation of
action prograe for res-
tructering of the 6CU to
ensure its financial
viability,

QOver the prograa period.

Over the progras period.

Over the progras period.

QOver the progras period.

As of 1989/90 fiscal year.

Over the progras period,

Over the progras period.



[SSUES

OBJECTIVES AND POLICIES

STRATEGIES AND MEASURES

PHASING AND [NPLEMENTATION

7. Other Sectoral Palicies

a. I[ndustry

b. Fisheries

c. Touriss

d. Health

e, Education

f. Environeent

To encourage private invest-
eent 1n industry, especially
in export activities,

To stimulate private invest-
sent and increase exports,
while preserving fishery
resources,

To prosate tourisa.

To isprove health care systea

and control population growth.

To expand and enhance the
quality of education.

To isprove environsent in
order to sustain long-tera
econoeic growth,

- 20 -

Prepare and iaplesent
sedius-tera action pro-
gras for prosotion of
GPAA's and 6CU's opera-
tions on comaercial basis.

Prepare a prograe of
adainistrative action and
investaent prosation for
the full utilization of the
Kanifing [ndustrial Estate,
including review of land
allocation and tenure, and
access to public utilities.

Encourage ters-lending froa
banking systea.

[apleaent fishery resource
sanagesent prograa.

[apleaent a tourise deve-
lopsent strategy, includ-
ing a prograa of adeinis-
trative action to promote
the full utilization of
tourise developaent area,
including review of land
allocation and tenure and
access to public utilities.

Expand the current health
care and family planning
services in accordance with
the public expenditure
prograa.

[epleaent education policy
reforas in accordance with
the priorities established
in the public expenditure

pragras.

Prepare a cosprehensive
review of environaental
issues and action prograe
for environsental ieprove-
eent.,

Over the program period.

By Deceaber 1969.

Over the progras period.

QOver the progras periad.

QOver the progras period.

Over the progras period.

Over the prograa periad,

To be completed by March
1990 and isplesented over.
the progras period.



=5 part of the Structural Agjustment Credit Program (AL [

n=2gotiat2a pbetween the World Bank and

the GOTG,.

summary of the program as 1t relates to tne GCOB:

the rollowling
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[5SUES

O0BJECTIVES AND POLICIES

STRATEGIES AND MEASURES

PHASING AND [MPLEMENTATION

c. Restructuring of The Gaabia

To restare GC0B's financial
health, which 1s crucial to
the stability of the ¢inan-
cial systes and the
dav-to-dav ooerations of the
econoay as well as its
longer tere diversiéication
and growth,

Comsercial and Development Bank (GCDB)

Interis financial restryc-
turing undertaken pending
recossendations of a
comprehensive diagnostic
study. [nterim measures
included: (1) a ten-fold
increase 1n the GCOB's
authorizeq capital from DS
to 030 sillion; (i{) the
opening of 1ts share capital
to prospective foreign
institutions and orivate
domestic investars;

{iil) conversion of an oyt-
standing I0A credit equiva-
lent to 06.4 a1llion into
governaent equity in the
6C0B; (iv) conversion of D35
aillion of loans and advances
from the CB6 into a long-ters
interest-free subordinated
loan; (v) establisheent of a
Nanaged Fund into which some
073 eillion of governaent-
guaranteed loans extended by
the GCDB have been trans-
ferred, for subsequent
collection by the GCDB on
Governaent's behalf on a
cosaission basis.

inplesent comorenensive
action program for rehabi-
litation of GCDB, orepared
on the basis of diagnostic
study cospleted in June
1988, Manageriai and
operational seasures wil!
orecede further financial
restructuring. Government
has already replaced the
the GCDB's Board of
Directors and a new
Managing Director is being
recruited.
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Further managerial ing coera-
tiondl measures wiil se 1apje-
sented 1n line with ac*1on
prograa reviewed and agreed
with [0A, Credit recavery
under the Managed Fund and
collection uf otner non-ger-
foreing loans will se 1eofe-
aented respecting tne schedule
far recovery and targets
under the action orograa.
Decisions reqaraing turtner
financial restructuring will
await an assessment of the
Lepdct ot the above measures
on the bank’'s pertormance,
Assessaent regort wili ge
completed by end-Feoruary
1990, Implesentation o+
actions agreed with [DA a
CONDITION OF SECOND TRANCHE
RELEASE.
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Parliament and three candidates,

will have on the Gambian econamy.

E. FRIVATIZATICN

(L1171 four wholly-owned financial

1980s, the PE sector experienced

promote new commercial and indust

the President of the Republic of

Folitically, Tne Sambla 15 aone of
democracies 1n Africa. In the most recent election (March, 15871,
five political parties fielded candidates for the 36 member

Dawda Jawara, vied for the Fresidency.
elecrtion was conducted 1n an cpen and
WwAas wicely viewed as a popular referendum on the Goverament s
structural adjustment retorm 2tfort
months at that time. The President was re-electeag witn »C%lor
popular vote and tne ruling Feople s Progressive Party waep the
majority of Parliamentary seats (32).
speech, and openness are accepted values 1n The Ganbian sSociet..

enterprises with partial Govermnment ownership
quasi-government agrilcultural marketing institution (GCU). [n tarns
ot overal! employment, tne PEs account for approximateily I.500

workers (20 percent of modern sector employment). The sector 1is
dominated by GPMB, which accounts for approximately 70 percent of
domesticaliy produced exports, 50 percent of aggregate PE revenus=,
and S0 percent of total PE assets.

the few fumctionirmag,

MUl Bli=raer

including the incumbent President

The parastatal sector in The Gambia includes:
FLuGlic EntErorcizgs (HEE=, piITLM3cily In the utilities,
communication sectors, and the Gambia Produce Marketing Board

enterprises;

All observers agree that
talr atmosphere.

wnich had been underway for

0De permanent or what =sttect

[ =)

che

The eiectian

Democratic orincilpl=2s, tr==

iJne problem for he (3ambia 1s now to keep gnod relations with Lcs

nerghbors while naintalning a tavorable tarift and trade structir-.
Glven tne growling ilmportance ot the re-export trade to the balance or
payments situation since 1285, this may be difficult.
oreakup of the Senegambia Confederation has resulted 1n Senegal
enforcing unusual restrictions on trade between Senegal! and Tre
bambla. and between The Gambia ana third countries through Senega..
[t Is too e=arly to tell 1+ this will

The receant

1T

1)inine wnally-ownea

111) seven mlxed

and (1v) one

Through the late 19270s ang ea

Liransport anmd
tGFME ) ¢

rily

itncreasing losses and 1lliquidity,

riai ventures.

The Gambia.

zial =
b e

with 1ncreasing debts to aother PEs and to Government.

In 1977, the Government established the National I[nvestment Board
(NIB) to act as 1ts regulatory agency for the PE sector and to

In the context o

the Economic Recovery Program, 1ts functions were expanded to inc
activities related to privatization of public enterprises and tne
provision of ‘one-stop! service to i1nvestors.
member of the boards of all enterprises in which the government na=s a
stake. For administration purposes, the NIB is

The NIB 1s a futll

under the Oftice

+
luge

B




Tme 0TS s commiteed T 1mOrsviag Tme 2felcisncs af r-o cda-35%a%3is
3tiiil remarming unger 1ts cCarm--ol., “@r+2rmanc2 IOMT-AcCTS ara o

etfect for GPMB, SUC., and GPA. These contrac s clari+y
enterprise/Government responsibilities and provide 1ncentives for
Lmproved jperfaormance. Performance contracts wiil be drafted for an
additional three parastatals in the FY 1989-90 (GPTC, Gamtel, and
SSHFC) . No subsidies will be provided to any parastatal this <iscal
veéar and parastatals will no longer pe required to sat uneconomical
Drices Or pursue non-commerclal objectives,

fhe orivatization activities accompiismed ro date are summarized Ln
tne table below. As can be seen the G376 rmas already divested a
number of enterprises, has several currently wo far sale., and has
stated plans to privatize others, 1nciuding GFMB and GCODB.
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Non-Financial PEs

l. Gambia Utilities Corporation
(6UCr, 1972,

2. Gasbia Port Authority (GPA)
1972

3. Gasbia Produce Marketing
Board (GPMB), 1973.

4, National Trading Corporation
(NTC) 1974

5, Gasbia Public Transport Corp.
(6PTCH, 1974

6. Livestock Marketing Board
{LMB), 1978

Governaent

Ownership

Major Activities

100

100

100

100

100

100

-2 -

- Utility for water,
electricity and sewerage.
Operating under perfromance
contract with GOTG,

- cargo handling
operations, dockyard, and
terry services. Operating
under perforaance contract
with 60T6.

- sonopoly for marketing/export
of groundnut products; also
isports/distributes rice,
fertilizer and fars inputs;
includes wholly-owned subsidiary
basbia River Transportation
(GRT) tor river transportation
of fars 1nputs and groundnuts.
Operating under perforeance
contract with 60TG. Has or

had holdings in a nusber of
enterprises including 6CDB,

0ld Atlantic Hotel, citro-
products, NTC, rice #ills and
cotton ginnery.

- wholesale and retail

of selected cossodities in
short supply (e.g, cesent,
pharsaceuticals, building
aaterials); jointly owned

by 60T6 (421), GPMB (241),

6CU (102}, SSHFC (151},

and private shareholders (91).

- public bus service;

also includes tour

operation subsidiary

(Gantours, formally Wing Afric),
To be operated under a
perforaance contract with

60TE starting in January 1989.

- dosestic and export
adrketing of livestock
products.

Privatization
Activities

Cooking qas retailing
privatized 1n 1987 by placesent
with ane fira but other firas
have entered 1nto coapetition
with it,

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

Subsidiary marketing cospany,
GPNC, based in London will be
closed down on 30 Noveaber

1989, Real estate holdings

and construction departeent
have been privatized through
private placesent. Rice e1ils
and cotton ginnery to be
privatized beginning Deceaber
1989. Holdings in Citroproducts,
GCDB, and NTC will be sald by
March 1990. Divestaent of
decorticating plant and o1l mll
is planned for 393-94,

Public offering of shares owned

by the GOT6 since July 1988 but
only 91 of shares already sold.
The of fering price is being reeva-
luated with a view to saking

thes agre saleable.

Gastours, a subsidiary of GPTC, was
privatized through a sanagesent
buyout.

Study to be undertaken by
end of 1989 to deteraine
if it should be privatized.



Non-Financial PEs

Wholly-Owned

7. 0ld Atlantic Hotel, 1950

Bl

10

It

12

13

4

13

Citropraducts, 1983

Gastel, 1984

Kotu Workshop, 1986

Brikama, 1987, and Pakalinding
Ice Plants, 1989

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.

Kanifing Brick Plant
1970

Abuko Feedaill and Hatchery
1980

Atlantic Hotel
1979

Nyaebai Sawsill

- Hotel, was asset of GPMB,

- domestic and international
To be
operated under a performance
contract with 60TG6 starting in
April 1990, jointly owned by

- Coldstore - Ice making to

- Integrated Fisheries Company

bovernsent
Qwnersnip Major Activities
100
recently used for housing
Senegalese soldiers,
100 - owned by four PEs:
GNIC (16%), SSHFC (1321,
GPMB (261), GCDB (45%)
100
telecomsunications,
6076 (90%) and GNIC (101).
100 = Vehicle Repair
100
support artisanal fishing
100
100 - fled brick saking
100 - Chickenfeed and Hatchery
100 = Wholly-owned; sanaged
under contract by
Copthorne Hotels Ltd.
100 = Sawn tisber, logs.
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Privatization
Activities

Privatized through private
placesent,

GPMB's share to be sold

by March 1990 and other PE's
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 gurchase,
in 1989,

Privatized through sale to
private firs with sose assets
being sold to other private
investors.

Privatized through sale
to a private firm, 1990,

Feednill sold to one qroup
and hatchery to another, 1990,

Leased to International
Hotel Chain 1987

Privatized through sale to
a private fira.



Major Activities

Governaent
Non-Financial PEs Ownership
Partly-Owned
t. CFAD, 1910 10
2. Gambia Airways! 60
{1964)
3. African Hotels 33
{Sunwingl, 1970
4. Seaqu!l Coldstores, 1973 49
5. Banjul Breweries 9
1977
4, Senegambia Beach Hotel 40
981
7. Koabo Beach Hotel, 1982 20
8. Gaatan, 1964 40

Note: Gaapia Air Shuttle is a privately held company which leases one plane and provides air transport services to Dakar, Las
[t should not be confused with Gaabia Airways.

Palaas, Bamako, and Bissau.

-26-

= Supermarket, French Chain

- airline ticketing, ground
handling; jointly owned with
British Caledonia Arrways (40%)
now British Airways (BA),

- was jointly owned by the
Governsent (331), Cosmoswealth
Developsent Corp. (25%1) and
Vingresor (421},

- fish processing, freezing and
storage; Jointly aowned with
Mankoadze Fisheries {(Ghana)

- production of beer and soft
drinks for domestic/export
sales; jeintly owned by two
Gersan firas (491), the
CORRANMRAILN dvelopeent
Corporation {(10%), the

Gersan Jevelopsent Cospany
{12%) and the Gambia
Governsent (91),

- jointly owned by Governesnt
(60%) and Selaer Sande a
Norwegian fira (401 each).

- jointly owned by the
Governaent (20%), Gaambian
investors (30%), Swedish
investors (33%), and Novotel
(.,

- processing of hides and skins
for export; jointly owned by a
PE (Livestock Marketing

Board: 40%) and a Belgian

fira, (ICV 601},

Privatization
Activities

Privatized through sale
ot shares to public
1n 1987,

All shares, sold including
COC to vingressor,
a private firae, 1990,

ODivestaent negotiations
ongoing for an eaployee buyout

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

Selaer Sande will take over a
controlling interest (331} and
GOT6 (45%) in 1990.

Financial restructuring
is taking place, When
coapleted a decision will
be aade on privatization,



Non-Financial PEs

Partly-Ouned

9.

Scangasbia, 1986

Governaent

Ownership

Major Activities
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- Shrimp faraing, jointly owned
by the Gov't {9%), Gambian
Investors (24%), S5.6. Holdings,
a Norwegian fire (52%) and
others (151),

Privatization
Activities

Governaent s share in cospany
15 decreasing because of
coampany's sale of sore stock
to Gasbian investors., GOTG
intends to divest its shares,



Governaent Privatization
Financial PEs Qwnersnip Major “coivities rctivities

Wholly-Owned

1. Gambia Commercial and 100 - Comsercial banking, To be privatizeg after
Development Bank {GCOB) £CDb snares are neld by restructuring of conaercial
1972 the Government (3011, ang deveiopaent banking

GPMB iZs%i and GCU (2271, functions,

2. Gambia National Insurance 100 - Prcvices life, sotor, fire To be privatized by Dec. 1969;

Corp. (GNIC), 1979 and gereral 1nsurance; enabling act repealed in

Octooer 1969,

3. Social Security Housing 100 - Adein:sters the pension fund
and Finance Corp. (SSHFC) for PEs and a pension fund for
1981 private companies; also finances

and sasinisters low-income
housing, To be operated under

a perforsance contract with GOTG
starting 1n December 1989,

4, Agricultural Uevelopment 100 - Speciaiized credit for Ceased operation. Under
Bank, 1981 agricuiture liquiditation by Central Bank.
S. Postal Savings Bank 100 - Smai] savers prograe

Partly-Owned
I, Standard Charter Bank 15 - Cossercial Banking, British Privatized through sale of shares

1906 te public in 1988. Shares initially
offered in 987,

.28.



The GUTG has encounterea some probleme 1N privatiz:i~Z +1irme.,
Originally 1t was planned to otfer snares 1n the cormianles tor zale
to the public. In some casecs, 1Nvestors were2 Not t2-7Zhooming and a
number of possible reasons for a lack of i1nterest ha.e been ottered.
The reasons include: (1) too high a valuation on trne shares; (I lack
of knowledge 1n manmaging such an enterorise: (3) an irability tc
ensure managerial control ot the enterprise: and (4. a lack of
tinancing. A number of 1nteresting solutions have zZzen found
1Inciuding a management buyout, direct placement witr 1nvestors and a
pDOssible emupioyee buyout. Based on the proaress tc zZate. UAR/Ban)ul

does not doubt the GOTG s stated intention to conti~ue with 1ts
privatization program and to 1ncrease the degree o+ compet:ition :in
mar kets, some of which are at present virtuailvy morzoolized (e.c.
commerclal banks).

1II. THE FINANCLIAL SECTOR

The Gambia’'s financial sector 1s relatively undeveicoed (for
background, see Annex D). The number of ocutlets for savings 1s
restricted and financial i1nstitutions have not beer eftfective 1~
mobilizing and 1ntermediating credit. Altbough a re2twork of 1n<ormal
credit ex1sts 1n rural areas. the cost of t+inancing agricul tural
1NPULs ana crop purchase is high and 1ts availability 1s limitec. At
the start of the ERP, public sector +inancial 1nstitutions were all
1n grave difficulties. Their problems arose 1n part from adverse
external circumstances but were mainly due to mismaragement,
political interference, and conflicts of interest. In additior the
Central Bank nad serious oroblems. It had a large volume of
non-performing claims on GCDB and GPMB. Because the debtors were
gqovernment agencies, these Central Bank assets were claims on tre
Government. Lending to GLU. througn using GCDB as an 1ntermediary,
and GFMB were 1n effect 1nadvertent open market operations whicn
generated bank reserves. Finally tne Central Bank <cuifrerea from
serious management weaknesses, as a result of whicn 1t was unatie to
deal effectively with the problems that were prolirer-ating throuagahout
the financial system.

A. MONETARY FOLICY

Befc- e indeperdence i1n 1965, The Gambia was a member of the Wes
African Currency Board (WACB). This Board was estanlished in |
serve the five British colonies of Nigeria., Gold Coast «(Ghana,
Sierra Leone, Cameroon. and The Gambia. [ts function was to prcvide
a formal mechanism for exchanging sterling for West African pounds.

[ts assets were backed 100 percent by steriing., 1t nad no regulatory
powers, and 1t was not authorized to provide t+inance to i1ts various

member governments.

17 to

Since Nigeria withdrew from the WACB in 1957, Ghana 1n 1959, Cameroon
in 1962, and Sierra Leone i1n 19483, the WACB was dissolved. The
Gambia i1n June 1964 established the Gambia Currency Board (GCB.. The
money supply was tied strictly to the balance of pavments (thrcugh
the levei of external reserves) and both the government and the
private sector had limited access to credit from tne monetary



authnority. Monetary stability, stable p-ices. ang a sound sirarcial
struc ture were the Board = pDrimary objectives. From 1564 to 1571,
annual real GDP grew by 5.4 percent and prices 1ncreased annuaiiy by
an average of 1.9 percent.

In 1971 The Gambia establisned i1ts Centrai Bank. The princips!
reason was to promote economlic develnpment through a +levible

approach to the availlability ot mcney anc credit. Aloo 10 1571 the
dalas1 was introduced and the use of rhe Sambian pounc was
discontinued. Initially the GOTG 5 started goals were monetars
stability and fiscal discipline, but thnese goals soon came 1n
cchnflict with the goal of promoting econcmic development. Frem 1971

to 1975 annual real GDP grcowth 1ncreased to 9.2 percent but snrual
tnflation also picked up to 6.7 percent.

Apparently the GOTG was not satistied with the rate ot economic
growth and thought a more interventionist approach was called for.
Gambia © first five-year development pian began 1n 1975 and was
tollowed bv a second five-year plan 1n 1381. These two plans
oravided for an ambitious program ot new projects and 1nstitutions
and expanded activities of existing institutions. Most parastatals
were wostablished during this perica. Monetary polilicy was directed at
provicing whatever finance was requlred for acnieving the plans
objectives and at providing cheap credit to try to achieve 1ncoms
distribution objectives. Domestic credlt 1ncreased at an average
annual rate of S0 percent from 1975 through 1983 The outcome was a
deterioration in the balance of sayments, high and rising inflation,
increased indebtedness to external creditcrs. devaluation of the
dalasi., and ultimately a retrenchment ot the development effort.
From 19795 to 1985. annual real GDP growth fell to 2.2 percent and
annual Inflation accelerated to 12.! percent.

ln June 1985. tne GOTG desianed the ERP, The macroeconomic results
were summarized in the previous section ot this PAAD, T spec:!tilc
policy reforms having the greatest impact on the +inanc:al sector
were: t1) the floating o+ the foreian exchange rate through the
introduction o+ an 1nterbank market {for -<oreign exchanqe: (£ the
elimination of controls on 1nterest rates: (3) the enforcement ot
overall credit ceilings for the banking system as a whole, and (4)
the establishment and maintemnance of fiscal discipline.

B. THE INTERBANK MARKET FOR FOREIGN EXCHANGE

There are three commercial banks iicensead to operate in Tne Gamblia
and they participate in the i1nterbank market for foreign exchange
which became operational January 20, 19866, The CBG conducts the
interbank trading session every Friday. At these sess:i10ns the three
commercial banks and the CBG have a formal opportunity t£o buv and
sell foreign exchange among themselves. Banks are required to of fer
their foreian 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 1is



esti1matec by one zanker that on.v acout +five percent ot ai. -
exchange transactlions are handlea at the +Oormal sessions. o

the pound sterling has tragiticnally pesn the Currency the da
linked to. 1t is used to express the fixing rate, which 15 the
reference point for all offici1al valuations t1.e. custems duty
assessment) until the next Lrading session. The Dalasi 1s *1ved tor
administrative purposes to thne pound sterling +or the en=sulnNg week
but the rate sti1ll fluctuatez ©n a dallv basis bath at “ne Zanrks and
tor actual govermrment transzaciions., The rate ot exchanae 1<%
negotiable for each commercia. tramsaction, 1.e.. 1t 13 =et Dy market
torces. The value of the Daiasi1 1n terms of currencies otner than
the pound sterling 1s based on cross rates 1n the Lonaon irmterpantk
market. but takes note o+ the special features o+ the locs! tracing
circumstances prevalling at <tne time.
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At present 1n The Gambia a crivate party can acqguire foreign eschange
wlith dalasis: (1) through a commercial bank: (11) on a seccndary
(1.e. parallel) market which operates i1n most instances az a
convenilience market: or (ii1i1) by purchasing foreign currency rrom
traderse assoclated with the re-export market. The parallel market
now appears to operate primarilily as a convenience market. given that
(1) there are comparatively +tew bank offices: (11) most rLamk otrices
are not open during the entire business day nor over weeka2nds: and
(111) tie tourist hoteles tend to pav somewhat less than trne going
interbank rate. The excnange control act prohibiting the narailel
market 1s not enforced by administrative order, However. 2n+orcement
of the act can be restored at the discretion of the Central Bank.

Ihe i1nterbank market operates ~reely but 1n a very rircumscribed
environment., Fiscal and monetary policies have a major 1rn<luence on
the market. Other important legal and regulatorv influences on the
market are that the commercial canks must sell 1n the 1nterpanw
market end-week torelgn exchange bdalances 1n excess ot ezTablisred
working balance limits, and that foreign currency exporrt =arnings of
state agencies must be repatriated ang sold in the mart=' (small
foreign exchange working balances mav pe held abroaa ov oniv two
parastatals, GPMB and Gamtei).

The flexi1bhie exunange rate system has had a major impact on economlic
per tormance and has contributed to economic efficiency 1n ali sectors
by reducing 1mbalances between the demand for and supplvy of toreign
exchange. and providing a clear measure of 1ts real scarcitv value as
a guide to appropriate pricing deci1sions. Increased costs due to a
depreciation of the dalasi are being passed on to consumers 1n the
form of increased prices for gasoline, public utility rates. and bus
transport fares. Events which would, bhetherto. have adversely
affected the availability ot foreign exchange will now affect 1its
price. The differential between the iInterbanmk and parallei market

rates remains insignificant. During the year ending in March 1989, a
total of D804.7 million of foreign exchange was traded 1n the
interbank market. The previous year DS17.3 million was tragded and in

the first year of the 1nterbank market only D287 million was traded.
The Central Bank was a net buyer over time. It increased 1ts
holdings ot foreign exchange by D50 million last vear compared with
an i1ncrease of D119 million 1n the previous year.



C. TREASURY BiiLlL MARFET

Prior to the ERP. i1nterest rates were administratively determined by
the Central Bank. In 1984, for example., the savings rate was B
percent., time deposit rates ranged from 7.5 -~ 14 percent, lend1ing
rates in agriculture were 9-10 percent and in trade 15-18 percent.

In September 198%. i1nterest rates were raised by an average of 7
perca2ntage points. and cellings on commercial bank deposit and
lerz1ng rates were abolisked. In Juiy 1986, a tender =vstem was
introduced +or treasury D1lls ana since that date manwv 1nterest rates
are tieod to fluctuations in the treasury bill rate.

On 4 biweekly basis, Q0 davy treasury bills are coffered to the
putiic. The minimum purchase was originally D100,000 but 1t was
recently reduced to DS.000 1n order to encourage qreater
parrticipation by small i1nvestors. In June 1989, D130 million 1n
treszsury bills were outstanding. with commercial banks holding about
7y percent of them. The Central Bank sets the bank rate at two
percentage polnts below the treasury bill rate., the rediscount rate
at one percentage point above 1t, and the minimum rate on savings
desusi1ts and three-month time deposits at three percentage po1Nts
beiow 1t. Banks are +ree to set their t+inal lending rates to clients
and the level of their commissions.

In ract the GOTG does not need the funds raised by the issuance of
treasury bills. The funds so raised are used to reduce the
Governi-ent s dependence on borrowings from the Central Bank. As a
result. the 1nterest costs associated with the treasury billes have
placed an increased burden on the budget. There are three reasons,
however . why 1t makes sense for the GOTG to borrow 1in this manner.
First. a bank s purchase ot a treasury bill 1s outside ot the bank ¢
creait cel1ling. Without the alternative of buying treasury bills.
barrs woiild have no incentive to accept savings or time deposits 1n
excece Ot what thelr credit ceiling allows them to lend out. Second.
the avallability ot treasury billls as an option for 1nvestors helps
to stem capirtal flight. The virtual absence of exchange controls
mares 1t falrly easy tor an individual or institution to invest
abroad 1f they so desire. [hird, the issuance of treasury bills,
recsulting in a reduction of GOTG borrowings trom the Central Bank,
mops up excess liquidity 1n the banking svstem and prevents excess
money creation. Borrowing through the issuance of tr2asury tills has
the advantage of not 1ncreasing bank reserves and, consequently, less
monetary 1mpact.

Some observers consider interest rates to be too high in The Gampia.
However. the rates reflect the availability of credit and the demana

for it. hence its scarcity value. Since investors have the option cof
investing abroad. domestic rates must reflect those abroad plus a
premium for exchange risk. Given the historical ties to the U.k.,

the London market. where short—term interest rates are 1S5 percent,
the primary alternative market that investors turn to. Viewed from
that perspective, a treasury bill rate in The Gambia of 17.95 percent



15 not out of ji1ne with world markets. The ni1ah rate, by encouraging
investors te save. sodaks up ligquidity and 4Cts dc 4 restrdalnt o
spending. This nelps to curb 1mports and, conseguently., underpins
the floating excnange rate system. The rate can only be reduced by
reducing government expenditures., 1Ncreasing government revenue,
Increasing private savings, Or a reductlion in parastatail 1nvestment,
Folic:ies relating to these measures are part of the Policy Framewort
Paper (FPFF) worked out between the G075, the World Bank. and the

IME . ine “FF was described =ariier 1n this FAAD.



U, FINANCIAL SECTOR CRITERIA FOR ASSESSING THE NEED AND
PROSPECTS FOR FINANCIAL SECTOR REFORM

I~ a previous sectlon of this PAAD. 3 review of The Gambia’'s
macroeconomic per formance was presented as 1t related to criteria for
assessing the need and prospects tor financ:al sector reform. This
certion reviews the criteria relating to tne tinancial sector 1tself.

E-vent of Fublic Sector Qwnerstup c? the Financial Sector

There are fuur government owned f1inanclal institutions in The Gampia
(GLDB. GNIC, SSHFC and Postal Savirgs Bankl, one quasi-government
managed 1nstitution (GCU), and one wnich 1s being liquidated
wgriculturatl Development Bank). All are described elsewhere 1n this
PaAb,

Fublic Sector Share of Domestic Crecit

foth the Central Bank and commercial banks exteng credit to the
goevernment. narastatals., and the ovrivate sector, The Central Bank
intends to wilthdraw from providing credit to parastatals and tne
urivate sector. except for the prowvision ot credit to finance the
GPMB s groundnut seasonal purchase. As can be seen 1n the table
below, the Cemtral Bank readuced its overall provision ot credit bv ou
percent since the beginning of 1985. Tne Government 1n particular
hae paid off almost all of 1ts debt to the Central Bank and public
entities have reduced their debt bv 28 percent. The GOTG nas 1 ract
a net creditor position with the Certral Bank since its deposits
nutwelgh 1ts porrowings by D 224 m:lion.

Commercial banmks. on the other hand. have increasea their overall
extension of credit by 40 percent. In particular tney increased
their holaings of government securitles, primarily treasury 0ilis. oV
210 percent. This 1s in response to the credit ceilings mmposea on
parks and the fact that bank 1nvestments In treasury bille are
outside ot their credit ceilings. Over the time period shown.
commercial banks 1ncreased thelr credit to the private sector by 3v
percent and to public entities by only 22 percent. Since the start
cf the ERP. the overall composition of credit 1n the economy has
chifter awav +-om the Govermnment and parastatals and towards the
private sector. In March 1963, the private sector accounted for I
percent o+ total credit extended by the Uentral Bank and commercial
panks combined. and in June 1989 accounted for 47 percent.
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1985 Mar
June
Sept
Dec
1986 Mar
June
Sept
Dec
1987 Nar
June
Sept
Dec
1988 Mar
June
Sept
Dec
1989 Mar

June

Central Bank Claims on

Cosaercial Banks Loans and [nvestaents

(In thousands of Dalasis!

Public  Private Public Private

fovernsent Entities Sector Total Gov't Securities Entities Sector Tatal
87,752 120,79¢ 1,512 210,058 36,460 47,109 146,363 229,934
85,333 110,483 1,546 197,382 36,260 53,499 145,126 234,885
126,253 111,900 1,395 239,748 36,260 31,297 150,010 37,567
136,688 113,400 1,567 251,639 37,260 31,542 199,212 288,014
116,168 157,651 1,582 275,421 37,260 66,336 166,587 270,403
99,149 136,888 1,597 237,684 39,130 64,826 181,916 285,872
131,640 93,082 1,639 228,381 39,130 61,241 186,396 286,767
24,226 109,003 1,683 134,912 37,410 95,768 192,331 345,529
96,108 174,483 1,736 266,327 69,246 39,698 167,302 296,246
114,162 179,99 2,071 296,229 56,330 37,909 172,135 268,414
96,504 102,485 2,527 203,514 60,400 35,336 180,311 276,047
86,280 46,0856 2,639 137,775 11,780 48,422 184,133 304,335
93,275 98,113 2,676 194,064 84,630 61,802 186,405 332,857
44,989 35,935 2,751 103,693 100,125 45,490 189,068 335,483
31,360 44,282 2,762 80,424 87,000 48,300 197,250 332,550
35,4607 43,730 2,976 90,304 83,055 61,096 208,521 332,632
34,290 73,508 4,325 112,131 114,300 55,066 221,763 391,329
3,433 15,144 5,540 84,177 113,310 57,402 218,998 389,710
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~1nce the start ot the ERP, rea. wnterest rates 10 ime vamola have
been positive, The Govermment 1S not imtervening in order te elther
raice or lower interest rates. come well pstabilshed +tirms Horrow
culside o+ The Gambia where Interest rates are lower but tney carry
tne exchange risk. Investors hawve the alternative ot placing thewr
tunds atiroad. When they do sco. =nevy alsn carry an exchange rate
risk. lhe structure of nominal :Nterest rates in Ihe LGambila 1% snown
in the table which tollows. Thev <nould Le comcared with t=o current
inflation rate of 8 percent and tne Orojectad gecline to .5 over the
coming vear. Mate tnat the low (nan rates ot S percent refer to old
term loans that were made when interest rates were much lower 1in The
HDambig. Current i1oan rates are at the upper l:mit shown.
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Cossercial Banks

Lending Rates
Agriculture
Hanufacturing
Building
Trading
Tourisa
Other

Deposit Rates
Short-Tera De-
posit Account
Savings Bank A/C

Tise Deposits
Three Months
Six months
Nine months
Twelve Months

Structure of Interest Rates, 1984 - 1989

(in percent per annua, at end of period)

1984

9-10
I1-16
9-18
15-18
=19
1t-19

6-12.0
7-10-3

7.5-10.35
9-12.5
10-13
13.5-14.5

Post Oifice Savings Bank

Savings Deposits

Governaent
Treasury Bills
Central Bank

Discount Rate on
Cossercial Paper
Crop advances
Non-Seasonal
Advances
Discount Rate on

Treasury Bills
GPAB

1985

10-27
13-30

9-27
18-27
15-27
15-27

6.12
1S

-

15-13.5

15-16

13-16.5
17

15

16
13

16
13
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1986

10-24
11-30
9-27
18-30
25-21
9

12-13
18

18
18-19

18-19.35

19

15

19

20
17

20
17

1987

9-22
1t-28
11-28

9-28

9-29

9-29

12-13
15

15
15-13.5

16
16-17

15

20

21
18

18

21
18

198

9-22
11-28.35
11-28.35

9-28.5

9-29

-9

9.3-10.3
12.5-135

12,515
12,5-13.5
13.5-14.5
13.5-19

12.5-15

18
15

15

18
15

1989

9-22
11-26
9-26
9-26.3
9-29
9-29

905‘!0.5
12,3

12.5

12.5-13.5
13,5-15.5
13.5-15.5

12.5-135

17

15
15

15
15



Iindividual Bank Credit Cejlings

ithe overall cregi1t cei1ling for the banking system 1s set 1n
consultation with the [MF as part of the ceirling on domestic credit
expansion. Individual bank credit cei1lings are set administratively
by the Central Bank,

Sectoral Credit Control

There are no sectoral (e.g.. agriculture, trade, or i1ndustry) credit
controls 1mpased on commercial banks 1n The Gambia at the present
time. Within the overall credit ceiling. however, there are separate
cei1lings for the Government, parastatals., and the private sector. As
was seen 1n a previous section, the ceilings have not prevented the
private sector from increasing its share of overall credit.

Quality 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 1ts problems were due to
mismanagement but many arose from responding to pressure to extend
loans for social and political purposes rather than commercially
justitiliable 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. Fart
of the reason had to do with the GCDB responding to political pressure
which resuited in problem loans. Another part, however, 1s due 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).
Cornisequently. the Central Bank 1s not independent of the Government.
However, there 1s a debate among monetary experts on whether the
Central Bank should be independent. One view 1s that 1t is better to
have an elected government control both fiscal and monetary policy so
that i1f improper discipline 1s exercised, voters will have a clear
view as to where the fault lies. The opposing view 1s that the
monetary authorities should be completely independent of political
1ntluence.

lools of Monetary Policy: These were discussed 1in the section above
discussing credit controls.

Progress on Financiw This will be discussed in the
next section of the AD. S




E. PROBLEMS. SOLUTIONS., AND REMAINING CONSTRAINTS

FPolicy discussions regarding financial sector retorms usuallv focus
attention on the need for economic stability as a necessary component

of an overall program. In The Gambia, the ERP 1s more than tour years
old and mar1or reforms have already been accomplished affectinag
macroeconnmic and f1nancial sector conditions. As dizcussed earlier
1in tnis PAAL, The Gambia has established a fluctuating foreian

evchanaoe rato svstem, 1nstituted fi1sca! and monetary Jdlscipilne, freea
1nterest rates from administrative controls, eliminateg price
controls. and begun a process of privetizing parastatals. What
follows wi1ll be a review of other problems affectinag the performance
of financial 1Institutions. solutions 1nstituted to correct the
problems. and remalining constraints some of which will be targeted bv
the FSR program.

Gambia Produce Marketing Board: Although GPMB 1s not a fimancial
tnstitution, 1ts role 1n the groundnut sector has an important i1mpact
on commercial banks, The company 1s a state owned enterprise and has
monopoly rights to tne leqal export of groundnuts and groundnut oil.
[n moust seasoms a significant portion of The Gamblia' s groundnut
harvest 15 sold in Senegal where the prices available to farmers are
usually higher than GPMB s. [In past vears. GPMB set the producer
price that GBGCU and licensed traders were required to pay to tarmers
and then paid a fixed allowance per MT to GCU and licensed traders to
cover their costs of collecting groundnuts and a variable allowance
per MT and kilometer for transport costs. Formerly., GCU received a
nigher allowance than licensed private traders but that practice was
stopped 1n conjunction with meeting a condition of UAR/Banjul s

REPRP ., In the past. only licenced traders and the Gambia Cooperative
Union (GCU) had the right to buv groundnuts from farmers and sell them




to GFPMB. Traders angd GCU complained that the allowance paid to them
was never enough to cover thelr costs and leave a profit., Most
licensed traders left the business.

In a major reform for the 198%9/90 season, GPMB will no longer set the
producer price and pay allowances to GCU and traders. [Instead it willi
set the same depot price +for the entire season at 1ts ten collection

points spread across the country. Anyone, i1ncluding tarmers, are now
allowed to sell grounanuts to the depot. The only requirement 1s
that at least 5 MT must rce 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 1s that
more competition i1in buving farmers output will increase efticiencies
ot groundnut collection and result i1n higher tarm gate prices. In
addition the GOTG nas eliminated the export tax on groundnuts and this
benetit should be passed on to producers in the form of a higher
price. GPMB 1s required to improve its efficiency as well, under 1its
Pertormance Contracc, anog this benefit 1s also expected to be passed
on to farmers i1n the form ot a higher producer price. Finally, the
GOTG 1s committed to privatizing GPMB and ending 1ts monopoly within
the next few vyears,

GPMB s impact on the fimancial sector 1s related to 1ts borrowings for
financing groundnut purchases. Because of this huge credit demand.
GPMP borrows directly from the Central Bank. For the 1989/90 season,
GPMB has a D73 million line of credit at anm interest rate of 15
percent. Recently the GOTG paid of+f D55.5 million of GPMB' s debt to
the Central Bank i1ncurred 1n previous years. GPMB was unable to pay
the debt itself because of bad debt and operating losses. Part of the
reason for 1ts losses is that in the 1986 and 1987 groundnut seasons
the GOTG, at IMF insistence, required GPMB to pay high producer prices
to farmers, 1n some cases above world market prices. This., coupled
with 1nefficiencies and bad debts (GCU)., resulted i1n losses. For the
1989/,90 season, GPMB will receive no subsidies from the Government.
The fi1rm 1s expected to operate on a commercial basis. T he
elimination o+ DS5.9 miliion i1in debt will help lower GFPFME s cost of
operations since this will reduce its interest payments. GPMB's
adherence to 1ts Performance Contract with Government should result In
efficiency 1mprovements. GPMB is required to sell off 1ts subsidiary
firms and unnecessary assets. This will inmcrease 1its tinancial
resources and allow management to concentrate on its major activity,
the processing and sale of groundnuts.



Gambia Cooperative Union The GCU plays a major role 1n extending
credit to farmers for purchasing fertilizers, seeds. and tarm
implements. The co-op 1s supposed to be an independent organization
with 1te leadership, 1n the form of a Management Committee., elected bv

1ts members. However, in the late 1960s and early 1970s, the
misapproprlation of co-op ftunds led to several Commissions of

Inguairy. As a result, the Minister of Agriculture appointed a new
~tapagement Committee 1n 1974. It does not appear that anv legislative
—hanges were made to qQive the Minister of Agriculture this power. The
Committee was supposed to be a short—-term arrangement but 1t lasted
until November 1989. The impact was that regional cooperative

societies (PSMUs) were not in control of their own affairs, as the
Government—-appointed Management Committee hired and fired the managers

of tne regional societies. In mid November 1989, an election was heid
and members selected their own Management Committee. There were no
cnanges. Delegates in attendance at the meeting returned the

Sovernment appointed committee to their respective posts.

The majlor source of credit for GCU has been the GCDB but the Co-op has
aiso obtained credit from GPMB. Unfortunately, when the GCU loaned
the funds, they were often not repaid. 0One reason for this poor
debtor morality has been political interference. In 1984, for
example, some primary societles repaid only one percent of the loans
2xtended to them. GCU policy was that in the ensuing year. those
sovieties would not be eligible to receive new loans. However, GCU
was put under considerable pressure by Government to continue lending
regardless ot past performance. In addition, the GOTG has often
written ot+f GCU debt for non-paying members. Members who had repaid
their loans soon learned that it was not advantageous to pay off their
gebt because to do so would eliminate the possibility of the GOTG

payinq 1t off for them. In 1989 the GOTG again came to the rescue of
3CU and. thereby. the rescue of GPMB and GCDB. bv paving off D33
million of GCU s indebtedness to those two organizaticns, This 1s

expected to be the last pai1l-out of GCU by Government.

The GCU has undergone a significant reorganization since 1YBB. There
has been a cut back in staff by two-thirds, the i1mposition ot controls
in the usage of vehicles and the issuance of gasoline, a sale of
assets to raise liquidity, and a revision 1n i1ts 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 Il. has
peen 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 1t received only D4 million 1n
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 ot an impact from GCU's operations on the
financial svstem. GCU will have to rely on its own funds, raised from
the sale of assets, from possible borrowings from GPMB, and trom its
borrowing from ADP [I to meet the credit needs of 1ts members and for



purchasing groundnuts for resale to GPMB. A minor 13z3ue 15 the
interest rate charged by GCU to members tor the purcrase of
agricultural i1nputs. [nterest rates 1n The Gambia are supposed to be
market determined. However, under the ADP [[ project, GCU 1is able to
borrow funds at zero i1nterest. [In relending them., 1t received
permission from the Central Bank to charge societies a rate equivalent
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 barmr’'s lending rate
on loans which is around 25 percent. This gives the 5CU a competitive
advantage over grounonut traders who must pay market rates on theair
loans.  GBCU can use its capability to lend at low rates to pressure
farmers to sell their output to GCU. This problem 1s being discussed
currently with the GCTG because 1t relates to OAR/Banjul 's AEPRP for
I'he Lambia.

Gambia Commercial and Development Bank: In 1972 the GOTG established
the GCDB with the principal objective of promoting economic
development. From the start the GCDB relied heavilvy on borrowings
from the Central Bank to finance its loan portfclio. Before 198c such
borrowings exceeded the total of all its deposits but they have since
been reduced to 13 percent of the total. The companv S by—laws permit
it to engage in deveiopment and normal commercial banmking operations
but 1n addition allow 1t to acquire equity positions. Currently GCDB
shows Oon its balance sheet equity investments worth D1.3 million.
(Interestinagly, the Finmancial Institutions Act of 1974 states that
commercial banks are not allowed to acquire ownership interests.)

GCDE 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
underdeveloped the financial system is in The Gambia. For example,
al though GCDB accounts for 80 percent of total time uespocits. there
are only Z7Q such accounts on the books of GCDB. The lowest value of
any one account iIs greater than DZ.500. There are Lo accounts with a
minimum value of DSC0,000 each and. in the aggregate. these account
for 80 percent of GCDB' s total time deposits. The total number of
savings accounts at GCDB i3 only 12,777 and the numbter of demand
deposit accounts is &.912.

GCDB's major customers include the parastatals and. until recently. 1t
was the major source of funds for GCU. A World Bank financed
diagnostic study of the bank 1in 1988 outlined a number of deficiencies
1n lending practices: too much lending to a few borrowers; 100 percent
fimancing (no equity requirement on part of borrowers); 1inadequate
loan appraisal procedures, monitoring, and collection efforts; and
interest rates too low and not compounded. As a result the top
management of the bank was replaced and retorms were instituted. [ts
current policy is not to lend more than one percent of 1ts assets to
any one customer and it will not borrow new funds from the Central
Bank for lending.* The bank is currently profitable, its problem

¥0n June 30, 1986, GCDB's borrowings from the Central Bank were D74.4
million, on June 30, 1988 D33.9 million and on Dec. 3l, 1989 D!8.9
million.



loans wi1th GCU have been palc =2++ bv the GOTG, amnd 1t can resist
political prescsure to make loans to particular i1nstitutions,
individuals, or groups. Howe.er, due to past mismanagement, the
equity base of the bank i1is nejative and 1t 1s deficient 1n meeting
some statutory requirements. There are still D99 million 1n problem
loans outstanding but GCDB ar<icipates collecting all but D40 million
ot these.* Its collections -~ the remaining D39 million have been
rescneduled and debt collect:zon 1s proceedinz as planned.** Tne
bank & reserves for bad debts are 050 million. thus excesdinc 1ts best
estimate of bad debts by D10 ~illion. The GOTG 1s committed under 1te
ESAF arrangement with the IMF to 1nject an additional D20 million 1ntc
the bank s equity before June |990. Upon receipt. GCDB will] ze able
to meet all statutory require~ents except for the requirement that a
bank carmnot lend 1n excess o< Z35 percent of its unimpsired capital to
any one borrower for an unsecured loan. A further equity injection o-

D10 million will still be neeczed. This estimate 1s based on the
assumption that loan recoverv on the D359 million continues as clanned
and that the current conservaztive loan policy is maintained. In this

regard. current managemert i< looking forward to the support erpecteag
from the four long-term techr:cal advisors to be placed at the bank
(three funded by 0OAR/BANJUL under the Economic Policy Reform Support
project). The GCDB balance s~eet as of December 31, 1989, a<fter the
GOTG had paid off GCU's debte of D48 million. 1s shown below.

¥*There was talk of establishing a special loan collection tribunal to
deal exclusively with the sex:ling of all GCDB claims against 1ts
delinquent loan customers. "ne purpose of the tribunal would have
been to speed up the process of debt collection. However., on
investigation 1t was found trat eacn losing defendant would have the
right of appeal 1In a higher court. It 1s 1n the higher cour:t where
the bottleneck 1s 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 1is pursuing 1ts debt cases normally.

*X5CDE has implemented a pla- and schedul for the collection of
nonperforming loans. The coilection Wr‘ end:ng June
30, 1990 15 D7.8 million. As ot December ST, | . .2 million had

been collected. [t is not e-pected that th{ms@e DS? million will
be collected until June 1995.



GCDB Ealance Sheet
as of Dec., 3!, 1989
(in mi1llions of Dalasis)

Assets
Cash and deposits 26.2
Treasury bilils 8.2
Other 7.4
Net Current Assets
Commercial Loans & Advances 147 .8
Less Cumulative Provision (30.3)
Net Loan & Advances 117.5
Development and Term Loans 52.1
Less Cumulative Provision (20.6)
Net Development & Term 31.9
Equity Investments 1.3
Net Portfolio
Net Fixed Assets
Total Assets
Liabilities and Equity
Demand. Savings and Time Deposits 146.8
Other Current Liabilities 17.95
Central Bank 18.9
Current Liabilities
Development Fund 9.0
Central Bank Subordinated Loan 35.0
Medium and Long-term borrowings
Share Capital 13.6
Reserves and Retained Earnings -30.0

Equity
Total Liabilities and Equity

41.8

150.3

a4.0



While GCDB 1s still not fimancially healthy. the bank has mage majcr
changes 1n management practices. Net profits after taxes for the
vear ending June 30, 1988 were D283.000, for June 30, 1988 Dl1.1
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
coverinag 1985-1987., cumulative losses were D47 million. Jlearly the
bank has made major changes 1n management and operating orocedures.
ff tre bant can stav 1ndependent of Government 1n makiny i(ending
decisi10ns, 1t can become viable. Once business contiderce 1n the
bank returns, 1t can become more aggressive 1n competing for the
customers of the other two binks. A healthy financial sector
reaquires the presence of many competing banks. 1¥f GCDB were to
fail. 1t would undermine confidence in the entire finmancial system
and result 1n a virtual monopoly position for SCB. A rehabilitated
GCDB should be an attractive target for takeover. Over the last two
vears. two separate foreign 1nvestors and three ceparate domestic
investors have expressed i1nterest 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, [f all else +a1ls. the NIB has indicated that a public

o+fering of GCDB s shares could be made.

Standard Chartered Bank and BICI

Standard Chartered Bank is a verv profitable bank operating in The
Gambia. In 1987 its after tax profits were 735 percent of its equity
and reserve account and 1n 1988 were 73 percent. The bank 1s very
conservative 1n 1ts credit policies and earns much of i1ts profits
from foreign exchange operations. This is consistent with SCB's
world wide operations. The Economist magazine reported omn August
19, 1989 that one-half of SCB's world wide profits comes from
foreiagn exchange and treasury operations. In The Gambia. SCB s
holdings of treasury bills are about 65 percent of 1ts 1cans and
advances, lts holdings o+ excess reserves are over 40 percent of
1ts total reserves, 1ndicating 1t could loan out more but 1t does
not do so because of credit cei1iings. Management at tne bank
estimates that the minimum size of a loan to be cost effective
should be at least DS0.000.

Qutside of providing subsidies or guaranteeing full repavment of
loans, there is not much that Government in the short 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.



BICI!, a branch of a Senegalese-French tank., 15 3 much emaller bDanv,
It concentrates on financing trade for a few French multi-mnational
firms (e.qg.. CFAD and Maurel & Prom) ana a few other expatriate
owned firms (e.qg. Chellararms). Autonomy 1n Gambian operations 1s
limited as all important credit decisions must be referred to the
head office 1in Dakar. BIC! does not finance trade i1n goods that
might be re-exported to Semegal because of the tear of undercuttina
Senegalese firms. However, BICI does carry out extensive currency
exchange transactions in CFA currency that results from the
re—export trade. The Bank 1s also profitable ard i1its after tax
profits were 40 percent of 1ts egquity and reserve account 1n 19886
and were 24 percent 1n 1987.

There have been instances where firms have made an application to
open a new banx 1n The Gambia but none have followed throuah. One
would expect that SCB's return on capital of 75 percent would be an
attractive i1nducement. However. one must consider that the market
is very small, set up costs are high. and although the relative
return on investment for SCB is veryv hiah, the absolute return (1.0
million) i1s nmot lrresistible.

Central Bank

Credit Controls: At the start of the ERP, banks had large holdings
0f excess reserves. For example, at the end of December 1983,
excess reserves were approximately 39 percent of total reserves.
Banks consequently had the resources to expand credit greatly and,
thereby, the money supply. To prevent inflationary pressures from
developina. the Central Bank, in consultation with the IMF, nad
agreed to set limits on credit creation. An overall credit ceiling
for the system as a whole was the result and each individual bank
was allocated a portion. This system discourages banks from
accepting deposits 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 accumulation
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
historical loan volumes, as 1s the case in The Gambia.X In
addition. credit controls make it difficult for new borrowers. even
1¥ they have viable projects, to obtain loans. Banks have a
preference for dealing with established customers.

¥For example., when the overall credit ceiling is increased bv 1V
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 by reducing another’'s, "N order to stay within the
overall ceiling limit¥€. These administrative changes do occur but
they can result 1n dissension,



A preterred approacn to credit ceilings far controlling tne
dAvallaoility 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 1if
they have excess reserves. One way of accumulating excess reserves
1s to attract deposits. For the svstem as a whole then. the Central
Bank controls the overall availabilitv of reserves and banks caompete
among themselves for those reserves by attracting deposits. The
system 1s more competitive and, consequentlv, more efficient. The
existence of large excess reserves., (even with high reserve
requirements, 24 percent on demand deposits and eignt percent on
savings and time deposits), problem loans. and excessive reliance of
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 resuit.

One of the major objectives of this FSR program will be to move the
Central Bank towards controlling the monetary base. Many o+ the
problems listed at the start of the ERP are still 1n existence but
their magnitude has lessened. For example, in some recent months
2xcess reserves for the whole system have been negative rather than
POs1tive, indicating that ecomomic growth and strict controls of the
monetaryvy base have lessened the problem of excessive reserves. [n
addition. many of the problem loans have been written of+ and GCDB s
borrowings from the Central Bank have been reduced significantly.

To facilitate a move from a svstem 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 ceillings for the
system as a whole will be set as they are currently, that is. 1n
consultation with the International Monetary Fund. In the current
system, if the overall ceiling for a guarter is increased by 1U
percent, each i1ndividual bank’'s credit ceiling is increased by 1o
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 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 reserves by varying the
Size and composition of its asset portfolio.



celling will be allocated among tne panks baseg on thneLwr 30uli17. 0
LNCcrease thelr deposlt base. ror 2xample, 1f during a Juarter ora
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 i1ntermediate step is desirable because 1t will encourage more
zompetition between banks In attracting deposits armrd hecause Lt L3
not yet possible to move to a system based solelvy on control of rtne
monetary base. The major holdup is the i1nadequatelyv funded
financi1al structure of the GCDB. The final step will require the
planned capital injection of D20 million by June 1%9J and a further
D1V million thereafter. [n addition tne commercial banking
component of the GCDB must be separated from the adevelcopment nariing
component., ’

The capital injection of D30 million will permit the GCDB ro pay off
1ts shart-term borrowings from the Central Bank and to meet all
statutory and regulatory requirements. The separation of the GCUB
1Nnto two separate components will permit the GCDB to allocate 1its
commerrial lman portfolio and deposit base to i1ts commercial banking
component and L1ts development and term loan portfolio and long-term

debr to 1ts development banking component. This financial
restructuring will place GCDB's commercial banking companent on 3
par 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 require the capital injection by the
GOTG and the passage of enabling legislation to change the leqal
status of the GCDB.

The 1Intermediary period is estimated to last from two to three
vears. The econaomic growth expected during that time., by increasing
the demand for money and credit. will help soak up anvy existing
excess reserves 1n the system. Continued monetary and fiscal
restraint will also be required. Once GCDB is reorganized and
financially sound., the Cental Bank will eliminate credit ceLiings
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 1s
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. Nevertheliess,
1t has continued to make new loans. The bank supervision oftice at
the Central Bank has failed to enforce requlations. A complete
review of bank supervision procedures is needed and a new system
needs to be instituted. Under current examination procedures, the
bank 2xaminers do not visit the banks themselves or examine the:ir
books. [nstead they review reports submitted to them.




Leglslative Review: Tmere are anomalies and contradictions i1n %ne
vdrlious pleces ot law, legisiation. procedure and adminlstrative
directives affecting the finmancial sector. For example. the
Moneylenders Act prevents financial i1nstitutions from charging an
interest rate higher than 15 percent on loans secured by freenhold
property for the first 2,500 pourds and 12.5 percent for anvthing
over. Actual interest charged In The Gambia far surpasses those

limits and the pound is no longer the unit of account. The
Financial Institutions Act prohibits banks fraom mak 1Ng equlty
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
financiral irstitutions and markets, and recommendations made +or
improvements,

fo be 1ncluded in the review would be an examination o+t taxation as
1t applies to financial institutions. The gdilagnostic studv of tne
3CDB points out that banks have a tax liability, based omr a turnover
tax, @ven 1f they are operating at a loss. A USAID-sponsored
feasibility study of a stock market for Gambia pointed out the
disincentive effects on investment inherent in both the capital

@ains tax and the high withholding tax on stock dividends. The
taxation of interest earned on oeposits likewise needs to be
reviewed. The Gambia's tax system should encourage savings and

Lnvestment. Additional issues would include debt collection
procedures and title disputes. Moving a debt case through the
courts 1s a time—-consuming process because the courts are deal ing
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 ecanomy .,
Uutside of a few insurance companies and NGOs operating 1n The
Gambia, there is not much activity (see Annex D). The JAR/Banjul
financed feasibility study of a stock market for The Gambia
recommended that banks begir 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 oblication
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 expected 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 agricul tural
inputs and implements and to financing the groundnut harvest. In
the formal sector, GCU is the only source of credit to farmers.
[maividual loan demands are so small that 1t 1s not cost effective



tor commerzlal Danks to pecome Lnvolived. 30, 0% actiLslti2s aAr 2
gescribed 2lsewhnere 1N this FARD, Llnciuolng Ances U, 4 rere
complete description of the 1nformal sector 1s also contaimned in
that Annex, as well as a description of many of the PV0O s and NGO s
operating in rural areas.

While the informal sector 13 the major source of funds tor rural
credlt anmgd L1ts credit mechanisms work, the sector Joes rnot

adeqQuate!y service the rural sector s total needs. Thne major
constralints are the limited nature of the market and the small scale
ot loans. Because trust and personal knowledge of the credir
worthiness ot a borrower are so 1mportant, Informal sector lenaer-s
limi1t their activity to their immediate area. Even 1f a lenager nas
excess funds to lend. borrowers in other areas will not be abie to
penet+it. Furthermore. an 1ndividual borrower s need for credit 15

often greater than an individual lender s capability (e.g..
purcnasing oxen or farm implements). O0OAR/Ban)jul recognizes tne
importance of the Informal sector and has under consideration a
number of PVO-based iInterventions. A major obstacle to be overcome
for JAR/Banjul, the GOTG and other donors 1s how to address the
rural sector s credit needs wlthout discouraging the private sector
trom entering the market. Donor subsidies provided to anm
institution, such as the GCU, surely make 1t unprofitable for
private firms to compete In the provision of rural credit.

A second and much larger rural credit need 1s for funds to tinance
the purchase of groundnuts. As discussed elsewhere, GPMB borrows
directly from the Central Bank to finance purchases at 1ts depots.
However, the crop must be pald for before 1t reaches the depot or,.
1n a new development for the current season, farmers must bring
their harvest to the depot themselves. The major buver from rarmers
1n 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 facilitvy o¢ D28
mirlliony, Because of GCU' s poor loan repavment history. however,
the GCDB 1s reluctant to lend to GCU. Based on GCU pledging
adequate collateral, GCDB lent D4.0 million at market Lnterest rates
for the 1989/90 narvest. In addition, GCDB borrowed D4.0 million
from GFPMB.

A situation exists where the major buyer of grourdnuts from farmers
does not have access to the same level of credit that 1t did in
previous yvears because of 1ts poor credit history. As an
alternative farmers may “ind it advantageous to deliver their
harvest directly to the depot and do without GCU 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 imability 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 i1nterest in acquiring the Gambian crop for British pounds
sterling. One of the tasks assigned to the technical assistance
teams brought 1n to examine the fimancial system under the FSR
program will be to recommend ways 1n which adequate financing can pe
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 different physical location from the secnand subsidiarv. the
commercial bank. Current thinmking at GCDB is that development loans
would be subject to the same loam criteria as applied to commercial
loans but development loans would be for longer periods and would
have managerial assistance provided as well. O0OAR/Banjul has doubts
about the efficacy of a deveiopment tanking subsidiary. particularly
1f 1t remains 1n 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.

frere is a definite need for term loans in The Gambia. One of the
tasks for the banking advisors placed with the GCDB will be to
examine and make recommendations on how to encourage the banking

system to make more term loans available to borrowers. It wi!l also
be included as a question for the teams brought im to conduct the
review which 1s a component of this FSK program. Until the advisors

are 1n place at the GCDB ard the studies completed, 0OAR/Banjul will
not take a position with respect to whether development lending
should be spun off from the GCDB. [f GCDB management and the
advisers recommend that it camn be viable without the bank
subsidizing 1t, then there should be no reason to break up the

bank . The decision should be left to tne 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 i1n 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 (1988/89 -
1991/92), currently summarized in the Policy Framewark Paper, which
aims for greater economic efficiency through strengthening of key
Se8ctars of the economy and further reduction in macroeconomic
imbalances. The emphasis is on creation of conditions to promote
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Une of the key objectives of the program 1s a restructuring of the
tinancial system of The Gampia. The objective of tne GUTI3 +imanciral
r2structuring program 1s to put in place a set of fimancial
INstitutions and markets that will tacilitate the efficient
aliocation of The Gambia's capital resources: improve the set of
risk-return comblnatiaons available to investars 1n The Gampia: ang,
thereby. encourage domestic savings and ennamce the net Lh+.mdw o-
private foreign capital to The Gambia.

'he BOTG has reguested the support of OAR/Banjul 1n implemenratiom
0t the restructuring exercise which includes: (1) continued
1morovement 1n the Central Bank s operations 1n order to enhance 1L-5
role in supervising and requlating commercial banks: (27 a review of
all legislation pertaining to finmancial institutions and markets;:
t3) a review of the legal framework relating to collateral.
bankruptcy, and debt coilection procedures; (4) a reviaw of tn
adequacy and availability of rural credit and term loans and |
reorganization of the GCDB for privatizat.on. 0OAR/Banjul :s
pre2pared to assist the GOTG to achieve these objectives.

2
-
iy

AID assistance will lead to policy changes in the allocation of bank
credit cei1lings., and encourage progress towards reserve control
tecnniques 1n order to ultimately replace the system of gquantitative
credit rationinqg by the Central Bank of The Gambia, while
encouraging prudent and efficlent regulation and supervision of
finmancial 1i1nstitutions, and nrivatization of the largest commercial
bank 1n the countrv.

C. JUSTIFICATION FOR NONPROJECT MODE OF ASSISTANCE

The proposed program 1s one of performance-based nonproject
assistance. Detailed anmalysis by 0OAR/Banjul of ongoing GOTG ana
other donor programs which have led to policy changes indicate that
the best results have been achieved through the program mode of
assistance. The GOTG has had ample experience during imolementation
of the ERP. Government legislation, decrees, decisions and actions
have been swift and effective 1n eliminating many poor practices andg
constraints in the financial sector. The program process was used
1n 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 ot and reduced GAOTG
ownership in SOEs and to encourage private sector development,
Lmprove i1ncentives in the private sector, and oromote competirive
marketing of agricultural 1nputs and produce. In short, orograms
disbursing on policy grounds work well In The Gambia.

Although technical assistance has been instrumental in the refarms
of the CBG, the GCDB, the GCU., and in marketing of inputs and
provision of credit, the focus of technical assistance has pbeen to
study these institutions, identify the impediments, and make tne



necessaryvy policy recommendations for GOTG review, approval ang
implementation. The current stable macroeconomic enviromment
facilitates a quick-disbursement type of program,

The program mode is also chaosen 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 Lts convertible
reserves while implementing reforms in the financial sector or to
pay otf extermal debt. Without adequate foreign exchange to support
the floating rate system, The Gambia will lose the momen tum gaineg
unager the ERP. Furthermore, 1n order to service its external debts
while maintaining an essential level of imports. the GOTG would te
forced to draw down tne forei1gn exchange reserves needed for
economic stability. This would undermine confidence i1n the floating
exchange rate system.

D. CONFORMITY WITH GOTG POLICY AND STRATEGY

The proposed program fits well with the GOTG strategy and policies
for econamic growth and refaorms 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 $5SS 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 1ncreased 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 mipimize
pressure on domestic prices and the exchange rate, provide positive
real returns on finmancial assets, and improve efficiency in
financial sector intermediation through prudent requlation and
supervision. The proposed A.I.D. program complements the GOTG
policy on state owned enterprise reforms which is to rationalize andg
privatize parastatal enterprises and banm creation of any new
publicly owned enterprise.

As part of the SAL Il 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.S5 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

- 5%



tne =2conamy. Tre pelicy cnanges oroposed wlil reducs rtre roi2 T«
the oublic sector, whil2 contributling to GUTHG =2frforts rto (:1oeralice
the finmancial system. (DFA Action Plan Target 1-1). The successrful
implementation of the proposed program will lead to a reduced GOTG

invalvement in the production and marketing of goods and services.
(DFA Action Plan Target !-2). The proposed program aisa follows
USAID s pelicy and strategy guidelines developea for Implementing
A.l.D. Privatization Objectives (PD-14) and con+torms to USAID poii:v
and strategy quidelines for Finmancial Markets Development.

Since 1982 0OAR/Banjul has directed its assistance 1n support af
economic stavllization and reforms. Recent 0OAR/Banjul s efforts
have tocused on The Gambia's Economic Recovery Program as a whale.
[n 1985 CAR/Banjul provided long-term technical asslstance to the
Ministry of Finance and Trade under the Economic and Financial
Policy Analysis Project (&£35-0223). Tne long term advisor ang
short-term consultants plaved major and critical roles in neloing
the MOFT developo and 1mplement 1ts successt+ul Economic Recovery
Frogram. Under the ongoing GAEPRP, the GOTG has adopted
market-determined 1nterest policies for agricultural credit. term
lending. and development lending 1mplemented by the formal sector
fimancial institutions. Through the PL 480 Title Il Section 20s
Program, UAR/Banjul has supported: (1) an end to subsidies on wurban
consumption, (2) open marketing by private enterprise and., (3)
increased competition in the groundnut industrv. The program has
had a positive impact on the agricultural sector while strengtrening
the macroeconomic policy environment.

The outlines of a financial restructuring program are beginning to
take shape under the leadership of the MOFT. The GOTG program wiil
attempt to facilitate the allocation of capital resources andg
encourage domestic and foreign net savings and investment. Sevara
assistance agencies, including USAID, expect to continue to
ctollaporate with the GOTG in program implementation. A,[.D.
collaboration will be within the parameters established ov tne CDSS
for 1991-1995 (approved May 1989). Great emphasis wil! ba nlaced
upon facilitating, encouraging and assisting, 'productive private
investment 1n agribusiness, light industry and services as well as
i1n agriculture" in order to "contribute to increased productivity,
income and exports." A major USAID program 1Is under design for Fvy<l
obligation to focus upon, "opportunities and strategies for
investment, means of improving the investment climate. and the

institutional needs of the +inancial sector."

—

The program defined in this PAAD focuses on commercial banking and
takes several steps which lead up to the FY9! activity. The cresent
activity will provide for a thorougn review of the legal, renqulatcry
and administrative milleau under which the financial system operates
and through which it must evolve during the life of this praogram ans
1ts successor. The subseguent program will focus on noncommerciral
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 — - d through the subsequent. Fvy 9!
program.



F. RELATIONSHIP TO OTHER DONOR ACTIVITIES

The proposed program complements bilateral and multilatera. donor
assistance to the finmancial sector in The Gambia. The ma:or donors
have coordinated their etforts to help alleviate The Gambia' s
serious economic and financial problems. The GAREPRP eval_ation team
reported that "at the macro level. donor coordination was
outstanding".

The IMF and World Bank have taken the lead in assisting tre GOTG
develop the 1989 Policy Framework Paper whicn outlines GO™3 strategyv
and objectives for 1989-1991. The UK, EEC., ADB, A.I.D., tne UNLP
and other donors are assisting The Gambia achieve the objectives
outlined 1n the Policy Framework Paper. m all. the Worlzc Bank
estimates that SDR 195.5 million will be required to real:ze the
objectives. 5o long as the GOTG observes the moratorium on
contracting or guaranteeing new non-concessional external debt and
retires external arrears, 1t 1s expected that donors will continue
to support The Gambia’'s adjustment efforts and structurai -eforms,

Under the World Bank s second SAL., SDR 25 million is committed +or
1988789 - 1989/90 of which the Dutch Government contributed $2.5
million. Under the IMF's enhanced structural adjustment -acility
(ESAF) SDR 20.92 million in loans will be provided over !358/89 -
1990/91. The World Bank will fund the position of Managing Director
for the GCDB and currently the IMF 1s providing two central banking
experts to the CBG. The IBRD has provided funds to the GLIB and has
been concerned with the role 1t plays 1in the financial sector. The
IMF has also been concerned with GCDB and Central Bank operations 1in
as much as they have contributed to undesirable increases 1n the
money supply. encouraged demand for goods and services 1n short
supply. contributed to GOTG budgetary de+icits and gener~a.iy added
inflationary pressures.

The IMF and the World Bank have actively encouraged the GZ7G to
rehabilitate the GCDB and place 1ts banking operations on a firm
commercial basis. The GOTG accepted IMF and World Bank
recommendations including a commitment not to i1nstruct tre 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 itsel+t to provide
technical and managerial assistance for the restructuring and
privatization exercise. In addition. under its Private Enterprise
Development Project, the World Bank 1s prepared to provide US $1.5
million for i1nstitutional 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 entaiis human



resources development for entrepreneurs., enterprise sSuppore agenci1es
and the GCDB 1n order to acsist the bank wlth 1ts filnancial and
organizational restructuring. The World Banmk nas also converted [DA
credit equivalent to D&6.4 million into GOTG equity 1in tne GCDB.

A.l.D. s ongoing Economic Policy Reform Support pros;ect, will
finance three banking experts to assist with the operation and
reorganization of specific departments within the GCDB. nis
techrnical assistance i1s 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 ermcourage
private sector involvement i1n 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 lnvolvement of private
dealers 1n this activity.

Dialogue between donors takes place frequently botn informally and
through formal sessions. Dialogue and resulting collaboration will
increase as donors continue to develop complementary proagrams 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 4nd practices that govern the efficient
functioning of the various institutions such as the CBG and the
GCDB. Indeed the proposed program will help establish the proper
sectoral policy framework within which the IBRD and EEC program
assistance tc the GCDB can proceed more effectively,

V. PROGRAM DESCRIPTION
A. SUMMARY OF POLICY CHANGES

This program will encourage and support three major policv changes
and several related policy actions. The first major policy change
will involve the CBG taking the steps necessary to link an
individual bank’'s quarterly credit ceiling to 1ts deposit base
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 policv reform
being encouraqed involves the GOTG taking the necessary actions to
restructure and privatize the GCDB. This would include remcving the
parastatal entities GCU and GPMB from ownership of GCDB and from the
Board of Directors of GCDB.



1. Policy Change: Linkage of Credit Cei1ling to the Deposit Base:

Jointly, the [MF and GOTG have thoroughly examined credit policy.
aiming to moderate i1nflation, generate domestic finmancial savings
and achieve external reserve targets. Under the agreed credit
policy, limits have been placed on the net domestic assets of the
banking svstem. The lona term objective 1s to improve efficlency 1n
credit allocation whereby the central btank will develop a system of
indirect monetary controls - primarily 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 pank’'s ability to attract deposits.

Z. 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 praoposed program will support the
review of these 1mpediments and identify the needed modernization of
regqulations 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,
adequacy and avallability of rural credit and term
loans, and development banking.

Funds are provided for technical assistance to conduct studies 1In
these areas.

Program funds would be released after the GOTG develops an action
plan and begins i1mplementation of the recommendations that result

from the studies.
3. Policy Change: Privatization of GCDB:

The GAEPRP evaluation tzam reported j fober 1989, that "major
institutional problems in GCDB and G  the policy
reforms in the GAEPRP from having the desw t the micro

level, i.e. increased private sector access to it to finmance
agricultural inputs and output marketing activity."




The GOTG through its own funds and commitment and the <echnical
assistance from A.I.D. and other donQrs will revitalic= the GLDE.
streamline 1ts operations. develop procedures +Oor operatlians ana
checks and balances and train 1ts staff. The process w..l take two
years. USAID will closely monitor this process towarcs
privatization. In order for program funds to be released. the GOTG
would have to show that it has removed two parastatais (GPMB and GCU»
trom ownership in the GCDB and that these entities have surrendered
their seats on the GCDB HBoard of Directors. In addition. to asswure
the eventual privatization of the GCDB, the GOTG would also have to
show evidence that Parliament has reviewed the GCDB Act. amended 1t
for privatization and the President of The Gambia' has signed such an
act to effect privatiza.ion. Finally, the bank must be privatized.

B. CONDITIONALITY TO BE FULFILLED AND TIMING SEQUENCE

Under this proposed performance-based program assistance, OAR/Banjul
will provide $5.0 million in foreign exchange to the GOTG. An
additional $1.5 million will be provided for technical assistance.
training. equipment and other costs. The 5.0 million will be
provided in three tranches ($2 million. %! million, and $2 million).
Each tranche will be released only after DAR/Banjul has verified that
the stipulated financial sector reforms are 1n place or required
policv actions have been taken.



The policy reform measures which comprise the conditions precedent
and covenants are as follows:

(1) Standard Conditions:

These are standard cond:itions for a program grant agreement. and
include tne legal opinion, specimen signature, designation of
authoriced representatives., and establishment of the separate account
tor the 5.0 million 1n program funds. The technical assistance
grant agreement will be subject only to standard project assistance
conditions precedent to first disbursement.

(2) Conditions Prececent tor First Disbursement of Cash Transfer

Funds:

ln order to qualify for the first disbursement of $2.0 million or the
1ssuance by A.l.D. of documentation pursuant to which the
disbursement will be made, the GOTG shall furnish to A.l1.D.. except
as the parties may otherwise agree 1in writing., in a form and
substance satisfactorv to A.I.D. the followilng:

l. 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 cei1ling 15 set administratively to a system
where each i1individual bank’'s credit ceiling is set on the basis of

each bank s deposit base.

2. Written evidence that the GOTG has made a commitment for the
comprehensive review Ot., and preparation of recommendations on,
policies, regulations, administrative practices. laws and leqgislation

relating to the finarcial svstem. including the following studies:

a) the Centrai Bank’'s requlation and supervision of financial
institutiors: adequacy of staffing, 1n terms of numbers and
training: acequacy of regulatory powers granted the CBG:
adequacy o+ CBG's enforcement of regulatory powers; adequacv
of accounting standards used 1n the country; adequacy of
reporting requirements; and consistency of actual timancial
practices to what the laws and regqulations allow;

by 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 ot the court system to
handle debt recovery;

c) adequacy ang availlability of rural credit and term loans;:

d) development banking: rolej; 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

ANleAuimihallilll agree in writing.



T. Written evidence that the GOTG nas executed 3 legal review of
the GCDB Act, and that 1t has submitted legislation to the Parliament
for amendment of the GCDB Act to provide for the privatization ot
GCDB.

4, Written evidence that the 307G has removed the GPMB and the
GCU from ownership i1n the GCDB and that these entities no longer have
cseats on the GCDB Board of Directors.

Upon satistaction 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 A.I.D. and the GOTG.

(3) Conditions Precedent for Second Disbursement of Cash Transfer
Funds '

In order to qualify for the second disbursement of $1.0 million or
the issuance by A.lI.D. of documentation pursuant to which the
disbursement will be made, the GOTG shall furnish to A.I.D., except
as the parties may otherwise agree 1in writing, in a form and
substance satisfactory to A.I1.D. the following:

1. Written evidence that the GOTG has reviewed the studies and
recommendations carried out for the first tranche, developed an
action plan. and begun implementation ot the ap, -“opriate
recommendatlons.*

2. Written evidence that the Parliament has passed and the
President has signed legislation which authorizes the privatization
of the GCDB.

Upon satisfaction of the foregoing, 0AR/Banjul will 1mmediately
request the U.S. Treasury to transtfer $1.0 miliion to a special
account at the Federal Reserve Bank of New York or a bank to be
mutually agreed upon by 0OAR/Banjul and GOTG.

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

ln order to qualify for the third disbursement of $2.0 million or the
issuance by A.I.D. of documentation pursuant to which the
disbursement will be made. the GOTG shall furnish to A.1.D.. except
as the parties may otherwlise agree 1in writing. in a form and
substance satisfactory to A.I.D. the following:

*The terms of implementation will be detailed in a PIL outlininag the
steps the GOTG must take to qualify for the second disbursement. AN
expected recommendation, for example, is that the existing laws
governing interest rates and foreign exchange transactions are out of
date and inconsistent with current GOTG policy. The PIL would
outline the laws which have to be revised.



1. Written evidence that the GOTG has eliminated credit cei1lings

and begun control of money and credit by controliing the monetary

base:*

2. Written evidence that the GOTG has privatiied GCDB.
2. Written evidence that the GUOTG is continuing aporopriate
implementation of the recommendations and action plan developed for
meeting the first condition precedent for the second disbursement.

Upon satisfaction of the foregoing, OAR/Banjul will i1mmediately
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:

(3) Covenants:

l. The GOTG agrees to continue 1ts 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 ot

interest;

2. The GOTG agrees to continue 1ts policy o+ encouraging the
private marketing of fertilizer without preferential
treatment of any individual, group, or organization:

3. The GOTG agrees that the GCDB Board of Directors and the
Marmaging Director will be tree to implement any changes 1iIn
practices or policies at the GCDB which the USAID-funded
banking experts recommend in order to i1mprove the etficiency
of the GCDB and prepare 1t for privatization;

4, The GOTG agrees that it will review the salary structure of
the GCDB and that, based on that review, 1t will 1mplement a
new salary and benefits structure which will make GCDB staff
salaries and benefits competitive with the salaries and
benefit structures of comparable staf+ 1n the private sector.

¥The monetary base is defined as currency 1in circulation plus bank
reserves (vault cash plus deposits with The Central Bank.



vI. IMPLEMENTATION PROCEDURES
A. U.S. DOLLAR TRACKING

U.S. dollars disbursed in response to fulfillment ot Condgitions
Precedents will be deposited to a Special Account at the Federal
Recserve Bank of New York or a bank to be mutuallv agreed upon by
0OAR/Banjul and GOTG. Only eligible debts will be serviced with
funds made avaiiable under this agreement. Eligible debts shall
mean those debts which are: (1) owed to countries in A.,1.D.
Geographic Code B899 or to registered financial i1nstitutions ot those
rountries (See Annex I): (2) owed to multilateral institutions:i and

() i1ncurred prior to December 31, 19€9. Consistent with
obligations incurred by the United States of America 1n agreements
worked out in t~e "“Paris Club." the use of U.S. dollars under this

program shall be subject to the following priorities. Under this
Agreement, servicing of all official debts outstanding to the United
States shall take precedence over any other eligible debts. Second
priority shall be given to multilateral debts of The Gambia which
include. but are not limited to. debts owed to the IMF. the IBRD,
the African Development Bank, the Arab Development Bank. the
European Econom:c Community. the West African Clearing House, and
the African Development Fund. Third priority shall be given to
other bilaterail debts such as debts to the members of the Paris or
London Clubs which include. but are not limited to, Norway. France,
the United Kingdom, the Federal Republic of Germany, the United Arab
Emirates. Kuwait, Saudi Arabia. and financial institutions within
those and other countries included in A.I.D. Geographic Code 899.
Within the prec=eding categories, preference shall be placed on the
payment of those debts incurred for development purposes.

B. LOCAL CURRENCY PROGRAMMING AND TRACKING

Ihe proposed A.i.D. sector assistance program will generate no local
currency. The reforms stemming from the program are mainly ones
associated with improving efficiency in the financial sector. No
identiftiable social groups that would require compensation or
assistance will be adversely affected by the program. Comseaquently
0OAR/Banjul will not require the generation of local currency 1n
support otf the reform program. The GOTG is already constrained in
meeting IMF ano World Bank recommended fiscal budget targets.
Requiring the Government to deposit local currency 1n a special
account would result in inflationary deficit financing. 0AR/Banjul
is negotiating a trust fund with the GOTG which will be funded from
general tax revenues.

C. SOURCE SELECTION INFORMATION

See Annex E.



D. TRAINING PLAN

The Diagnostic Study of the GCDB identified units i1in the bank where
staff capabilities should be strengthened through training.
Subsequent discussions with GCDB management during program design
confirmed this need. Speci1fically, there seems to he a need to
improve the image of the bank and the attitudes of the staftf:
especlally the supervisors 1n each of the units. 1n order to i1mpress
upon them tne 1mportance of accuracy and efficiency 1m their work.
There 1s also a need to stress the critical role which courteous
service to clients plays 1n commercial banking. This type of
training could be conducted in-country wlth an experienced bank
staff trainer using audio visual equipment such as training films,
videos. charts. and skits. Subsequently, some of the more promising
staff could be sent to some of the well-run private banks 1n
Englisn-speaking African countries on two weeks attachment for
training. The purpose would be to expose them to efficient and

cour teous banking 1n an African environment. Other i1n-country
training proposed would be conducted by short-term technical experts
elther on the job or throuagh group sessions 1n class. The
Management Development Institute of the GOTG (MDI) may be a good
source for some trainmers and as a location for in-country training.
Courses would include:

. Security consciousness 1n banking:

. What checks and balances one should look for in banking:

. Credit analysis;

. Computerization of banking cperations and management information
systems:

- Loan recovery:

. Strategic corporate oplanning:

. Branch banki1ng;

Management of foreign exchange departments and assets:
. Liabi1l1ty 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 Iis
included in the program for such short term (6-8 weeks) training in
the U.S. and/or an English-speaking African country. Senior
management staff would also benmefit from refresher courses and short
attachments to well-run banks that perform 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 1nclude a training plan for Bank personnel. Funding such
training 1s budgeted for i1n the program.



Tralning material and equipment recommended 1ncluge 10O computers
(PCs) VCR, televicsion, Journals and ather audiovisual aids deemed

appropriate by the training expert.

Staff that needs Training Type and Location oOf¢
Training

Proposed

19 Cashiers In-country training

45 Bank Clerks [n—country training

1S5 Ledger keepers In~country training

20 Accountants [n-country and Third country
Training

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

and supervisors and U.S. short specialized

courses

2 Computer cspecialists Specialized courses.
Attachment
to a U.S. bank for shaort-term
training.

4 Branch managers In-country:; third country and
attachment to U.S. Bank

3 Credit Officers In-country training., Third
country training., U.S. for
specialized courses 1if¥
appropriate,

S 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 1n-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 i1n human resource development, be capable of develobing
and implementing an effective training plan. and will be the praimary
implementor for tne training component, receiving all training
equipment on behalf of GCDB management and coordinating with the
OAR/Banjul program manager and economist to resolve any 1ssues
concerning training under this program.



E. [MPLEMENTATION ARRANGEMENTS

(1) GOTG

The Ministry of Finance and Trade 1s responsible for developing and
executing economic policy reforms including the provisiorns 1n [MF and
IBRD programs outlined i1n the Policy Framework Faper., The Central
Bank 15 the primary financial sector institution involved 1in
overz:ght of policy mecesures under the GOTG Policv Framework Paper.
The GCDB 135 the largest finmancial 1nstitution 1n The Gambia 1n terms
of number of loans and deposits. All three 1Institutions will be
involved 1n the implementation of the proposed program. The MOFT,
however, will have the lead responsibility for the implementation of
the program. The Minister of Finmance and Trade 1s ultimately
responsible for overall implementation of the program and will
approve all policy changes and transactions executed under the
program. All activities involving the Central Bank will require 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 Proaram Grant Agreement.

ln addition., the MOFT will 1dentify the appropriate GOTVG authorities
to be responsible for the following:

¢ 1) furnishing relevant Ministries and technical assistance teams
with all required financial sector reports and access to
regulations and laws;

( 1i) providing U.S. Government ofticials access to program records,
ledgers. and reports concerning A.[.D. funded activities; and

(111) according the U.S. Government the right to audit thne program.
(2) 0AR/Banjul

OAR/Banjul will assume primary management responsibility for the
program. In view of the limited USDH staff at post a program manager
will assist the USDH Economist 1n this task. This core team of two
will manage the day-to-dav 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 1ssues
concerning the program. Currently, the Mission has ongoing the
Gambia AEPRP (635-0228) with 1ts projectized component (635-0ZT71) as
well as the Economic and Financial Policy Analysis Project (635-02295)
to 1mplement. The proposed program is designed to place minimal
added management burdens on the A.I.D staff. While retform programs
elsewhere have proven to be staff intensive, requiring much senior
staff level inmput 1n 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



assessea and bottlemecks or outstanding tasks will be 1dentified a3nd

the requis:ite actions taken. REDSU concurrence on program actions
will be sought as required under Delegation of Authority 531.

In addition to the ioint GOTG and 0AR/Banjul responsibilities listed
below, OAR/Banjul will: (1) oversee and monitor policy reform
measures: (i1) request M/FM of AID/W to transfer the program funds to
the desicrated separate account: and (1i1) participate in the Program
evaluation.

(3) Joirt OAR/Banjul 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
OAR/Banjul, MOFT, CBG and GCDB. From time to time other officials
may be included as members when considered necessary. The
Representative from MOFT will be the Committee chairperson. The
purpose o+ the Program Management Committee will be to manage,
implemert and supervise the operations of the program. This will

1nc lude tne following:

( i) ensuring that the terms and conditions of the Grant Agreement
are understood., accepted and adhered to by all parties
concerned;

( ji) monitoring the Implementation of the program policy reform
measures;

( iii) ensuring that the implementation plan 1s operational at each
level of program implementation;

( iv) ensuring that reporting reaquirements tor accounts and program
activities are in compliance with the GOTG and A.]1.D rules
and requlations:

( v) resolving program implementation issues quickly to prevent
gelays and adverse effects on the program;g

( vi) ensuring that a final evaluation is conducted:

( vii) documenting the current economic and political context in
which the Program is being implemented: lf 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 tuture disbursement
conditions are required.



fhis Committee also wiil have responsibility for facilitating ardg
monitoring actions required for meeting the conditions for
disbursement including, but not limited to:

(1) providing systematic reports regarding the program’' s
implementation progress, in particular the actions taken and
actions pending for each upcoming disbursement condition:

(i1) monitoring short-term effects of reforms on specific
qovernment institutions; anag

(11ii) identifving changes in orocedures and Jperations recessary to
enact specific reforms (but not explicitly stated as
conditions for disbursement),

(3) Detailed Implementation Plan

The 1mblementation schedule is provide . 10w with the assumption
that the program will be authorized by w:0/W in February 930,

Action Month/Year
Grant Agreement signed February 1990
Joint Program Committee formed and March 1990

had first meeting to develop
schedules of work.

Program mamager recruited April 1990
and begins work.

Terms of Reference for short-term June 1990
technical assistance for studies
prepared ana reviewed by 0AR/Banjul.

Pl{0/Ts for short-term TA for studies duly 1990
issued.

PIO/T for TA to GCDB issued duly 1990
Evidence that GPMB and GCU have been duly 1990

removed +rom ownership in the GCDB
and these entities have surrendered
their seats on the GCDB Board of
Directors.

PIO/C for the procurement of August 1990
equipment for GCDB, CBG, and
0OAR/Banjul issued.

PIO/T for assistance to CBG i1ssued August 1990



G2TG eviagence tnat a legal review
of the GCDB Act executed and
submitted to Parliament to amend
the GCDB Act for privatization.

Detailed training Plan Develaoped by
GCDB ana reviewed with DAR/Banjul

PI0/Ts for any additiomal snhort-term
TA issues

Landidates selected and PI0O/Ps for
short term &training 1ssuea

Conditions Precedent for +first cash
transfer of funds are met and
disbursement of cash transfer mage
wlthin 30 days.

Program committee submit report of
recommendations and action plan
with schedule for implementation 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 i1dentified (if any)

Deliverv of computers and training
equipment. to GCDB anmd CBG.

Evidence that the review body’'s
schedule and action plan has been
approved for appropriate implemen-
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 davs.

Terminal and I[mpact evaluation of the
program.

- &8

Auqust LFTF0

August 1990

sSeptempoer 5%

Septemoer 1[990

November L3590

January 1991

February 1991

March 1991

March 1991

August 1991

September 1991

September 1992

December 1992



Disadvantaged 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
tfiscal vears 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 to the first vear of
the program to cover the first tranche cash transfer of $2.0
million and the $1.3 million projectized component. The second
vear tranche will be $1.0 million and the third $2.0 million.

As the conditions precedent to each tranche are met by the GOTG,
DOAR/Baniul 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.1.D. review and approval. Upon disbursement of funas by
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 evide . Banjul that
withdrawals were made from e a nt for specific
debt payments listed on the apert and that payments were
received by approved creditors., ) .
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Fimancial Management:

Projection of Expenditures By Fi:scal Year

FY
Q0
g1
?2

TAOTALS

Source and Application

{3000 DOLLARS)

IMPLLEMENTATION
ACTIVITY

. Mon-Project
Cash Transfer:
Budget Support
for external
account

2. Technical Asst.,
Policy Studies,
training,
equipment and
other costs

3. Financi1al Review
and Evalustions

TOTAL

Method of

AID GOTG TOTAL

3.5 0] 2.5

1.0 QO 1.0

2.0 0 2.0

6.5 0] 6.5

of AID Funds:

IMPLEMENTATION METHOD JF COST %000

METHQOD FINANC NG

Cash Direct “ayment 5,000

Transfer

AID

Contract Direct ~Payment 1,420

AID Contract Direct Payment 80
6,300

Implementation and Financing of TA.

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 (PIQ/T)
AID/Direct (PIO/T)
and Buy=-in (PIO/T)

0AR/Banjul
PIO/Ps
S&T/AID/WASH.

~inancial Method

Tirect payment to
Zontractor by 0ARsBanjul,
~iD/W or REDSO/WCA.

Tirect pavment to
Contractor by 0AR/Banjul
~i1D/W or REDSO/WCA.

" Direct payment by AID/W



IMPLEMENTAT ION IMPLEMENTATION ME TGl OF COS
$Q0U

ACTIVITY METHOD F INANCING

4, Short-term PIL - GCDB training Direc~ "avment oy
in-country training and OAR/Ban)ul O~ E2" ;ul.

S. Contracting of OAR/Banjul Direc=- pavment by
project manager OR=SsEBz-2ul

Procurement of Equipment

1he procurement of computers. training and infocrmazion equipment will
be accomplished through full and open competition. AID/Banjyul will
be responsible for processing all procurement gocur=ntation and
follow through.

72 -




Local Currency Disbursement Procedures

(Not Applicable)

Recurrent Cost Implications

lhere will be no direct recurrent costs incurred by the GOTG as a
result cf this program. "here will be minor i1ndirect or overhead
staff costs associated with 1mplementing the policy measures agreed
to under tnhis program. Tne Program Committee will be temporary and
will be dissolved after GOTG considers and decides upon
recommendations.

Finmnancial Review Requirements

Funding for finmancial review 0of the program is budgeted under the
projectized component of this program.

G. MONITORING AND EVALUATION

1. Program Monitoring

Monitoring of the program w:ll focus mainly on the conditionality
governing disbursement and, therefore, on policy changes. The
purpose of the monitoring 1s to verify benchmarks which indicate the
achievement of the terms of conditionality anmd assess indicators of
the successtul achievements of the program s purpose and qoals.
OAR/Banjul, in conjunction with the GOTG. will monitor the
etfectiveness of the reforms i1mplemented and will lead both terminal
and impact evaluations. The monitoring will therefore relate to
specitic benchmarks and actions the GOTG has to take to meet the
conditions precedent to gisbursement and GOTG adherence to the
covenants.

Benchmarts which i1ndicate the achievement of the conditions
themselves are implicit and self evident in the conagirtions
themselves. For example., to meet the tirst tranche The GOTG will
provide written evidence that it has developed a pian for the orderly
transition from a system where each individual bank s credit ceir1ling
is set administratively to a system where each 1ndividual bank’'s
credit ceiling 1s set on the basis of each bank’ s deoposit base.



[n addition. verifiable indicators ot achieving orogram opyECctiIves

will be monitored. These wili 1nclude:

t 1) commercial banks savings and time deposiftel
¢ o11) domestic savings rate;q

{111} problem loans at banks;

¢ 1v) level and composition of bank credit:

( v) domestic private lInvestment;

( v1) interest rates.

Since OAR/Banjul will closely monitor the program as set out in the
implementation plan, a formal evaluation of progress during
implementation will not be reaquired because the verification ot
perfaormance will be dome at the time of disbursement of each tranche.

2. Terminal and Impact Evaluation

The purpose of the final evaluation of the program will be to record
and assess progress of the poiicy reform program in order to draw
lessons learned for future A.[.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
conducted after the third tranche has been disbursed. which should be
not later than December 1992. In addition to assessing i1mpact. the
evaluation will also assess: (1) GUTG and OAR/Banjul’'s ability to
fulfi1ll their responsibilities 1n the implementation nf the program;
{2) thne quality and performance of the short-term technical
assistance teams provided under the program, 1ncluding the quality of
their output: (3) the timely procurement of equipment and training:
(4) the relationship established with other donors and GOT6 officials
tor future policy dialogue and; (3) the performance of the GOTG 1n
complying with the terms and conditions of the program.

All available documentation prepared for monitoring disbursement will
be reviewed and analyzed. In addition the final evaluation will
cover the 1mplementation and effectiveness of program policvy changes

1.e.:

( 1) linking credit ceilings to each bank’'s deposits and 1ts
impact on credit conditions in the financial system;

( i1) review plan of action for addressing of the legal. regulatory
and procedural frameworhk directly affecting the financial
sector;

(i11) impact of the policy reforms initiated by the program on the

private sector and progress towards achievement aof the
program purpose and goal will be closelvy assessed and
recorded.



The evai:-ation will be conducted by a joint USAID and GCTG team,
includirg an A.I.D. vYunded contractor experienced i1n the
implementation of financial policy programs, a senior officer from
the MOFT, and representatives from AID/W and REDSO/WCA 1f possible.
UAR/Banjiul will organize the evaluation team. Copies o+ the final
evaluation report will be sent to AID/W and REDSO/WCA. The praogram
budget :r:-ludes funding for the evaluation.

VII. Fe=3SIBILITY ANALYSIS

Increases 1n per caplta 1ncome are dependent on the accumulation of
physicai and human capital. and on the efficient use of resources.
The ef+1z1ent use of resources 1n turn depends on the presence of
economi¢ oolicies and institutions which provide adequate 1ncentives
to econcmic participants. The financial system can play a role 1n
thie process by increasinag the availlability of savings to i1nvestors
and allccating those savings to their most productive uses so that
they car be used to i1ncrease the capital stock or the adoption of new
technolegies. Whether the financial system operates efficiently and
equitabl. will deperd on the policies 1n force. 0AR/Banjul "s FSR
program is designed to remove several of the obstacles constraining
financls. sector performance. There are basically two compoments to
the FSR orogram: activities to 1morove financial i1ntermediation 1n
The Gam-ia: and actaivities to enhance the level of effective
competition i1n finmancial markets and to facilitate the eventual
privati-cation of the commercial banking tunctions of GCDB. The
dliscuss:on which follows examines the teasibility of those two

componerts,
A. SOC:AL FEASIBILITY

Financial Intermediation: To the substantial degree that economic
growth and development depend on efficient investment. then: people.
firms ana government must be willing to save and 1nvest: and savings
must be efficiliently allocated by markets to those who plan to 1nvest
1n anticipation of the most profitable opportunities. The F3R
program will 1nclude an examination of financial sector constraints
which 1mpede the savings and i1nvestment process )just described. an
evaluat:on of recommendations to alleviate the constraints., and the
implementation of recommendations which fi1t conditions in The

Gambia. Given that most of the constraints to be examined deal
primarily with conditions affecting efficiency and not equity, (tor
example. bank supervision, debt ccollection procedures, and term
loans). their impact on 1ncome distribution 1s likely to be neutral.
Certainly individual firms and pecole mav at present be benet:iting
from 1n~tficlency., sO that there are likelv to be some losers as a
result of reforms, but that 1s not a sufticient Justification tor
leaving things as they are. The constraint relating to taxation does
have equlity considerations attached to 1t. High taxes or double
taxation are generating additional revenue for the government. It
some taxes were reduced or eliminated, then the loss of revenue




might have %< De made up. That would be possible without Ln2
imposition o new taxes 1f the reduction or elimination of a tax
resulted 1n accelerated economic growth and a consequent increase in
the tax base. When the technical assistance teams look at this
igssue., they should include in the analysis the economic agrowth
implicatiors of any recommendations and whether other taxes would be
needed 1+ a decision 1s made to reduce or eliminate a tax,

Privaticaticn of GCDB: The FSR program requires the divestment of
GCU and GPMB ¢ ownership i1nterest in GCDB and their removal from the

bank 5 Bodrc of Directors. GCU has benefited from lax entorcement
uf lman procedures at GCDB. It will clearly be affected by the FSR
program. Hcwever, much of the impact has already been felt =ince

the GOTG has reduced political interference with GCDB' s decisions.
1he FSR procram will do a great deal to discourage the problem from
resurfacling i1n the future. In the past. political influence also
resulted in loans being directed towards favored groups. The
privatization of GCDB should make 1t independent of such political
intert+erence. As a result, those groups will lose out. Until the
GCDB 1s privatized. GCU and GPMB will be replaced on the Board ot
Directors by the Deputy Managing Director of GCDE and a senior
official frcm the MOFT.

The pbasic reason for expecting sacial benefits from the
privatization of the commercial functions of the GCDB 1s derived
from the assumption that an efficient mobilization and allocation of
financial resources through competitive, market—-based financial
institutions will benefit a broader spectum of thne population than
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, 1ncrease the costs of borrowing, and
generally retard the growth and development of fi1nancial markets and
the economy in general.

The major beneficiaries of an additional privatized commercial bank
and increaced competition will be thcse individuals or firms with
viable projects who are not able to obtain credit now because loans
are directed to favored borrowers. The GCDB 1tself and credit
worthy borrowers will also directly benefit because tewer problem
loans should result, long-term profits should be greater, and more
funds should be available for lending. In addition, competition 1n
the banking sector will be greater since a orivatized bank, wlthout
political interference, should be more profitable and viable.
Because the privatized bank will be more profitable, lending rates
in the country should be lowered through i1ncreased availlability of
credit and competition. A rehabilitated and privatized GCDB should

also recult 1n increased competition for deposits. Savers snould
benefi1t from higher deposit rates, increased services and lower
banking costs. As the spread between deposit and lending rates

narrows. Bank profits attributable to monopolistic market shares
should be saqueezed out. General equity will be enhanced.



In addition, the removal c+t+ Governmer: from ownership o+ the GCODEBE
will 1mprove the GOTG s budgetary per<armance. Paying otf bad loans
owed to the GCDB has a high opportun:ty cost tor the country, as
measured by the iIncrease 1n output that would have occurred i1+ ta»
revenue had 1nstead been used to finance needed expenditures for
econaomically and socially useful purpases. The whole country has
beer penalized by GCDB's past mistakes. In FY 1986/767., the GOTG
paird of+ D72.6 million 1n GCDB's bad cebts and in FY 1988/89., Dab
m1llian,

B. POLITICAL FEASIBILITY

Financlral Intermediation: Given the GOTG's record In retorming
econaomic policies and sticking to tnem, OAR/Banjul foresees no
potential problems with the GOTG fai1i:ng to adopt policies affecting
the financial sector which result from recommendations derived +rom
the studies to be undertaken under the FSR program. The virtual
absence of equlty considerations affecting broad social groups
associated with potential policy charges affecting the efficiency of
financial i1ntermediation should make 1t easier for the GOTG than was
the case with many of the reforms associated with the ERP,

Privatization of GCDB: The question o+ political will may be a

potential problem for the privat:.zatioaon of GCDB. In the past. the
bank has been used 1In support of what must be considered as
disquised social welfare programs. 7nhis is particularly true witn

regard to the forgiveness of loans to rural borrowers who form an
important political constituency. #rzZwever, the bank is not making
anvy loans currently 1n favar of such Zroups. It 15 also enganged i1n
legal action against prominent busimessmen who took out unsecured
development loans with no apparent irtention to repay. Both the [MF
and World Bank are pressuring the go.zrnment not to return to past
mismanagement of the bank. The FSR srogram supports the IMF and
World Bank efforts.

From a broader perspective, the GOTG aiready has undertaken
significant privatization efforts. ™any parastatals have been
privatized and others are ready to go on the block. Progresz in
this regard was described in an eariier section of the PAAD. The
eventual privatization of the GCDB wculd be consistent with
established policy in regard to parastatals.



C. INSTITUTIONAL FEASIBILITY

The Ministry o+ Finance and Tradge (MOFT) will be the li=ad
institution to carry out the reforms acsscz.ated with the F Sk
program. The Ministry has been responsicie for 1mplementing the ERF
and has a good track record to date. &t <=e MOFT, the Statistice
and Special Stud:ies unit receives USAID z.oport through our Economic
and Financial Policy Analysis project wn:crn finances two long term
advisors from the Harvard Institute for I~<ermational Development
attached to the MOFT,. The unit wiil be Z=~3/Banjul & zZontact poilnt
in day to day implementation of the FSR c-ogram. The unit has been
involvea 1n poiicy reform 1n The Gambia *-om the start of the ERPF
and provides valuable contimuity in the cverall economic policy
reform effort.
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The Central Bank will play the kev role :n 1mplementing the reforms
concerning the removal of credit ceilings and the improvement of
bant supervision. The Bank has been responsible for conducting tne
interbank market for foreign exchange and the Treasurvy bill
suctions. two of the major reforms associated with the ERP. MOF1
with the HIID group will play a strong corsultative role in tnis
asspect of Lhe program.

D. FINANCIAL FEASIBILITY

The $5 million grant is judged to be at ieast sufficaient to offset
the costs assoclated with the financial sector adjustment,. Most of
the significant social costs associated with adjustment took place
wiien the ERP was started. The reforms urcer the FSR proqram are
mainly ores assocliated with improvements in efticiency. Any costs
assoclated with technical assistance wil. be provided under the FERS
project. GCDB is being recapitalized which will make 1t more
attractive tor privatization. Achievina this transfer wi!l Dose 2
ctrain on the GOTG finances and the FSR orogram transfers will hein
oftset trne cost.

E. IMPACT

The major i1mpact of the FSR program wil! oe to improve competit:on
and efficiency 1n commercial banking. howaver., a petter functioning
commercial banking sector does not necessarily create economic
opportunities. Those opportunities derive from the avallability ot
natural resources and 1nfrastructure: rtre size of and access toO
markets: the employment of better technclagy: and the capacities.
aptitude. and motivations of the populace. What a better
functioning commercial banking system w:iil do 1s to help faci1litate
the capability ot entrepreneurs to take advantage of the avallable
opportunities. In addition, a well functioning commercial banking
system is probably a necessary condition for the emergence of
institutions. iike capital markets, to serve long-term credit needs
of the country. An efficient, functioning commercial banking sector
is a first step 1n the overall development of the financial sector
and 1n sustainable development.

The direct benefits of the program as described 1n previous
paragraphs will likely accrue to the urtan, business and middle
income community. They are the ones presently using commercial
banks. The urban and rural poor will berefit indirectly at first.
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However, such benefits are related importantly to the potential
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, i1t must be demonstrated
that banks are capable of operating profitably in urban ones. Tre

rural populace will benefit From the greater availability of goods
and services that will become avalilable because tragers have access

to more and lower cost credit. Employment aopportunities 1n urban
areas should likewise increase and benefit those rural workers
looking for alternative employment opportunities. Fimally, the

@nding 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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CONDITICONALITY DESIGNEL 7C ALLIVIATE STIUCTURAL
CONSTEAINTS IN A LBSS :COMPLEX ARTA SUCE AS POSSIPLE
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PROCGRIMENT INTIGRITY LEGISIATICN, SGCZT INFCRMATION
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3, ICNCR CTCETINATICN - MIM3IIZS 07 'TST EC23 MIT O 28
SIPT 1GEQ9 «ITZ MS, CENIST WITLIAMSCN CF 733 WCRLD 2UANT,
ANT M%7, .3EINGLD VAN TIL CF T3Z IMT 70 DISOTSS TEIIR
OEGANTZATICNS ® ACTIVITIES IN EISTROCTUIING 4ND RETCRVING
TED GAMETAN FINANCIAL/ZANYING STSTOR, 2NT L.I.0.°T 3CIZ
N TEAT CVIRALL IFZORT. TIE WCRALD ZLNY AND INT
ABPRESINTATIVES AGRETD TERT A,T.D. ASSISTAMOI WC'Is T
PIVCTAL FIR'IEZ SURCISSITL RIVITALIZATION OF 73T o173,
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ANT THAT A PRCEERLIY FUNCTICHWING GUODE WCTLZ Iz TEZ
LINCEPIN OF GAMEIAN TINANCIALZ SZZTOE REIFC2M. TIDONORS
WIIl BY MEETING IN FEZZUARY 185¢ TC 2ISCTUSS TFZ STATTE
CF ™Y ONGOING GAMEIAN TINANTIAL STITCE 2EPCREM PROGHEAM,
MCEZ STECIFICLLLT, TET REIZZESINTATIVES ETLIID TEAT

A, "GCCD3 EEITHTCTTEING = TCSX WORIZ ZANY EZRS AIEZEIAIY
DIVEILCPEZ & PLEN 2R GI02 ZEZITRATITTZING, ©Z

AGEREED TC EY 723 GCT&. TEY A.7.3. = IUNIZT EaNL

ATVISORS ARL AN INTZGRAL PAET OF TELT

BANT BREPRETZNTATIVE NCTED TEZAT T3IZ RISTETCTTEINGG
DEFINITILY ENTISIONS TSR DIVISIOK CF TERX CTURRENT GLIT
INTC W0 SEPEZATE AND INZEFENTENT BANES - ONZ
COMMIECIAL, TYE CTEER CEVEIICEMENTAL. AT LIAST

INI®IN .7, TE¥ TEVELOPMENT EANE VILL EX CAPITEIIZED
TEROUGE UONCE CONTRIBUTIONS. TEE WCELI PAN
RFPLISFNTATIVE TNDICATED TFAT TgpE PRECISE RELATICNSEIP
BETWYEN TEZ DEVEIOPMENT BANE ANL TSI GCTG EAS TET T0 2B
DETERMINED. TER FAKD SEOUID TEOQIOUGELT ADDRZIES TEIS
ELEMIRT VHITE WILL BE TLCSELY IXAMIXWET BY TZT ERVIEW
COMBITTER.

B. "GOV REVORM - THERWCFELD EANE INITIATIED A VILLAGE -
BASED REISTRUCTURING PHOGHAM AT TEE GAMEIIN COOPEERTIVE
UNION IN 1688. VWHILE NOT YET CCMPLETED.” TEE BANE.S
RYPRESEINTATIVE RELIRVEI TEZ GCT EIFCEME VERI THUS FAR
PEOCEETING SATISTACTCRILY. TEE REIPRVSENTATIVE, SOWEVIR,
NEITEER IDENTIFIET ANY S®ZCIFIC SAFIGUARDS 7TC TX PUT Ik
PLACE T0 PREIVENT A REPETITICN 07 PAST GCU CALLE CFON 1=
GCDB PCR PARM LOAN-FUNDS, NOR AZTICULATED AN OPINICN AS
T0 'PQSSIBLE CCMPETITICN BETVERN "TEE GCU "AND TZZ FTUTURE
DEVELOPMINT BANK TO SIEVE TFARMER CRIDIT NTEDS. " SCTE"
ISSUES SEOULD BE"ADDCRESSED IN TREZ REVISED PAAD.

C. CENTRAL 3ANC -SUFFRVISION ="TEE .IMI TEFRESENTATIVE
STATED 'TEAT TEX GAMBIAR CENTREL BANK IS AVARE OF TEE
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GCYY.S PROEIEMS BUT HAS TACETL TEY POLITICAL PCWER
RECTIFY THCSE PRCELEMS. ALTZQUGE TERL EIPRESENTATI
CCNCTIUTED THEAT CENTRAL BANE STPIRVIZION WAS TZIREIWS
NCT A TROELIM, TEE PRCJECT COMMITTER 13 CONCZIANZD
TACE OF ZEFTECTIVE CENTRAL BENT GVIRIIGZT CCUID L&)
REEZPETITICN CF PAST EZPTRIENCT AT TZE GCLE. TZIC I
{TENTEAL BARNE SUFEPVISICN) SECTLD ZIZ AIIIZSSTID IN °
BEVISED PAAL.

D, "IEGAL ALTICHS TC TFFECT LOAM ZECTVIZIZEZ - TEX

BANY BFPRESINTATIVE STATET TZAT TED GCTG FAI -ASEEE]
BYTENDED CCURT SESSIONS TC TYFECTUATI ICAN 2ECOVZE]
BOWEVER, TEX GCTG ¥ILL APFARENTLY NCT INITIATYE ANY
BI®EAOBDINAEY FORMS CY COUAT PROCEDURE TC EECCVLIE

DELINQUENT LOANS. Y8R 2AAD S=0OULL TDISCUSS WHEITIETL ¢
ACTIONS EAVE OF ¥WILL Br DCKE, COST IMPLICATIONS ¥C
GOTG TC INITIATE SUCH "ACTION, AND WEXTEZER A.I.D. Cf
CTBYXE DCNCRS WILL ER CONTRIZUTING TO T3IIS ACTIVITY.

1¢. TFITEC CONCUEHEKCES =" AS PER” INSTEUUTTONS TONTI]
IN REVISIC DILEGATION OF AUTEHORITY NO. 551, AND 'IK
AYRICA BTRIAU INSTRUCTIONS CN EEVISED DEIEGATICN Ol
AUTEORITY 'NC. 581, USAID/BANJUL, AS X STEIDULE 3 P!
SEOULD STEMIT THE PAAD AND LOCUMENTATICN TO REDSO/V
FOR REVIEW ANT CONCURRINUE FRIOR TO SU=MISSION =0

A.I.DV/V.
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LOGICAL FRAMEWORK

THE GAMBIA - FINANCIAL SECTOR RESTRUCTURING (635-0228 AND 635-0231)

ANKEX C

-MARRATIVE 5Suszary ;

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

TMPORTANT ASSUMPTIONS

Goal

Broad based sustainable growth in
per capita income.

Program Purpose

To improve the efficiency of
financial intermediation in promo-
ting savings and investment and in
allocating savings to their

most productive uses.

Measures of Goal Achievement

1. Real GDP grows faster than
population in both the rural and
urban sectors.

Conditions that will indicate

purpose has been achieved:

End of Program Status:

1. Commercial banks increase
savings and time deposits faster
than economic growth.

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.

5. Bank credit extended without
government intervention.

6. Domestic private investment
increases.

1. GOTG economic data

1. GOTG Economic Data
2. CBG records.

3. Annu2l reports of Commercial
banks.

- Ct -

—
.

Good weather
No world Economic Recession

The Policy Framework Paper will
continue to be the operational
framework for GOTG policy.

Other Donor projects will be
implemented effectively and on a
timely basis.

Firms must be willing to
invest.

Savings must be available.

Savings must be channeled to
those who plan to invest and
face the most attractive
investment opportunities.

The GOTG does not interfere
with individual bank's decision
making.

. Domestic economic activity

tontinues to improve.



LOGICAL FRAMEWORK

THE GAMBIA - FINANCIAL SECTOR RESTRUCTURING (635_0228 AND 635-0231)

ANNEX €

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Program Qutputs

Elination of administrative
determination of individual
bank's credit cetlings.

Financial institutions
adhere to statutory and
regulatory requirements
governing their practices.

. GOTG develops an action

plan for implementing recom-
mendations fi.m technical studies.

Parastatal influence on lending
decisfons of GCDB is eliminated.

Legislation necessary for

for privatization of GCDB
enacted by Parliament, signed by
the President, and support
provided to the NIB for
privatization efforts.

Magnitude of Qutputs

4.

Central Bank controls availa-
bility of money and credit by
controlling the monetary base.

Central Bank's regulatory
and inspection functions
strengthened.

Technical assistance teams

conduct studies and make recom-

mendations covering among other

topics:

a. debt recovery procedures

b. adequacy and availabtlity of
rural credit and term loans;

C. development banking.

GCU and GPMB removed from
ownership of GCDB and from GCDB's
Board of Directors.

GCDB functions as an independent
competitive commercial bank.

1. Records of GOTG (MOFT)

2. Records of Central Bank and
Commercial Banks.
3. Parliamentary records.

4. Discussions with Bankers.

5. T.A. Reports

-C? -

Process of assessing policy reform
and adjustment will continue to
address identifiable constraints
in the sector.



LOGICAL FRAMEWORK

THE GAMBIA - FINARCIAL SECTOR RESTRUCTURING (635-0228 AND 635-0231)

ANREX C

MARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Program Qutputs

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.

Magnitude of Qutputs

6. (a) Six person-montiis
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
tratned.

7. Ten PCs provided to GCDB and
five to Central Bank.

8. Five million dollars in
external debt s retired.

-C3-



LOGICAL FRAMEWORK

THE GAMBIA - FINANCIAL SECTOR RESTRUCTURING (635-028 AND 635-0231)

ANNEX €

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

1MPORTANT ASSUMPT | ONS

Program lInputs

1. Foreign exchange grant to the
G0T6.

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.

Implementation Target (type and
quantity)

1. Approved project Budget
$5 million in US do)lars over a
24 month period, 2 calendar
years, 3 fiscal years.

2. Cosmercial Unit of GCDB prepared
for orivatization in 1992,

3. 1BRD, 2DA, USAID continue their
ongoing assistance to the GCDB,
MOFT, and CBG.

4. $165,000 in computers and
training equipment.

5. 15-20 bank staff trained, ($150,000)

6. TA to couduct studies ($420,000).

7. Short-term TA, for CBG and GCDB
($360,000).

8. PSC for program manager.

1. Program Grant Agreement signed.
Records of the Centra) Bank of
The Gambia

2. GOTG decrees or legislation.

3. OAR/Banjul records.

. Cc4 -

Assumptions for providing inputs:

1. Congressional Motification
accepted.

2. Policy reforms wil) stabilize
the financial system and open
investment opportunities to
private enterprise.
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OVERVIEW OF FINANCIAL INSTITUTIONS IN THE GAMBIA

The Financial System

The financiai sector 1s comprised of the commercial banking system,
the cambia Cooperative Union (GCU), several small donor or NGO
supported activities, and the i1nformal financial sector. The
bDanking svstem 1n fhe Gambia consists of the Central Bank of Tne
Gambia (UBG). and three commerciai banks: the Gambia Commercial ana
Development Bank (GCDB). Standard Chartered Bank Gambia Limited
(3CB), ana Banque Interpationale Pour le Commerce and | industrie

{8icl).

The Central Bank of The Gambia

Tne CBG was established in 1971 to assume the functions of The

Gambia Currency Board and to act as banker to Government. [t 15
responsiole for defining and implementing national monetary and
credit policies and for regulating the commercial banks. The

principal objectives of the CBG as set out 1n section 4 of the wAct
establisning the CBG and amended 1n 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 promote 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 vyears 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
1ssue 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 requlating
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 deciding
vote. The Act establishing the CBG is quite clear that the Minister
of Finmance and Trade can recommend to Government that the Board's
decisions be changed. As stated in Section 42(4):



i, after consultation vetween the Minister ang the Eanr, =-e
Minister 15 of the opinion that the policies veing pursued Dy
the Bank are npot 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 mav,
by directive, determine the policy to be adopted by tne Bank,.
The Minister shall i1nform the Bank of the policv so determined
and that Government accepts responsibility for the adootion of
the policy. The Bank shall tnereupon give effect to that poiicy
wnile the directive remains 1n operation.

The most 1mportant requlatory tools of the CBG are credit ceilings
on the banking svstem, a ceiling on credit to the Government, botn
currently determined 1n consultation with the [MF, and a set of
credit worthiness criteria which all banks must meet. [ndividuali
bank s credit ceirlings are set 1n an administratively determinea
basis by the CBG. Although banks are free to set their lending
rates, which are flexible, and the i1nterest rate structure 1s
determined on the basis of a bi-weekly tender system for treasury
bi1lls. the CBG seeks to encourage resource mobilization by
establisning a minimum rate on short term (90 day) time deposits,
currently |3 percent. As a financial institution. the CBG cam lend
to the Government, and 1t also provides credit to banks through
regliscounting facilities.

[n adoition to respecting the credit ceilings, banks are expected to
observe the (CBG s reserve requilirements, which at present amount to
24 percent of demand deposits plus B percent of savings and time
deposits, of which B0 percent must be kept on deposit at tne CBG.
with the remaining 20 percent being held as cash. Also, 30 percent
ot a commercial bank s liabilities must be held as liquid asserts.

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
vislts by banking 1nspectors. 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 1t other
than to debit 1ts 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 cnly)
for crop finance, most of which was for on-lending to the GCU and
other licensed buyers for the purchase of groundnuts. Furtner
moneys were advanced to GCDB to finmance projects which the GOTG
suppaorted (by way of govermnment qQuarantee) for various reasons.
These arrangements increased the overall level of demand. put



pressure on tne foreign exchange marxket, caused Urges Lo Tne anoneav
supply and ultimately led to inflationary price movements ang

currency speculation.

Standard Chartered Bank of Gambia Limited

The SCB has been operating in The Gambia since 1906 and 1s a member
of the Standard Chartered Bank Group which has extensive world wlide
operations. [t offers a full range of banking services and 1s
concerneg mainly with trade angd business financing. The SCH does
not 1nvolve 1tself 1n financing development projects anma 1ts
agricultural finmance operation is limited to the provision or
waorklng capital to buvers of groundnuts. The SCB has achieved a
strong deposit base and has at times refused to accept term geposlicts
because 1t has been unable to utilize its funds fully. fhe 3CB nas
relatively large noldings of GOTG securities and treasury. bills.
While the SCB has not fully utilized its credit ceilings 1n the
past. 1t 15 currently trving to have its ceiling increased.
Accordingly to Bank management, SCB is seeing more viable loans
being requested now than 1t did formerly.

fhe SCB 1s the major dealer 1n foreign exchange and in 1986 held
approximately 30 percent of tme commerclal pipeline of e<ternal
payment arrears 1n the private sector. [t 1s the major participant
1n the inter-pank foreign exchange market and because 1ts demand for
foreign exchange 1s greater than 1ts endogenous supplvy, 1t tends to
be the leader 1n 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 1ts 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 deposits than does the GCDB.

Bangue Internationale Pour Le Commerce Et L Industrie

The BICI , a branch of Seneqgal '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
Francopohone countries and 1t flnances much of the trade between tnem
and The Gambia and it conducts significant business in CFA +rancs.

The bank’'s operational procedures are relatively efficient ancd its
computer-based records permit accurate and timely reports and
statistics to be produced. A passing 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 income. Lending 1is short-term and takes the form of overdrafts
and advances. The main reciplents are distributive trades, tourism,
and transpartation.



Agricultural Cevelooment Bank «ALB)

The ADB was established 1n 1981 to provide specialized credit ta tne
agricultural sector. By January 1983 it ceasea new lending and the
Government decided to liquidate it. Loans were extended for
nonagricul tural purposes and no proper evaluatiom of locan
applications was conducted. In 1989, the GOTG allocated D2.5
million for settling the remaining claims arising from the
liquidation of the RDB.

The Gampia Commercial and Development Bank (GCDB)

Before 1972. the onlv lending 1institutions 1n The Gambia were tne
British-controlled Standard Chartered Bank (SCB) and the
French-controlled Bangque International pour le Commerce et

I Industrie (BICI). Both of these entities concentrated their
lending to multinational corporations and to the well-established
foreign trading houses and a few major local Lebanese and Gambian
merchants. Very few indigenous Gambian individuals or 1nstitutions
(1ncluding parastatals) had ready access to formal sector credit.

To f1l1l this gap. the GCDB was established in 1972 and 1t quickly
became the major source of 1nstitutional credit 1n the country. In
addition to its role as a development-oriented entity., by the
m1d-1980s. the GCDB had become The Gambia’'s largest commercial pank,
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 tne BICI both have a long history 1n The Gampia 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 Governmenct,
the parastatals or State-Owned Enterprises (50Es), and the remaining
public as 1ts clients, Thus., GCDB has not been iIn direct
competition with the other bpanks, but 1t 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 fimance credit-warthy borrowers
to the detriment of national economic development.

Data provided by the GCDB i1ndicate that for March 1989 the GCDB
accounted for 30 percent of total demand deposits in the country. 30
percent of savings deposits, ana 8l percent of time deposits. A
giagnostic study of the bamk in 1988 led to a number fo reforms
including the replacement of top management. Both the World Bank



and USAID have pledged technical support to nelp i1n the
restructuring of the pank., Trhe GOTGE assumed D70 million or deots
owed to the GCDB in January 1987 and a fur-ther D48 million in
September 1989. Furthermore the GOTG has budgeted D20 million to ope
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 CUOPERATIVE UNION

Organization Description: The Gambian Cooperative Union (GCU) is a
semi-private organization supplying i1nputs such as seeds.
fertilizers and tools to farmers on credit and is the chief
purchaser and transporter of groundnuts (handling between 71 and S1%
of the otticial market) to the Gambia Produce and Marketing Board
(GPMB) which handles between 60 and B85% of production. GPMB nhas a
legal moriopoly on the processing and export of the groundnut crop,
al though significant portions of each year s crop are sold in
Senegal (by farmers themselves ar by Senegalese traders buying 1in
The Gambia). The funds for credit to farmers and for purchase of
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 tinancing
Crop purchases and providing members with credit.

GCU has evolved substantially from 1ts original form and continues
to undergo scrutiny of its functions and management. From 1959 to
1977, GCU and its forerunner made loans available exclusively 1n the
form of cash to farmers through member societies termed Cooperative
Produce and Marketing Societies (CPMS). Loan recoveries averaged
?7% during this time. In 1978, the First Rural Development Project
(RDP I) funded by World Bank, EEC and ODA introduced an ag-icul tural
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 1982, as precursor to a second project scheduled for
implementation from 1984-90, the Second Agricultural Development
Project, (see description of ADP I[I), the management of GCU was
reorganized and a specialized agricultural credit unit formed. ADP
Il 1s funded by loans and in kind donations mainly from external
sources and includes a major credit comporaent. Sources of funding
for GCU credit programs are shown below.



Sources of Funds 1n Dalasi OOV

Year GCDB GPMB GCU ADP 11 Total

8182 4,518 755 5.273
82/83 3,440 3,440
83,84 5,194 5,194
84/85 4,540 5,251 9,791
85/86 481 1.128 1,609
86/87 4,020 2.884 280 4.619 11,803
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 1s responsible for all aspects of loan management
from processing applications to disbursement and recovervy. It 1s
staffed by a manager, ascsistant manager and two senior credit
officers at the headquarters level. Eight credit officers and 32
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 loaxn committee 1s to plan
future loan requilirements and screen and approve loans to i1ndividual
members in the village. The Village Branch reports to the CPMS5 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:

1. Registration with GCU
2. Classification as "viable" or "potentially viable"
3. A recovery rate averaging 83% on credit over a three yvear period.

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.



interest Rates

Charges to GCU Charges to CPMS Charges to
GPMB GCDB by GCU Members by
(Fertilizer) CPMS
B8O - B84 0 Q% 0 0
B4/85 21% 177% 11% 13%
85/86 18% 217 L1% 13%
8&/87 1BY% 21% 22% 247
87/88 1LG% 247 22% 247

GCU has no savings programs at present.

Social Impact: The GCU credit program is the chief source of credit
to farmers 1n The Gambia. From an estimated total of 125,000 tarm
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 linmnk to
formal banking 1nstitutions renders it a vital compaonent of

agricul tural 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

1s estimated that approximately DS million will have to be written
off.

GCU is currently in a period of consolidation brought about bv the
Economic Recovery Program in The Gambia which promotes a free market

environment. The GCU has lost its monopoly on pravision 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:

l. 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.



GCU plans to consider tuture loams i1n modes ztner than 1n—-klind and o
1dentify additional potential target Qroupns at the community ievel.

Major steps still to be taken include setting cost effective i1nterest
rates, moderating attitudes {from headquarters on down to need ftor
adherence to proper management procedures., and streamlining
operations to provide timely delivery of gquality 1nputs to farmers,
Only time will tell whether or not GCU can adequately fulfill 1ts
intended role or 1f an alternative approach must be taken. A recent
study undertaken by the EFPA project recommends decentralization ot
6GCU to i1ndependent cooperative enterprises within the rive
administrative divisions.

AGRICULTURAL CREDIT UNIT OF THE CENTRAL BANK OF THE GAMBIA (CTBG)

Program Description: The CBG has recently set up an Agricul tural

Credit Unit within its Research Department. Staffing includes an FAQ
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 fimnancial institutions.

2. Design and promote an apporopriate institutional based credit
structure to the village level.

3. Coordinate the operations of banks and other i1nstitutions with
regard to rural credit.

4, Assist in formulating a refimancing policy for 1nstitutions
providing rural credit.

S. 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 i1n credit for
agricultural development.

Social Impact: The role of CBG is to help stabilize the financial
structure by supervising banks and other credit institutions. [n the
agricultural-based economy of The Gambja, 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 aon 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 ang
informal credit systems in the rural eas, however, must be tied to
a permanent or formal ins&*Mually to have a real,
developmental impact " “motivat he banks to cater to the largest

sector of the population, : ishment of two types of butter
funds might be realized. TwO type are being considered by the Unit:
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2.

Development Fund: This fund would provide loans for high cost

items such as farm machinery which would reguire a iong term for

repayment by the tarmers.

Stabilization fund: This fund would provide for refinancing O
loans when crops fail due to drought or pests.

f

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 1nputs.

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 i1nvestment portfolio is D70 million and its
net surplus was D4.1 million for FY 1988/8%.

Due partially to the downward trend of the economy in 1982,

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 1.2 million SDR. also offers a "Building Materials
Loan Scheme  to enable future home owners to iInitiate construction
of houses.

Since its establishment the Housing Office has overseen the
completion of the Bakoteh housing project backed by the Norwegian
Government beginning 1n 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.

the flow

Housing Project Credit Scheme: Using the IDA loan. SSHFC developed

a road network, electric lines and a community center for the land

tract Iin Kanifing East which is divided into 700 plots.

plots vary between 250-350 square meters. The land will remain
GOTG~owned although project participants will repay the develqpment
costs. To be eligible for the program, the participant must:

Have Gambian citizenship.

Own no land in the Banjul area (participant or spouse).
Be a resident of Banjul area for more than two years.
Be between the ages of 18 and 46.

Have a steady income (allowable salary range is D310 to D1189
per month).

Size of the



The i1nterest rate cn the .and development loan 1s 9% to repaid over
29 vyears. The average amount of the loan wiil be D5.,000-7,000.
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 1n 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 23 years. It is
estimated that construction will begin on many homes bv March o+
1990. Supervisors from S5FHC will oversee use of the building

materials.

Social Impact: The Kanifing project provides a unique opportunity
for new and improved housing to low and lower-mid level income
earners. OQOver 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 1in
this project will result in better repayment.

Goals and Constraints: Primarily; the Housing Office lacks capital

to develop housing projects. This 1s 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 mak 1ng.
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 1973,
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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Soci1al Impact: The Post Office banks offer accessibility to
formalized savings accounts that are otherwise ditticult to obtain,

particularly for the rural population living away from major towns,
The minimum deposit 1s particularly low and makes saving possible
even for children, (Some commercial banks require a minimum deposit
that may be as high as D130.) After a UNDP assessment mission 1n
1988, several changes helped the banks to offer better service, such
as 1ncrease of withdrawal on demand freom D100 to 500, streamlining
of the passbook stamping procedure and upgrading of statf. It 1s
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 1initial appraisal of the savings sysfem
by UNDP revealed improper or non-existant record keeping,
mal functioning 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. WUnfortunately, the Post Office Savings program

has not been self sustaining and a deficit of several thousand
dalas1 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
financi1al assistance.

ENTERPR1SE 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 enterprises (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 Fimance Corporation, Indigemous Business Advisory
Service, Management Development Institute, and the Gambia Technical

Training Institute.
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Social Impact: By its support of SMEs, the EDP will assist
development of entrepreneurs and create job opportunities at a
relatively low capital cost. The credit component 1is expected to
generate investments totaling $8.3 million and 1,400 new jobs at an
average cost of $6,000 per job. The project also focuses on women
and will upgrade their skills and ease their access to institutional
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 1in
the appraisal and supervision of SME projects. Further. the success
of the project is contingent on the GOTG's progress in the overall
Economic Recovery Program as it relates to private sector
development and investor interest.

SECOND AGRICULTURAL DEVELOPMENT PROJECT (ADP II)

Project Description: The ADP I1 project will attempt to consolidate

progress made under the Rural Development project (RDP I), to assist

with major government sectoral reforms, and to increase agricul tural
production of both export and food crops through strengthening

support institutions, improved research and seed multiplications.
The planned implementation period is six years (1984-90).

The objectives will be achieved by:

1. Providing financing for farm inputs to be distributed by GCU.

2. Assisting with reorganization of the Ministry of Agriculture
(MOA) field extension services.

3. Improving the infrastructure to conduct research.
4, Assisting the GOTG to remove fertilizer subsidies.
S. 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) .

Sources of Funding: The cost of the project is approximately %30
million. It is financed by loans from World Bank/IDA ($8.9 million,
IFAD ($4.75 million) and gifts from the Government of Italy ($9.9
million). The remainder is obtained through GOTG anc farmer
payments.

Social Impact: The project outcome relates directly to increased
crop production with implied concomitant increases in net foreign
exchange, farm income and putritional benefits. In addition., a much
needed strengthening of t*««igr’j’cutgdr?,qgrw'stitutions would occur.
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A mid term project review of the implementation ot the project, -
conducted i1n 1986, fournd mixed results. A follow up mission 1n 1987/

by three donor/lender representatives noted positive action by GCU
to improve the loan structure and to seek a credilt manager.

It was recommended that PPMU closely monitor the GCU credit
eligibility system and the quality of seeds available i1n village
stores. The mission gave highest priority to establishment of an
agricul ture 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 1n dealing with pest invasions of
crops and bureaucratic lethargy i1n 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 GAMBIAX

Characteristics

An 1mportant feature of the Gambian rural financial market is 1ts
seasonal nature. Peaks occur in loan repayment and trade after
harvest, followed by borrowing iIn 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 1s sealed in boxes at home or given to
a money keeper who might hold 1t i1nterest 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.

XThis 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 1s practiced only by a small proportion of the rural
population and by almost no women. In general, women have access to
financial institutions only through men. Banks. however, are mainly
inaccessible and are also percelived as unreliable.

Thus, non-monetary savings take on great importance. Livestock, 1in
particular, are a highly valued cultural asset for males and are
safe from potential borrowers. At times, however, animals are
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 gonds
bought for the farm and household and later sold.

Sources of Informal Credit

Relatives are the easiest sources of credit and these loans are most
often interest free. Families often lend significant amounts for
marriages and to young men who do migrant work. These debts may
last for many vears 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 schedules, 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.

Most small businesses in rural areas begin with informal credit,
mainly from relatives with other pusinesses. Even women with small
market stalls may depend on loans from other merchants which can be

repaid in work.

Interest

The Gambian concept of interest must be understood in relation to
Islamic law and custom. The Koran forbids usury, which can be
interpreted to mean interest of any kind but generally refers to
unfairly high interest, ancd 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
interest rates. This can be done by demanding a return much higher
or in a different commodity than the loan. such as a full bag of
groundnuts in repavment for a cash loan worth 25% of a bag. or by
calling for a fee or service charge in lieu of interest.

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 Savings and Credit Groups

kafo groups are hierarchically structured associaticns of ei1ther sex
or both who have one or more common interests. These groups are
increasingly taking on programs of savings and credit programs.

Some PV0Os have successfully used kafos as condulits for financial
assistance. The kafos are able to exert some pressure on their

members to cooperate.

The osusu 1s a rotating savings and credit associat.on found usually
1N urban areas but sometimes 1n the countryside. Most osusus are
women s groups where members contribute and withdraw 1n a cvcle.
This system 1s highly accessible and requires no paper work, bu't
members must be highly disciplined for 1t to work. The function and
structure of the osusu and its possible tie-in to thne formal banking
system should be looked at in more detail.

Institutional Credit

The services of the government controlled cooperatives, currently
(1589) undergoing re-organization, are of great value to the

farmer. The inputs are often re—-loaned or sold within the village.
PV(ds have turned to credit in lieu of grants to promote agricultural
and off-farm income generating activities. PV0 programs are moving
toward more realistic interest figures and offer a needed incruase
in the options for savings and credit.

ACTION AID

Program Description: Action Aid/The Gambia 1s 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 i1n four areas of the countryside:
Lower River Division, MacCarthy Division-North, MacCarthy
Division-South, and North Bank Division/Upper River Division-North.
Regional field headquarters 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. Commurnity Health Improvement Project
4, Sponsorship and LDonor Services

Funds are obtained primarily (approximately 735%) 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 (0ODA) and the EEC provide
funds for operations. O0DA 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 wvillages.
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Credit Program: This program assists groups 1mplementing 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 1s 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 groupos
in kind and an unsubsidized cost 1s 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 reiief.

Social Impact: The Action Alid credit program helps rural
communities purchase i1nputs, such as oxen, farm machinery and
outboard motors, that require long term repayment. The loans
facilitute the adoption of improved production techniques. The GRF,

when implemented, should lead to sustainabilitvy of a village 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 1its 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 1n literacy and numeracvy.

Plans for the latter part of 1989 to improve rural transportation of
farm produce include providing 203 animal drawn 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)
i1s a non—-governmental organization affiliated with Women's World
Banking (WWB), a Washington, DC-based institution addressing women's
banking needs through an intermnational network. GWFC. established
in 1987, is not yet operational due to some funding gaps. It will
operate in an advisory capacity to direct women to sources for
loans, act as partial guarantor and organize training programs
countrywide. Loans can be obtained through cocoerating commercial
banke, SCBG and BICI, at a low risk but m--ket getermined 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
Development Program (total %5.4 million), $1 million, has been set

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. [n-kind donations have been
made by MOFT and office space provided by NIB. GWFC sti1ll 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 1s 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 t=chniques. Current
membership stands at 300 including 12 directors and & technical

advisors.

Goals and Constraints: Based on the eventual success of the loan
quarantee program, GWFC wishes to establish a direct lending 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 handicratfts, 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 UNDFP
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 nf Trustees consists of
representatives from UNDP and MEPID and two local businessmen. The
Technical Working group which oversees the administrative affairs
consists of 13 directors of NGOs and GOs.
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Loan Program: No collateral 1s required tor 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 about 10% of groups
using comnaercial bank accounts. In most cases group leaders hold
the funrfs which are noct i1nvested but rather redistributed among the

members.

Social Impact: Priority 1s being given to small scale, 1ncome
generatirg activities that are endorsed by the communities and could
not be established without financial assistance. Loars ranging from
D250 to D32,000 have been made to 20 groups of 1,771 total members.
About 267 of this number are women. Savings groups total 176 and
are located in 86 villages throughout the country. Average savings
Fer group 1is D1,748.42.

Goals and Constraints: The greatest constraint to most rural savers

and borrowers 1s 1naccessibility 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. I[BAS
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 i1n addition to headquarters 1n 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 ot charge.

Credit Program: IBAS has also assumed the role of administering
grant funds for loans to the i1nformal 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 1n 1982. In 1985, [BAS received another
qrant of $375,000 from UNCDF, supplemented by $123,000 by GOTG.
fhis program 1s now under suspension, pending collection of arrears
loans. Loans were given totaling $600,000. A sum of %100,000
remaincs i1n the loan pool. Only a thirty percent repayment rate has

been achieved.

Social Impact: Although 1ts loan administration failed., IBAS was
successful 1n 1ts support of potential and existing entrepreneurs
through extension ot credit and provision of advisory services.
Reasons tor the failure 1ncluded lack of defined roles 1In the loan
process by participating i1nstitutions, political i1nterference and
poor collection efforts. IBAS 1s still considered to be an
important player 1n the transition of small and medium businesses
into the formal sector.

Goals: The GOTG 1s 1n the process of restructuring [BAS. Under the
new plan, [IBAS will receive managerial and financial autonomy,
including 1ts own board of directors. IBAS will take on more of a
private sector orientation which will offer competitive salaries.

1t will also begin to charge fees to businesses for 1ts services.
When the legislation to transform [BAS 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 Jahally Pacharr
rice irrigation project 1s well established on the south bank of the
McCarthy Island District. In February. 19688, one of the donors,
German Banking Corporation (KFW), conducted a survey 1in
participating villages to determine farmer interest 1n a credit
scheme at the village level. A two yvear 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 1is
responsible for setting policy and for granting loans. [ts members
are elected by villagers and are gender split. In the first months,
savings were collected with no loans. Three banks are 1n 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 nmetworks. Membership numbers
272, of which 567 are women. Forty loans have been granted for a
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total of D9,595. Savings deposits are D19,49S. villagers seem to
view the movement positively and are pleased to be able to apply for
loarnrs year-round. The availability of funds has encouraged
villagers to plan income generating activities.

Goals and Constraints: Funding for the pilot project will lapse 1in
January, 1990. At the end of 1989, an appraisal will determine the
continuance of support by KFW.

NATIONAL WOMEN'S BUREAU

Program Description: The Gambia established a National Women's
Council in July of 1980. The Council is an advisory body to the
Women s Bu-reau, responsible for implementing programs and projects
for women. The functions of the Women's Bureau include:

1. Advise GOTG on matters affecting development and welfare of
women, including education and training.

5. Advise GOTG on measures for integration of women as equal
partners in economic, social and cultural development.

3. Examine and advise GOTG about the effects of traditional beliefs
and pracrtices 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.

5. Organize seminars, meetings and courses for women.

6. Use existing institutions for dissemination of information for
the advancement of women.

Funding for the Bureau is provided by monies appropriated by
Parliament and those received by donations and payments. Projects
promoting Women In Development (WID) such as World Bank. UNDP,
UNIFEM and others also contribute.

Credit Scheme: The Gambian Government provides funds for a revnolving
credit program first implemented by the Women s Bureau in 1986. In
1986 and again in 1987, DS50,000 were provided by GOTG. The amount
in 1988 was D30.000 and the total amount for 1989 is still
undetermined. Total amounts for lending were D44 ,000 in 1988, and
D126,000 expected for 1989.

About 200 applicants countrywide are selected each year to receive
loans. Loans range from DSS50-1500 for urban areas and D200-400 for
rural areas. Interest rates on a six month term of repayment i1s 107%
and S% on a three month term.
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Savings Programs: UNIFEM has funded a project i1nvolving sorghum and
millet decorticating mills. Three mille are loaned to women

entrepreneurs who charge a fee for their use. Part of money earned
is used for maintenance and the rest saved bv a management
committee. This savings will be used to purchase another machine.

Social Impact: The Women ' Bureau has a broad mandate to assist
women 1n The Gambia. The savings and lcans program focus on
promoting agricultural and small scale industries and appropriate
technology and labor saving devices for women.

Goals and Constraints: The major constraints in promoting women s
concerns 1n development programs and projects are:

1. Fear by the communities toward economic independence and
political strength by women. This has resulted in unwillingness
to cooperate, rejection and sometimes even sabotage. WID ideas

are viewed as being non—-traditional, therefore unacceptable.

2 Lack of required finmancial, 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 was 1nitiated in ten
villages of Upper Baddibu area, expanding in 1988 to include three
additional villages. One Economic Development Coordinator 1is
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 orocedures such as
eligibility criteria, feasibility studies. repayment schedules and
contracts. Village Development Committees (VDC) guarantee loans and
also collect repayments. Terms of repavment are negotiated based on
project appraisals. Following a recent assessment of the CTAP
program, interest rates will increase from 84 to 154, 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 1is
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1n a good position to judge applicant wviability and to exert some
pressure to repav. Support has been given for a wide variety of
income generating projects involving f:sh, baked goods, gardens,
carpentry, blacksmithing and soap.

Loans have been relatively small, ranging from D43 to D?,000. A
total of D127,315 has been loaned as of September, 1989, benefitting
35 individuals or groups in the target area (10-12.000 population).
An impressive 95% repayment rate has been achieved to date.

Goals and Constraints: The ultimate goal of SCF/CTAP is to establish
sel f-sustaining village based credit programs with linkage to a
formal lending institution. At present, however, nNO bank in The
Gambia deals directly with the small loans needed by village level
business people who lack collateral ano ability to repay at a high
interest rate.

The groundwork is being formed for sustainability by development of
village level management skills through training programs and strict
adherence to established procedures for loan administration.
Relationships with formal banks are encouraged through savings
accounts. :

The major constraints faced by SCF in terms of the target population
are lack of commitment to community development and lack of literacy
and numeracy (literacy rate in target area is 7% for males and 2%

for females).

WOMEN IN SERVICE DEVELOPMENT ORGANIZATION MANAGEMENT (WISDOM)

Program Description: WISDOM is a non-government, non—profit
organization established by rural and urban women representing the

informal sector. The women are organized into groups called
"osusus’ according to occupation. The osusu is a traditional method
of savings and lending and has been developed by WISDOM into a
viable scheme. Osusus are divided into smaller groups of 10-20.
Eacn group has a management committee and opens a savings account at
a commercial bank. The groups also receive training in literacy and

numeracy.

Funds are generated by the osusus by way of regular contributions by
members which are then redistributed 1in cycles. This provides large
amounts of capital for a woman to purchase needed inputs for
business.

Loan Program: WISDOM Indigenous Lending Scheme (WILS), provides
shares which members purchase. Members then receive dividends on
the shares based on the loan profit margins. WILS loans money to
groups who then lend to the members. Interest rate is 11%4 with a
repayment schedule from one to three vears. Groups lend money to
their members at a 15% rate of interest with the terms of repayment
agreed upon within the group.
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Savings Program: [nterest from iocams 1s deposited 1n the gJroup
savings accounts along with regular member contributions. I re

frequency and amount of the contribution is determined by the
groups. At a designated time, a lump sum will be paid to one memper.

Social [mpact: WISDOM provides easy access to credit for women and
develops their abilities to organize and manage their fimancial
activities. Women' s groups represent at least 11 different
Occupations. Total number of members 1s 1,746 1ncluding
shareholders.

Goals and Constraints: The major drawback to the informal lending
system 15 the limited amount of credit available. Because of the
informality of the groups. there is also a danger of baorrowers being
caught 1n a cycle of indebtedness. The limitations of the informal
system inhibit long term planmning and investment decisions that
borrowers must make to improve productivity. The osusu svystems 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 tbe 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 neaded. 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 (13), 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
1s 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.




All procurement will be AID/Direct under HB 14 regulations which
conforms to OAR/Banjul current policies on program financing and

implementations.

Technical Assistance: Four sets of technical expertise will be

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:

(1) Technical Assistance for Studies

The topics to be studied will be determined by the GOTG in
consultations with OAR/Banjul and would cover among 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.

(11) 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 pa2rson 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.

(111) 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 regquired 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 techbnical 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 informatioa on.0AR/Banijuk’'s program on the financial
sector.

S. Share his/her knowledge and WRills 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.



6. Prepare reports on the Gambian financial system and

areas for further study.

[llustrative 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 1| 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
Fimancial Review

Contingency and Other Costs (10%)

Total Estimate

identify

$420, 000

$180,000

$180,000

%

%

20,000

60,000

$120,000

$160,000

%

%

%

$150,000

50,000

60,000

10,000
10,000
50,000

30,000

$1,500.000



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.
- 4 "The Financial Institutions Act," 1974,

- 4 "The Gambia Commercial and Development Bank Act", 1972.

- 4 "Monmeylenders Act", 19955.
GCDB, "Report prepared for USAID".

IMF, "Staff Report for the 1989 Article IV Consultation', October 16,
1989.

- , "The Gambia - Recent Economic Developments'", November 7, 1988.

- 4 "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,



McPherson, Malcolm, "The Gambia’'s Economic Recovery Program",
September 1988

- , "Monetary Policy in The Gambia", December 1983.

McPherson, Malcolm and Steven Radelet, "Economic Reform in The Gambia:
Policies, Politics, Foreign Aid, and Luck", May 11, 1989.

Muliigen, Paul, "Evaluation of The Gambia's AEPRP", A.I.D. evaluation,
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 198E.




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
198%.

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 ftor
USAID, April 30, 1983.

World Bank, "Financial Sector Reforms in Adjustment Program, Working .
Paper", March, 198%9.

- + "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,"
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ANNEX G

A.1.D. Geographic Code 899 refers to any area or country in the Free
World, excluding the participating country itself. The Free Worlda
excludes the following areas or countries:

Albania

Bqlgarla

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



ANNEX H

Initial Environmental Ex<amination
or
Categorical &£xclusion

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: REDSQO/WCA, Janet Schulman. RDO

Environmental Action: Categorical Exclusion

Discussion: This activity meets the criteria for Categorical Exclusin
in accordance with Section 216.2(c) of Regqulation 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 1n the fimancisi
seccor and encourage privatization of the Gambia Commercial and
Development Bank; the largest domestic Commercial Bank 1n The Gambia.
The balance of %$1,500,000 will be used 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 procedures for education, technical
assistance training, analyses and studies, academic or research



workshops and meetings 1s applicable here. Sec. 216.2tcy (2Z) (1) ana

(111) .
(vi).

This activity also meets the criteria ot Section Jlo.c (Cle (o
The proposed action will not affect the enviraonment.

Concurrence:

J.M. Stone
AID Representative

Bureau Environmental Officer s Decision:

Approved:

Disapproved:

Date:

Clearance: REDSO/WCA

Anthony Vance

Date:

.
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. FiX- Secs. 103, 173p, 104, 108 _..¢,
122-27. Is ass.s.ance being mad:
avai'atle (include on.y appiicat.
P&l2,23z0 whicth ccorrespcnads 10 soyur-e of
funds usa2d; if moze :hin ¢rne fund scurzce
is usal for assistance, in<lude rel.van-
v32a37a;)N for each fona §c.TCe):

(1) [103) for agriculture, rural

develcprent or nutrition: if go b. (1)
(a) extent to which activity is

€7 .%ically designed to incre~»-

-ctivity and inccre of rur. £00C;

y..

(Z232) if for agricuitural resear:h,
a-cuil shall te taken of the needs of
Snsll farzsrs, and extencive use cf
field testing to sdazt tasic resescch
TS oi0%sl c:indivisns shall se made; (b}
€X1201 1o which aszistance is used in
Cicrdination with efferts carried out
Snler Sec. 104 to help izprove
nitriticnocf the pessle of develcping
--wnilrles thrcuzh enctocurasexent of
iifleased production of c¢rops with
Gieater nutriticnal value:; improvezent
¢l pianning, reseazch, and educaticen
Wil resgect to autrition, pirticuiarly
with reference to izprovexzen’ and

expanced use of indigencusly produced
fcodstuffs; and the undertaking of
pilot or demonstration programs

explicitly addzessing the problen of
mairutzition ¢f poor and vainerable
FESFle: and (c) exteat te whie

activitly increases naticrnal food
sezurity by improving fced policies ana
Talazetent aand by strengthening
national focd reserves, with particular
cchncern for the needs of the poor,
throush Teasures encsuraging dozestic
piciucticn, building national food
[éserves, expanding availadble storage
facilities, reducirg post harvest food
lcsses, and improvizg foed distribution.

N/A

P
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(ii) conczerned with technical
co :eration and developazent,

e: ecially with U.S. private and
v luntary, or regional and
international davelczzent,
organizations;

(11i{) reseagzch iato, and evaluation
ol, econcmic developzent processes
and techniques;

(iv) reconstruction afcer nat—--al or
zinnade disaster and p:c:canm:
disaster prepacredress:

(v) for special devele:zant
Ficetiens, and to erahle rcepet
utilizaticn of infrastructure and
frelated projects funded with earlier

assistance:

(vi} for urdan developnment,
especially small, labor-intensive
enterprises, marketing systems for
szall producers, and financial or
cther institutions to help urban poor
participate in econcmic and social
developaent.

(5) [120-21) for the Sahelian region:
if so, (a) extent to which there is
international coordination in planning
anc irjlementation; participation and
support by African countries and
organizations in determining
develicyzent priorities; and a
icng-ters, multidonor development plan
which calls for equitable
burden-sharing with other donors; (b)
kas a determination been made that the
host governzent has an adejuate systex
for accountirng for and controlling
teceipt and expenditure of projects
funds (dé=sllars or local currency
gecerated therefrom)?

N/A

N/A

N/A
N/A

N/A

(5) USAID and the IBRD are
cooperating in the
restructuring cf the GCCB.
The GOTG has particigatesz
in the design ¢f the re<:zr-
agenda. The regapitali-
zation of tne GCDB and i
privatizatior are 3 mats

-

3 p
I

of naticnal zricrizv. 2
G07TG ERP is5 3 multi=-zer
funcez zevel:cmert clar
which involves ezuitacls
ourden=-sharing among the
acners.

Y

r

(&)

(5) (g) YES



€. PY 1989 Aprropria-ions Act. Have
local curreacies geni-:ted vy the sale o,
imgorts or f-ceigan exchange by the
government ¢. a country in Sub-Saharan
Africa fror funds appropriated under
Sub-Saharan Africa, DA deen depcsited in
3 special account estybligrad by that
gcvernzent, and are these local
curreacies available only for use, in
accordance with an agreement with the
United States, for development activities
vhich are consistent with the policy
directions of Section 102 of the FAA and
for necessary admirnis.rative requireme:
of the U. S, Goveruzent?

FAR Sec. 107, 1s special empiasis
acel cn use of agpropriate technclogy
efined as relatively szaller,
si-saving, laber-using technelogies
at
e

LI $

LS S SR § VrSS

are generally most appropriate for
small farms, small businesses, and
of the poor)?

*b

T ¢ ¢t () ~n

[ X)

il inzccres

e. F2A Sec. 281(b). Descrite exteat to
which the activity recognizes the
Farticular needs, desires, and capacities
of the people of the country; utilizes
the country's intellectual resources to
encourage institutional development: and
supports civic education and tzaining in
s6kills required for effective
participation in governrental and
political processes escential to
self-governzent,

f. FAA Sec. 101(a). Dces the activity
give reascnable prozise of contributing
to the development of econcmic resources,
or to the increase of productive
cagacities and self-sustaining econoxic
growth?

c. N/A

3. N/A

e. The GCDB is the only
demestic (naticral) bank
in tne firmancial sectcr.
It is important t2 the
recole of The Gampbia that
it be restructured and
recapitalized so that the
vast majority cf Gambiars
whc are its custcmers
(savers and bcrrowers)
continue to have access t«
formal sector financiatl
services. The pclicy
reforms Will encourags zn:
prsmote the instituticnal
Sevelccmens cf the GCDB
as a commercialiy viactie
financial institution.

f. YES

\


http:estiblis.ed

-1 projects.
from spBcific sources only:
projects funded with Developnent Assistance:
projects funded with Developnent
Assistance loans; and B(3) applies to projects

B(2) applies to

L
(]
(171

O

5C(2) - PRCJECT CHECK! .ST

ed below are statutory ~riteria appiicable

;"cts. This section is divi‘ed into two
Part A includes cri.eria applicable to

‘tom ESF,

REFERENCES: 1S COUNTAY CHECKLIST UP TO
CATE? HAS STANDARD ITEM
CHECKLIST BEEN REVIEWED FOR

THIS PROJECT?

GENERAL CRITERIA FCR PRCJECT

FY 1989 Appropriations Act Sec. $23;: FAA

Part B applivs to projects funded
B(l) applies to all

Sec. €34A. If money is sought to
obligated for an activity not previously
justified to Congress, or for an amount
in excess of amount previously justified
to Congress, has Congress been properly
notified?

FAA Sec. 611(a){1). Prior to an
obligation in excess of $500,000, will
there be (a) engineering, financial or
other plans necessary to carry out the
assistance, and (b) a reasonably firm
estimate of the cost to the U.S. of the
assistance?

FAA Sec. 611(a)(2). 1If legislative

action is required within recipient
country, what is the basis for a
rfeasonable expectation that such action
will be completed in time to permit
orderly accomplishment of the purpose ot
the assistance?

ANNEX J

The Financial Sector
Restructuring Support
Project for The Gambia
(635-0234)

YES

YES

A. 1. YES

2. (a) YES
{(b) YES

3. Technical assistance
being provided to the GCDE
and the GOTG witl assist -
drafting any legcisiaticn
which may be required. The
restructuring and
privatization of tre GC25
is a condition precedent
and policy reform of AEPRP
grant agreement.



- 10 -

FAP Sec. 611(»); I'Y 1989 :ppropriations
Act Sec. 501. 1If projec 1is for water or
water-related land resc 1ce construction,
have benefits and costs been computed to
“ne extent practicatlie in accordance with
the principles, standirds., and procedures
established pursuint to the Water
Resources Planninj Act (42 U.S.C. 1962,
et seq.)? (See A.l1.D. Handbook 3 for
guidelines.)

FAA Sec. 6l1(e). 1If project is capital
assistance (e.q., construction), and
total U.S. assistance for it will exceed
$1 million, has Mission Tirector
certified and Regional Assistant
ARdrministrator taks:n intoc consideration
the countiry's capability to maintain and
utilize the project effectively?

FAR Sec. 209. 1Is project susceptible to
exesution as part of regicnal or
meitilateral project? 1f so, why is
FIcject not so executed? Information angd
cecneclusion whether assistance will
encourage regional developrent prograns.

FAR Sec. 601(a). Information and
conclusions on whether projects will
encourage efforts of the country to:
(a) increase the flow of international
trade; (b) foster private initiative and
competition; (c) encourage development
and use of cocperatives, credit unions,
and savings and loan associations:

(4) d1scourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture and commerce: and
(f) strengthen free labor unions.

FAR Sec. 601(b). Information and
conclusions on how project will encourage
U.S. private trade and investment abroad
and encourage private U.S. participation
in torelgn assistance programs (including
use of private trade channels and the
services of U.S. private enterprise).

bo N/A

5. N/A

7. (a) Mcre crecductive
investments will increase
production and trade.

(b) The policy reforms wi.
encourage more private
investment.

(¢) The technical assis-
tance will contribute t:c
the strengthening of tne
GCDB, a savings and lcan
instituticn.

(d) The tecnnical assis-
tance will discourage
monopolistic cractices.
(e) Technical assistance
will improve the GCDB':z
technical efficiency;

(f) N/A.

8. The technical zs53is-
tance is being providea oy
Us firm. This should
encourage more us invclve-
ment and investment 235 US
firms become more invalve:
in the financial sectcr.



10.

11.

12.

13,

- 11 -

FAR Secrs. 612(b), 636(h). Desc ibe steps
taken .0 assure chat, to the m ximum
exten' possible, the country °;
contributing local currencies to meet the
cost of contractual and other servic s,
ana foreign currencies owned by the U.S.
aze utilized in lieu of dollars.

FAA Sec. 612(d). Does the U.S. own

excess foreign currency of the country

and, if so, what alrangements have “een
for its release?

FY 1989 Appropriations Act Sec. 521. 1If
assistance is for the produ-tion of any
compodity fcr export, is the conmodity
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 sane,
similar or competing cormodity?

FY 1389 Appropriations Act Sec. 549.

Will the assistance (except for programs
in Caribbean Basin Initiative countries
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
rmarkets in direct competition with VU.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?

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;
(b) be provided under a long-term
agreement in which the recipient country
agrees to protect ecosystems or other

9. N/A

10. NO

11. N/A

12. NO

13. N/A

A



14.

16.

17.

18.

- 12 -

wild'ife habitats; (c) support efforts
to lientify 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 ureas?

FAR Sec. 121(d). 1If a Sahel projeect, has

a determination been made that the host 14. YES
government has an adequate sys:: for
accounting fer and controlling :-.:eipt

and expenditure of project funds (either
dollars or leccal currency generated
therefrom)?

Y 15989 Appropriations Act. 1If

assistance is to be made to a United

States PVO (other than a cooperative 15. N/A
developrent organization), does it obtain '

al least 20 percent of its tetal annual

funding for international activities from

Scurces other than the United States

Government?

fY 1989 Appropriations Act Sec. 538. 1If
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.I1.D., and is the PVO
tegistered with A.1.D.?

16. N/A

FY 1989 Appropriations Act Sec. 514. 1t

funds are being obligated under an

appropriation account to which they were

not appropriated, has prior approval of 17. N/A
the Appropriations Committees of Congress

been obtained?

State Authorjzation Sec. 139 (as
interpreted by conference report). Has 18. YES
confirmation of the date of signing ot
the project agreement, including the
azount involved, been cabled to State L/T
and A.1.D. LES within €0 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,
Apprendix 6G for agreements covered by
this provision).



B. FUNTING CRITERIA . PRC.ECT

l. Develcoment Assistance Project Criteri
— B. 1.a. N/A

a. FY 1989 Ap~ropri-tions Act Sec. S48
: (as interpreted by conference raport

for original enactment), 1If
assistance is for agricultural
development activities (specifically,
any testing or breeding feasibility
study. variety improvement or
introduc !, ¢2asultancy,
Publicat..., conference, or
trainin¢), are such activities (a)
sp:cifically and Principally designed
to increase agricultural exports by
the host ccuntiy to a country other
than the United States, where the
export would lead to direect
competition in that third country
with exports of a similar commodity
Grown or produced in the United
States, and can the activities
feasonably 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, 281l(a).
Describe extent to which activity
will (a) effectively involve the poor
in development by extending access to b. The technical assista
economy at local level, increasing and training will increa
labor-intensive production and the the ability of the GCDB
use of appropriate technology,
dispersing investment from cities to
small towns and rural areas, and
insuring wide participation of the
poor in the benefits of development
on a sustained basis, using ’
appropriate U.s, institutions;
(b) help develop cooperatives,
especially by technical assistance,
to assist rural and urban poor to
help themselves toward a better life,
and otherwise encourage democratic
private and local governmental

r

0 provide bet:er
financial services to the
vast majority of Gampians
in urban and rural areas
especially through its
branch offices uc-courtry,

(E) N/A

o

v


http:F7";:.NG

institutions; (c¢) supr.ct the (c) traini 4 and technical will
self-help efforts of ieveloping help the ".DB clay a key role in
countries: (d) promo.e the financiry self-help efforts.
participation of wcmen in tne (d) equitaole ac:zess tc

national econories of developing financial services for wemen wil:
countries and the improvenment of be sustained.

women's status; and (e) utilize and

encourage regional cooperation by (e) N/A

developing countries.

FAR Secs. 103, 103A, 104, 105, 106,
120-21; FY Appropriations Act .. vygs
{Developrent ..nd for Africa). Does

the project fit the criteria for the
source of funds (functional account)
being used?

FRA Sec. 107. Is emphasis placed on

use of appropriate technoloqy. d. N/A
(relatively smaller, cost-saving, *
labor-using technclogies that are
generally mcst appropriate for the

small farms, small businesses, and

small incomes of the poor)?

FAA Secs. 110, 124(d). Will the
recipient country provide at least 25 .
percent of the costs of the program, ©- NO. The Gambia is a
project, 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)?

FAA Sec. 128(b). 1If 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 it be monitored to
ensure that the ultimate

beneficiaries are the poor ma jority?




FAA Sec. 281(b). “escribe extent to g. The GCDB is the only

which program tec: :nizes the domestic bank and as such
particular needs Jesires., and meets the needs of the vast
capacities of the people of the majority of Gambians who
country; utilizes the country's save and b-~row from the
intellectual resources to encourage formal sector. Therefore,
institutioral development; and technical assistance and
supports civil education and training training will meet the neecs
in skills required for effective of the people to have a
participation in governmental domestic bank which serves
processes essential to the natir~al interests of
self-government. ‘ The Gar

FY 19689 Appropriations Act Sec. $36.
Are any of the funds to be used for
. n. NO
the performance of abortions as a
method of family planning or te
motivate or coerce any person to
practice abortions?

Are any of the funds to be used to
rdy for the performance of
involuntary sterilization as a method
of family planning or to coerce or
provide any financial incentive to
any person to undergo sterilizations?

NO

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 fanmily

planning?
FY 1989 Appropriations Act. 1s 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?

1f 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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[". Sec. 601(e). Will the project 5. YES
- 1lize competitive selection

rocecdures for the avarding of
contracts, except where applicable
procurement rules allow other' ‘se?

FY 1989 Appropriaticns Act. What
portion of the funds will be
available only for activities of
economically and socially
disadvantaged enterprises,
historically black colleges
universities, colleges and
universities having a student body in
which mcre than 4C pe::ent of the
students are Hispanic Americans, and
private and voluntary organizations
which are controlled by individuals
whc are black Americans, Hispanic
Arnericans, or Native Americans, or
who are economically or socially
disadvantaged (including wemen)?

ke N/A

FRAR Sec. 118(c). Does the assistance
ccmply with the environmental
ptocedures set forth in A.1.D.
Regulation 16? Does the assistance L. N/A
place a high priority on conse:vation
and sustainable management of
tropical forests? Specifically, does
the assistance, to the fullest extent
feasible: (a) stress the importance
of conserving and sustainably
mzanaging forest resources; (b)
support activities which offer
enployment 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 establishrent 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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eroduction on lands already cleared
or degraded; (f) conserve ‘orested
watersheds and rehabilita‘: 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 -hich will
prevent forest destructior, loss, or
degradation; (i) conserve biological
diversity in forest areas by
supporting efforts to identitfy,
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
involiving 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?

FAA Sec. 118(c)(13). If the
assistance will support a program or
project significantly affecting
tropical forests (including projects
iavolving 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 i{mpacts of the proposed
activities on biological diversity?

m. N/A
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FA._ sec. 118(c)(14). Will ass’stance
be used for (a) the pfocuremer or
use of logging equipment, unl ss an
environmental assessment indicates
that all vimber harvesting operations
in*slved wii. be conducted in an
énvironzentally sound minner and that
the proposed activity w,ll produce
positive economic benefits and
sustainable forest management
systems; or (b) actions which will
s‘-nificartly degrade national parks

simila: scrotected areas whieh
contain tropical forests, or
introduce exotic plants or animals
into such areas?

FAR Sec. 118(c)(15). Will assistance
be used for (a) activities which
would result in the conversion of
fcrest lands to the rearing of
livestock: (b) the construction,
upgrading, or maintenance of roads
(including texporary haul roads for
logging or other extractive
industries) which pass through
relatively undegraded forest lands;
(c) the colonization of forest lands;
or (d) the cecnstruction 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?

FY 1989 Appropriations Act. 1If
assistance will come from the
Sub-Saharan Africa DA account, is §t
(3a) to be used to bhelp the poor
majority in Sub-Saharan Africa
through a process of long-tern
development and economic growth that
is equitable, participatory,
environmentally sustainable, and
self-reliant; (b) being provided in
accordance with the policies
contained in section 102 of the FAR;

n. N/A

¢. N/A

P.

(a) YES

(b) YES

W
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(c) being provide?, when con.._tent
Jith the objectivas of such
assistance, thre igh African, United
States and other PVOs that have
demonstrated effectiveness in the
promotion of local grassroot:
activitier on behalf of long-ternm
developmert 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 inconme generating
opportunities, to bring about
appropriate sectoral restructuring of
the Sub-Saharan African economies, to
support reform in public
administration and finances and to
establish a favorable environment for
individual enterprise and
self-sustaining development, 27d 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
comrmunication networks, to maintain
and restore the renewable natural
fesource base in ways that increase
agricultural production, to inprove
health conditions with special
emphasis on meeting the health needs
of mothers and children, including
the establishment of self-sustaining
Primary health care systenms 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 unenployed and
uncderenployed in urban and rural
areas?

(c) N/A

«d) YES

(e) N/A
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FY 1989 Appropr..tions Act Sec. $186,
1 deob/reob a.:hority is sought to
‘e exercised i the provision of DA
assistance, are the funds being
obligated for the sarme genezal
purpose, and for countries with.a the
same gen:ral region as originally
obligated, and have the —
Appropriations Committees of both
Houses of Congress been properly
notified?

Develorment Assistance Project Criteria

{Loans Orly)

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

FAR 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 percent
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?

FAA Sec. 122(b). Does the activity
give reasonable promise of assisting
long-range plans and ptograms
designed to develop =zconomic
resources and increase productive
capacities?

Q. N/A

2. N/A
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3. Economic Support Fund Priect Criteria

[p}

FRA Sec. S531(a). Will r-is
assistance proamote econsmic and
political stability? To the maxinum
—extent feasible, is this assistance
consistent with the policy
directions, purposes, and prograns of
Partt 1 of the FAA?

FAA Sec. S531(e). Willi chis
assistance be used for military or
paramilitary pu:rposes?

FAA Sec. 609. 1If commoldities are to
oe granted so that sale proceeds will
accrue to the recipient country, have
Special Acceount (counterpart)
drranjements been nxade?

3. N/A



To: LEE @ DISC

*rom: POPE, MARGARET -D
Subject: re: Gambia Desk PSI Approval
Jate: 10/15/92 Time: 4:42p

driginated by: LEEW 0/00/00 3:14p
orwarded by: LEEW 0/00/00 3:58p (CHANGED)
*orwarded by: MARGARET 0/00/00 4:41p (UNCHANGED)

lo: DISC:LEE, DISC:VALERID

Margaret - Please forward this for Valerie for processing the subject
document, 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.

The text from Richard Day follows:

siven 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.

Jick Day
country Development Officer
AFR/SWA





